W Durham
University

AR

Durham E-Theses

Some aspects of rural credit in Fast Pakistan

Huq, Jahan Ara

How to cite:

Hugq, Jahan Ara (1969) Some aspects of rural credit in East Pakistan, Durham theses, Durham
University. Available at Durham E-Theses Online: http://etheses.dur.ac.uk/9894/

Use policy

The full-text may be used and/or reproduced, and given to third parties in any format or medium, without prior permission or
charge, for personal research or study, educational, or not-for-profit purposes provided that:

e a full bibliographic reference is made to the original source
e a link is made to the metadata record in Durham E-Theses
e the full-text is not changed in any way

The full-text must not be sold in any format or medium without the formal permission of the copyright holders.

Please consult the full Durham E-Theses policy for further details.

Academic Support Office, The Palatine Centre, Durham University, Stockton Road, Durham, DH1 3LE
e-mail: e-theses.admin@durham.ac.uk Tel: +44 0191 334 6107
http://etheses.dur.ac.uk


http://www.dur.ac.uk
http://etheses.dur.ac.uk/9894/
 http://etheses.dur.ac.uk/9894/ 
http://etheses.dur.ac.uk/policies/
http://etheses.dur.ac.uk

IN

SOME _ASPECTS OF RURAL CREDIT

EAST PAKISTAN;

Thesis submitted for the Degree of

M.A. in Economics in the

University of Durham

By

JAHAN ARA HUQ

Department of Economics,

0ld Elvet, Durham,

. _ ~ _January 1969,

The copyright of this thesis rests with the author.
No quotation from it should be published without
his prior written consent and information derived

from it should be acknowledged.



ABSTRACT

The poverty of farmers and the backwardness of
agriculture are both ééuse and effect of a lack of capital and credit
in the. rural areas of East-Pakistan. They are cause because they make
it almost inevitable that when loans are obtained they are @is-used,
and consequently potential lenders'are chary of putting their money
into agriculture. They are the effect of a lack of credit and
capital in the sense that changes in methods which ‘might increase
agricultural productivity have been held'up for lack of finance.

These considerations have not, however, prevented farmers from becoming
heavily indebted and this study examines the purposes for which money

is borroﬁed in the rural areas and the sources of finance. It shows
that most of the ruralﬂdebt-is owed to non-institutional lenders of one
kind or another and that the institutional lenders - banks,

agricultural credit institutions, co-operative cre@it institutions etc.
- have made very little contribution to the total supply of credit. The
study concludgs with an estimate of total credit requirements and argues
that .if the gap between supply and requirements is to be met,

institutional lending will have to be greatly increased.
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INTRODUCTION,

In today's world, the question of how to promote economic
development is of great importance for both the developed and less
developed countries, The problem in the less developed countries is
more intractable however, in the sense that while it is often possible
to obtain a certain rate of growth, its maintenance at a level at
which it remains greater than the gfowth rate of population over a
period is infinitely more difficult, Yet such an achievement is
absolutely necessary in o;der to put a‘typical underdeveloped country
.on the road to self-sustaining growth,

In most underdeveloped countries, the main offsetting
force against attaining economic development has been the high rate of
population growth, With limited domestic resources and restricted
prospects in international markets for their industries, the problem
of how to promote growth has proved very intractable, An increase in
output thch might have otherwise contributed to the building up of
real income per head tends to be absorbed in supporting an incre;se in
numbers, either with no increase or only a very small increase in real
income per head.

In most underdeveloped economies, agriculture is the
largest single industry,.contributing from 50 to 80 p;c. to the G.N,P,
besides providing food for their inhabitants. In fact a satisfactory

rate of growth in agriculture is a sine~qua-non of over-all growth,



and the traﬁsfbrmation of traditional agriculture is a pre~condition
for a satisfactory rate of overall growth., Agriculture thus plays
an import;ﬁt role in accelerating or retarding the economic
development of a particular region.:

From the general mass of literature on development it
would not be difficulf however to draw the conclusion that
improvement in the agricultural sector has been assigned a lesser
importance in the overall consideration of the development process.(l)

The developing countries would seem, in fact, to have paid

insufficient attention.to the goal of increasing agricultural

(2)

)

productivity. In Pakistan, planned expenditure on agriculture as

— !

. i
a ‘proportion of total spending has risen from 9% in the First Five

|

Year Plan to some 15% in the Second and Third Five Year Plans, whilst

actual expenditure was only 7% in the First Five Year Plan and 13%

. . (3)

in the Second Five Year Plan,
The Department of Agriculture in Pakistan, as in most

underdeveloped countries is still regarded as a minor and unimportant

government department and there is less ''glamour' attached to being

(1) Eicher, C. and Witt, L., Agriculture in Economic Development,
McGraw Hill, London, 1964, p.2. )

(2) Baldwin, R.E,, Economic Development and Growth, John Wiley and
Sons, New York, 1966, p.85.

(3) Huq, M., The Strategy of Economic Planning, A Case Study of
Pakistan, Oxford University Press, Pakistan Branch, Second
impression 1966, p.237. and Planning Commission, Government of
Pakistan, The Third Five Year Plan, (1965-70), p.41.




an o?ficer_in that department. Government and public support has
been in the main, more closely devoted to the problem of
industrialisation.(l) This has been true basically because
underdeveloped countries have a craving for "symbolic modernisation",
As Galbraith has pointed out, any claim to nationhood is thought
to require a decent airpert, a capital city with pavements and
impressive buildings.(z) No doubt as an emerging nation the prestige
value of a steel industry, supermarkets, atomic reactors and
luxurious air-conditiéned hotels, are of immense appeal, However,
such fascination for modernisation results in a strain on the balance
of payments Qith chronic deficits. The relative neglect of the
agricultural sector tends to lead to food crises. Economic history
is eloquent with instances of nations where preoccupation with.such
"symbolic modernisation” only delayed "take-off'. So thought and
action are needed to make agr;culture viabie and self-sustaining.
Unfortunately economists of developing countries have not
pai@ much attention to identifying the agricultural problems and very
little has been published by them on this subject. They- have, in

fact preferred to do research on development planning with more specific

reference to industries and power or macro~economic relationships,

(1) Nath, S.K., 'Indian Economic Development', in Planning and Growth
in Ri¢h and Poor Countriés, George Allen and Unwin Ltd, London,
1966, p.153.

(2) Galbraith, G.K., Economic Development, Oxford University Press,
London, 1965, p.4.




although many such eﬁdeavours have little practical implication,

This study is an attempt to examine one particular, but
very important agricultural p}bblem viz. the' need for credit and
the sources from which farmers borrow.

Agriculture in East Pakistan is undertaken mainly for
family consumption and the methods of férming are determined by
tradition. It is beset by multifarious probléms in recent decades
and there has been very little improyemént in productivity. One of
the main bottlenecks in agriculture has been lack of investment and
this in turn has been due in part to the lack of rural credit.

Rural credit is vital, because it enables a farmer to practise
improved agricultural techniques., Farmers in East Pakistan are
miserably poor : about 50 to 80 p.c. of them probably need credit
but most of them are ineligible for loans from institutional lenders,
because their holdings are less than 2.5 acres. A recent study has
revealed that smaller farms yield higher output per acre than larger

¢))

farms, So a worthwhile rural development programme cannot
justifiably ignore the interests of small farmers who constitute about
half or more of the total.

Thus, for the amelioration of rural poverty and an increase

in productivity a substantial flow of funds to the farmers is needed.

The net inflow of institutional credit has been desperately low and

(1) An unpublished study made by the East Pakistan Bureau of
Statistics.



inadequate. During the five years of the second plan, total
institutional credit has been about Rs 500 million or an average of

(L

Rs 100 million per fear. This is only a microscopic proportion

of the total requirement as estimated in tﬁis.study. This is partly
due to the paucity of resources at their disposal and partly because
of the criteria used by institutional lenders to determine for what
purposes credit is to be made available, These criteria place-a very
narrow definition on ‘productive purposes', as we shall see, and
institutional lenders will not make loans for anything else.

The main problem therefo¥e lies in the fact that the
institutional credit supply is meagre in relation to total requirement.
This at once poses a problem and forms a target for solution. The
real challenge lies not in advancing credit to uncreditworthy borrowers,
but in their transformation into creditworthy ones. This is what the
study proposes to show,

The study can be roughly divided into two parts. Part I
deals with the general economic situation and the demand for rural
credit, Part II discusses at greater length the supply from both private
and institutional sources, aiming to show the inadequacy of the

contribution made by institutional credit to the total requirement oOf

agricultural credit.

(1) Government of East Pakistan, Finance Department, Economic Survey
of East Pakistan, 1966-67, p.lS.




The first part consists of two chapters. Chapter one
examines some salient characteristics of'the rural economy and
attempts to highlight some of the main economic reasons for stagnation
and backwardness in agriculture. Chapter two covers the demand for
rural credit and includes some estimates of indebtedness, Part II
starts with the third chapter which discusses the provision of credit
from private and institutional sourées in turn and also discussés
the role of the State Bank of Pakistan, One important institutional
source, the co-operative movement,'has been left over for separate
treatment in chapter four. The main emphasis of the study has been
on institutional sources, their overall impact on the economy, their
achievements and failures, and one particular experiment in
institutional credit, the Comilla system, is examined in chapfer five.

Finally, in the sixth chapter an attempt has been made to
eétimate the total credit requirements of agriculture for the province.
After trying to evaluate the existing eséimates of credit, an attempt
has been made to show the actual gap between institutional credit
supply and the total requirement, In the study, extensive use has
been made of official documents but the study also relies heavily on

some unofficial surveys and studies.



PART TI.

CHAPTER ONE.

SALIENT CHARACTERISTICS OF THE RURAL

ECONOMY .

1. Some vital economic indicators of Fast-Pakistan.

The province of East Pakistan came into existence as a
result of the partition of British India into two states, India and
Pakistan following its dissolution in 1947.

Located between 20° — 30' and 26° - 45' North latitudes
and between 88° and 92° - 56' East longitudes, it has a total area
of 55,126 square miles. The area excluding rivers is 51,921 square
miles,

The cl;mate of East Pakistén is tyﬁically a tropical
monsoon one, with hot and humid summers and dry, relatively cold
winters without rains,

The hormal temperature ranges-betwéen 44°F in winter and
104° in summer. The highest temperature is experienced in Bogra and
lowest in Sylhet. qumal annual rainfall is 81" ranging from 40" in
Rajshahi to 235" in Sylhet. 85 p.c. of the rainfall oc¢curs during

(1)

the monsoon, covering the months from May to September.

(1) Government of East-Pakistan, East Pakistan Bureau of Statistics,
Statistical digest of East-Pakistan, No.3, 1965, p.2 &3& No.2 1964,




In 1961 East-Pakistan had a population of 50
million of whom 85 p.c. were engaged in agriculture. Out of a
total of the 16.86 million in the labour force 14.34 -millions were
agriculturists.(l)
| East-Pakistan has 17 districts, 54 subdivisions,

408 thanas and 64,523 villages.

About 96 p.c. of population lives in rural areas
and agriculture is the main contributor to the gross domestic product
of the province accounting for just under 60 p.c. of the total. The
principal export crop is jute.

The major components of diet in East-Pakistan are
rice, and to a lesser extent, wheat. Such cereals provide a low cost'
diet and poverty confines the people of East-Pakistan to a grain diet.
Even so, domestic food production is not sufficiént to provide its
people with what is considered a minimum diet of 2300 calories per
day; the current national average is 1855 Qalories per day,tz) and.
per capita food grain consumption in East—-Pakistan is about 14 ounces

3)

a day. Domestic food supplies are supplemented by imported cereals,

(1) Office of the Census Commissioner, Population Census .of Pakistan,
Census Bulletin No.5, p.l. By now it will be 70 millions,
assuming a compound rate of growth of 2.7 p.c. per year, East
Pakistan Bureau of Statistics, Statistical Digest Nos.2 & 3.

(2) Government of Pakistan, Planning Commission, The Third Five Year
Plan, (1965-70), p.l4. ’

(3) Government of East-Pakistan, East Pakistan Bureau of Statistics,
Handbook of Economic Indicators, 6f/*Egst~Pdkistan 1965, p.45.




but imports have never yet exceeded 1% million tons in any one year.

The following table shows the relative growth

rates of population and food production.

TABLE 1,1 : Index of food prodgction and the growth of
population in East-Pakistan.
Index of Index of
Year population Cumulative food Cumulative
growth Effect production Effect
(1951-52 = 100) (1951-52 = 100)
1949-50 96 - 103 -
1950-51 98 2 102 - 1
1951-52 100 4 100 -3
1952-53 . 102 6 104 + 1
1953-54 104 8 116 +13
1954-55 107 11 108 + 3
1955-56 109 13 92 -11
1956-57 111 15 114 +11
1957-58 113 17 106 + 3
1958-59 116 20 98 -5
1959-60 118 22 117 +14
1960-61 121 25 132 +29
1961-62 124 28 131 +28.
1962-63 128 32 124 +21
1963-64 131 35 129 +26
Source:; Handbook of Economic Indicators of East-Pakistan

op.cit., p.35.
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It shows that pépulation has grown faster than food production.
It also shows that the rate of growth of population is steady and
less erratic than the relative growth in food supply in East-Pakistan.
It would appear from the table that the increase ih population was
2 p.c. up to 1954-55, 2.4 p.c. up to 1961. In recent years it has
Jjumped to the alarming rate of 2.6 or 2.7 p.c. The ups and dswns in
production levels of food grains reflect the vulnerability of
agricultural crops to the vagaries of nature, against which flood and
water control schemes provide very little protection,

Yield per acre of rice, which accounts for 90% of
cereal production, and of the other crops, is one of the lowest in
the world. Table 1.2 shows the yield per acre.of rice in a number of

different countries in 1963.

TABLE 1.2 H Yield per acre of rice in some selected

countries in 1963,

Country Yield per acre (in 1lbs)
1. 1Italy 4575
2, Spain - 5557
. 3. Egypt 4397
4, China, Taiwan 3125
5. Japan 4679
6., East Pakistan 1578

Source: Handbook of Economic Indicators of

East-Pakistan, op.cit., p.43.
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East-Pakistan produced 15.7 million tons of rice
in 1963-64, out of a.wofld total of 169 million tons, whilst out of
the total world-acreage of 214 millien acres under rice, East Pakistan
accounted for'21.5 million acres.(l)

Rice is grown in 3 varieties. Aman is a summer
rice sown by broadcast or by transplantation during the months of
June-July and harvested in November-December. It is grown in 70 p.c.
of the area. Boro is the Qinter rice transplanted during November to
January and is harvested during the months from March to May. It
occupies about 5 p.c. of the total land. Aus is the spring crop,
depending on spring rains and it occupies about 25 p.c. of the area.(z).

Jute, the export cash crop covers ohly 7 to 9 p.c.
of the cropped area.(s) |

The following table provides some rough indicators
of some of the main variables with which this study is concefned. They

have been assembled from a variety of sources and may therefore be not

strictly comparable,

(1) Statistical Digest No.2, Table 3,10, pp.64-67. The table shows
that excepting India, East-Pakistan has the largest acreage under
rice. :

(2) Government of Pakistan, Ministry of Food and Agriculture, Report
of the Food and Agriculture Commission, 1960, p.36. '

(3) 1bid, p.36.
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TABLE 1.3 : The size of holdings, size of family, income

and indebtedness in East=Pakistan.

l. Average size of holdings: (in acres) 3

2, Average size of holdings per family (in acres) 3.5

3. Average size of'family (in numbers) 6 to 7

4, Per capita inceme (in rupees) 315

5. Per capita farm income (in rupees) 191

6. Indebtedness per household (in rupees) 309

7. Families in debt (in percent) 54

Source:

1., Farouk, A., Irrigation in a Monsoon Landl,(mimeograbhed copy)
Bureau of Economic Research, Dacca University, 1968, p.3.

2, Report of the Food and Agriculture Commissjon, op.cit., pp;26_i
and 37, )

3. 60vergment of East~Pakistan, Co=operative Statistics and
Research Organisation, Agricultural Credit in East-Pakistan,
A Survey Report, 1967*,—;E§§b and 83,

4, Statistical Digest No.4, 1966. The figure is related to the

year 1964-65 at constant factor costs from 1959-60 to 1964=65,
p.223,

* Henceforth referred to as "The Co—-operative Survey'.
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Table 1.3 bears eloquent witness to the rural
poverty of East Pakistan. Despite more than 150 years of close
association with the West, farming methods have changed.ﬁery little,
Most of the implements used-are made by the farmer himself or bought
from the ;illage craftsmen. The wooden scratch plough (langal) often

.is not tipped with iron and is dréWn by a pair of bullocks. Seeds
are broadcast by hand, and seedlings are transplanted without
following a definite pattern. Cultivation is mostly rain-fed or by
irrigation from rivers or Egglg.(l)

The only possibility of raising a. third crop is
from irrigation facility in winter. An effort has been made during
the Second Five Year Plan to make use of low 1lift pump irrigation in
northern disfricts. The total irrigated land is about 2.2% o0f the

(2)

cultivated area.

2, Leading features of the agricultural situation in East—Pakistan.

Having discussed some of the main indicators in
the preceding section, let us now discuss the leading features in the

agricultural situation in East-Pakistan.

(1) A Khal is a natural canal,

(2) Irrigation in a monsoon land, op.cit., P.3.
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(a) Density of population. L

) the

With limited scope for urban epployment,
increasing population bas to fall back on agriculture. Tﬁe joint
family system is common and families covering three generations are
not unknown.(z)

To a farmer, land is the only source of 1iving, the
only oﬁject of interest. To him its security is unquestioned. This
attachment to land is-bo?h real and psychological, based on
dependance on land for generations.

With a high rate of growth of population the overall
density is 979 persons per square mile., In some fertile areas of
the Dacca District the average density varies from 10,000 to 26,000
per square mile.(s)

The density of the rural population or the average
man-soil ratio in terms of the total cultivated area is a more
meaningful concept than the average density. The overall man-land
ratio was 0.60 acres in 1960-61 which came down to 0.55 acres in

1963—64.(4)

(1) The rate of urbanisation in East-Pakistan is very low about 4.4 p.c.,
vide The Second Five Year Plan, api.ii., p.333.

(2) Hussain, A.F.,A., Human and Social Impact of Technological Change in
Pakistan, Volume I, Oxford University Press, 1956, p.75,

(3) In the village Panam, the density is 26,000 persons per square mile,
'Irrigation in East-Pakistan', A paper read by Tamjida Begum in The
All Pakistan Science Conference in Hyderabad in 1967.

(4) Government of East Pakistan, The East-Pakistan Bureau of Statistics,
Abstract of Agricultural Statistics of East-Pakistan (Land and Crop
Statistics) Velume I, p.8. and Statistical Digest, No.3, op.cit.,
pp.17,76 and 77.
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' The actual pressure on land is still.greater when'
the land-labour ratio is estimated in terms of aéea under actual
cultivation, This ratio was 0.49 acres in 1961 and 0.46 acres in
1963-64 despite some increased acreage.

Hiéh density of populatiop has led to high intensity
of land use. About 96 p,c. of the cultivable area has been put to
agricultural use.(l) Intensity of cropping which is the ratio
between total area cropped and net area sown, likewise has been very
high: it was as high as 148 in 1960,

These high ratios of intensity of land use and
intensity of cropping explain the limit to” the possibilities of
extensive cultivation as there is little scope left for horizontal
expansion, the solution for food shortage has to be sought in
vertical expansion with the help of irrigation, fertilizers and better

managed crops. Multiple cropping is only possible through winter

irrigation.

(b) Sub-division and fragmentation of holdings.
One of the main .problems in agriculture is the low

average size of agricultural holdings, which has resulted from

(1) Intensity of land use is the percentage net sown area of cultivable
land. Government of Pakistan, Agricultural Census Organisation,
Pakistan Census of Agriculture, 1960, Volume I, Table 13, p.ll4.
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population increasé and institutional factors, and especially from
the Muslim law of inheritance which provides for the division of
property equally among the number_of heirs. The problem is not oﬁly
confined to East-Pakistan, as a recent.United Nations report shoWs.(l)
The small average size of holdings is the outcome of successive
sub~-division and fragmentation. Fragmentation is a form of sub-
division, occuring when a single farm consists of a number of discrete

(2)

pieces of land scattered over wide areas. The average size of

holding is 3% acres but instead of being compact, these holdings in
East-Pakistan are usually divided into anything between 5 and 10

(3

non-contiguous plots, Some of the economic consequences of this
. 4
are that plots become small and of uneconomic sizes.( ) Scattered

over wide areas, they are difficult to improve, to suﬁérﬁise, to irrigate

or to fence,

(1) United Nations, Department of Economic Affairs, Land Reform :
Defects in Agrarian Structure as Obstacles to Economic¢ Development,
New York, 1951, p.ll. )

(2) F.A.0. The Consolidation of Fragmented Agricultural Holdings,
Rome, 1950, p.5. ’ '

(3) Huda, M.N., and others, Rural Credit and Unemployment in East
Pakistan, 1956, Dacca University, Socio-Economic Survey Board,
Dacca, 1958. (Hereafter referred to as the 'Dacca Universitx Rural
Survey'), Appendix B, p.l19.

(4) The size of an economic holding in East-Pakistan 1is 8 acres,
The Third Five Year Plan, op.cit., p.409.




Land is wasted in providing boundaries and there is
wastage of maﬂ-hohrs and work animals in moving from one plot to
another. Small plots of irregular shapes make them unsuitable for
rotation pf crops. The maintenance of grazing animals on such plots
becomes difficult. In extreme cases fragmentation may lead to
quarrels and consequent litigation over the possession of boundaries
between plots.

In effect then, the average number of acres per

)

agricultural worker is about 2 and acreage in:terms of actual
cultivated land per head is as low as 0.46. The average farm holding

per family is 3.5 acres, but 80 p.c. of farm families have less than

(2)

3 acres and 1.5 million people are landless, Most holdings are so

scattered that the use of improved methods of farming-is virtually

ruled out. .

(c) Low Capital formation in agriculture.

Agriculture by and large is deficient in one major

3)

input, that is capital, however one chooses to define and measure

it. Whether one restricts the term capital to physical assets or

17,

(1) Human and Social Impact of Technological Change in Pakistan,
op.cit., p.46. ’

(2) The Report of Food and Agriculture Commission, op.cit., p.37.

(3) The total value of a farmer's equipments in Comilla is on average

between Rs 13 to Rs 19. Farouk, A., and Rahim, S.A,, Modernising

Subsistence Agriculture, Oxford University Press, Dacca, 1967,
pp.83-84,
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includes expenditure on e.g. agriculturai education, it is clear that
one must include beth public and private expenditures., Thus
government outlayé on irrigétion;_land reclamation or_coastal
embankments have to be included in estimating capital formation no
less than a fgrmers expenditure on a hoe., If one treats the
Development Budggt as comprising most of the public.sector's capital
formation, then Table 1,4 shows that out of a total Development
Budget of Rs 2260 million in 1966/67 eonly 11% went on agriculture
though some other heads must also be regarded as contributing more or
less directly to capital formation in agriculture.

™~ Private capital formation is however more difficult
to estimate, It can be done either by family budget studies in which
all receipts and expenditures are recorded, or alternatively, by asking
about expenditure on capital goods. The latter method is gsually more
successful as mgjor items of expenditure are more easily remempered.
.This method has been used by Mr.Habibullah in estimating private

(1) In this

capital formation in rural areas in the monetized sector.
study the rural capital formation in two of the five unions surveyed
was negative and in the rest it was negligible. The main reasons were

the absence of institutional facilities for credit, high rates of

interest charged by private lenders and the low income level of the

(1) Habibullah, M., Some Aspects_of Rural Capital Formation in East-—
Pakistan. Bureau of Economic Résearch, Dacca University, 1963.
(passim). '




TABLE 1.4 .: - Annual Development Plan for East-Pakistén in

19.

Sectors Total expenditure %
___RBs million
"l. Water ‘ | 333_ 5
2. Power | 381 17
3. Agricdlture 248 11
4, Industries, fuels and minerals _ 415 18
"5, Transport and Communication . 328 14
6. Physical planniné and housing _ - 152 7
_ 7.. Education and training | 151 7
8. Health - 92 4
9. Works programme 156- 7
10, Social welfare )
11. Manpower and Employmenf ; - 10- -
12, Survey and Statistics ;
Total o 2260 100

Source: EconomidA§g:§ey of East-Pakistan, 1966/67,

op.cit., Table 3, p.6.
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rural masses., Lack of savings appeared to be the main cause of low
capital formation. Habibullah found that 80% of the farm families
surveyed had no surplus for the period covered by the survey.(l)

It was also observed that during social and
religious ceremonies like marriage and naming, and also for
litigations the more prosperous farmers were relatively extravagant,
A sum of Rs 100,000 was spent on these occasions because it was
customary for farmers to entertain friends, relatives and neighbours
with a sumptuous dinner, Every rural marriage was invariably
accompanied by a debt, mortgag; of property or sale of assets.(z)

The iack of savings is due on the ‘'one hand to low
income levels and on the other, to the absence of institutional
facilities for saving, Difficulties of communication inhibit saving
if farmers have to travel some distance to the nearest post—office or
a branch of the Agricultural‘Development Bank, In some cases their

very existence is noet known., Finally, a fatalistic philosophy affects

their willingness to sacrifice present comfort for the future,

(d) Underemployment and Disguised Unemployment in Agriculture.
Countries like Indié and Pakistan with heavy

population pressure, are often instanced as surplus labour economies,

(1) Some Aspects of Rural Capital Formation in East-Pakistan, op.cit.,
.97, . -

(2) ibid, p.91 and Human and Social Impact of Technological Changes in
Pakistan, op.cit., p.8l.
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It is said that 25 p.c. of the agricultural labour force is

¢9)

underemployed in India and Pakistan. Majumdar in his 9 village

study in India says, 4about 71% of the farmers are affected by
disguised uneméloyment".(z)

Agriculture cannot easily absorb additional numbers
but in the manufacturing sector the capital intensity is high which
sets a limit to the capacity to employ moré labour, Maﬂufacturing in
East-Pakistan has not yet gained much gfoupd compared with West-
Pakistan.

Statistical measurement of unemployment in agriculture
is difficult because, it is in a disguised form., 'Any such measurgmeﬁt
needs to take into account the folloewing.

(i) Farming is carried on by self-employed labourers
who may spend a part of- their labour time in non-farm activities and
may themselves hire labour in addition to the members of their family
during-a peak season.

(ii) The farm operations for cropéﬂlike jute and rice
are seasonal in character, The time table of a farﬁer if he does not

(3)

grow jute shows three months of hard work and nine months of idleness.

(1) F.A.O. égricultural Credit in Economically Underdeveloped Couﬁtries,
Rome, 1959, p.27.

(2) Majumdar, D.'s chapter in (ed.) Eicher C. and Witt, L. op.cit., p.1l37.

(3) Jack, J.C,The Economic Life of a Bengal District, A Study, Oxford
University Press, London, 1916, p.39.
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(iii) Certain processes like weeding transplagting
and harvesting of rice are laborious, because some of these processes
are to be carried on in mud and under the blazing sun, wherein a
farmer needs 1ongeF hours of rest than in the case of other crops.

(iv) fhe farmers are illiterate and do not keep any
regular account reporting their man-days accurately. Even if reported,
full utilization might not have been made,

(v) The potential labour-time should be distinguished
from actual labour;time. The former depends on physical abiiity while
the latter on willingness and preference for leisure as:agaihst wo:k.

(vi) A certain number of work-days are lost due to
vacations, festival days or heavy rainfall and other natural calamities
each year.

The man power survey conducted in 1959 estimated that

were unemploged. '
3.5 p.c. of the existing labour forcefor 17 p.c. of the total number at
work were underemployed. The actual number of the underemployed was
estimated to be 2.5 million.(l)

The rate of under-employment as found by the study was

the highest among the unpaid workers. Seasonal fluctuations were

(1) Underemployment was assumed'to exist when the average working time
per week was less than 50 hours. '"Unemployment, Underemployment in
Iindia, Indonesia, Pakistan and Phillipines', International Labour
Review, Volume LXXXVI, No.4, Oct.1962,pp.379 and 381,




pronounced in agriculture. About 48 p.c. of the labour force
covered by the survey reported that they had a slack season during
which almost two thirds of them worked for less than 30 hours per
week, The majo;ity of the casual labourers found it difficult to
obtain work for more than 15 to 20 days per-gonth during the slack
seasons,

The standard o norm period for fullfemﬁloyment of
a farmer in East-Pakistan as formulated by Colin Clark, was 2500 man
hours, per year; he also needed 300 hours a year to look after 1.7
cattle. On this basis an East-Pakistani farmer needs roughly 4 acres
in addition to his cattle to keep himself fully émployed with the use
of existing manual techniques.(l) On these assumptions, it can be
calculated th;t 7.4 millions or about 50 p.c. of the total labour
engaged in agriculture in 1961 were surplus.(z)'

The survey carried out by Dacca University revealed
that although unemployment was widespread the percentage of active

(3)

members among farm families completely unemployed was negligible.

23,

(1) Huq, M., The Strategy of Economic Planning, op.cit., pp.240-241.

(2) This calculation of surplus labour in agriculture is on the same
basis as the calculation by Mahbubul Huq for 1949-50. The
Strategy of Economic Planning, op.cit., pp.240-241.

(3) Dacca University Rural Survey 1956, op.cit., p.l0O.
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A significant peculiarity of unempléyment in East-
Pakistan is that during the peak seasons (sowing and harvesting)
there is a shortage of labour in some parts of the province, In
these perioeds hired labour is employed in addition tO'famiiy lgbour.
Apparently this reflects a shortage of labour and the absence of any
visible unemployment. During off-seasons a farmer has no work at his
farm and may be engaged in some non-farm activities. So under-
utilization of labour time during non-peak seésons is consistent with
the shortage of labour in peak seasons., A farmer during a nonjpeak
seasop may still spend ﬂis time in the upkeep of his farm, like
fencing or weeding:énd may pay greater attention to his livestock in
making them ready for the next cultivating season. 1In such a season
he might seem unemployed but in fact he is not, as would be normally

estimated.

(e) Land Tenure

At present there are three types of land tenuré in
East-Pakistan; (a) Owner-farmers or Owner—operators who own land and
operate their own farms; (b) tenants who cultiva%e land bélonging to
others and pay fixed rent in cash or in kind; (c).owner-cum-tenants
who own a part of their farms and have the_rest as tenants., Besides

these, there are "Bargadars" or "Share Croppers"” who cultivate the
. 2

land of a peasant proprietor. All labour, implements and seeds are
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supplied by them and in addition, for the use of land they pay a part
of the crop to the landlord. This sharg is usually as high as 50 p.c.
of the total yield. Over and above this, there are landless rural
labourers who work on daily renumeration.

During the Hindu rule in undivided Begga;,the
cultivators' rights to their land were inalienable and hereditary so
long as they coﬁtinued to pay their tax to the village headman or
zamindar. Payment was made in kind at the rate of one sixth of the
total crop.(l) The Muslim rulers of the later period did not disturb
the existing pattern except that the share of the Crown was increased.

By the middle of the 17th century the Zamindars,
étrengthened their position. The emergence of the East-India Company
as Diwan (revenue collector) in some parts led to Qidespread confusion
about the position of the Zamindars and the Company.(z) This confusion
was sought to be resolved by the Permanent Settlement in 1793.

As a result of the Permanent Settlement responsibility
for collection of revenues was given to the Zamindars who were to
obtain and transmit a permanently fixed cash fee to the state each year.

The share of the state was to be 9/10ths of the cash revenue collected

by them for the tenant, the rest to be retained by the Zamindars as

(1) Tepper, E., Changing Patterns of Adminisiration in Rural East-
Pakistan, Asian studies Centre, occasional paper No.5, Michigan
State University, Chapter 1, p.l.

(2) Mukherjee, R.K., 'Land Tenure in India', The Encyclopaedia of
Social Sciences, Volume IX, p.lll. ’
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their payment. 'Besides, the Zamindars were allowed to takg
additional funds from new lahds brought under cultivatibﬂ.(l)

This arrangement soon made the Zamindars not only
revenﬁe collectors but de-facto proprietors and masters over the
tenants, By the Permanent Settlement it was intended to confirm the
customary rights of occupancy and prevent the enhancement of tax
rates or imposition of any arbitrary assessment. But enforcement of
protection of the rights of the "raiyats" @peasant proprietors) as
originally intended, was difficult because the settlement.was with
the Zamindars and clearly the "raiyéts" were out of the picture.

As no definite provisions were made in the system for such protection,
the peasants suffered from oppressive exactions like '"abwabs’
(special additional taxes) and other illegal assessments.(z) Moreover,
the "Haptam Regulation' of 1799 gave wide and abritrary'powers to the
Zamindars.(s) |

The Permanent Settlement was an outcome of the

Government's overriding concern for a trouble-free, fixed revenue. But

it turned-out to have undesirable side effects for both the Government

and the farmers. It led to "absentee landlordism'” as the landlords

(1) Tepper, E., op.cit., p.5.
(2) Mukherjee, R.K., 'Land Tenure in India', op.cit., p.lll.

(3) Tepper, E., op.cit., p.6.
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abused power, neglected'their duties towards irrigation, levied
illegal cesses and displayed little practical interest in_the upkeep
of farms or improving the conditions of the peasantry, The Government
lost touch with rural conditions and the increased revenue did not in

€D

fact materialise. The peasants were guaranteed very little énd Qere
placed at the mercy of the 1andlord.(2)
The most serious outcome of the Permanent Settlement
was perhaps the sﬁb—division and sub-infeudation of the rights on land.
With the growth of population and more intensive cultivation, land
values and rents increased, and with them, the absolute'maggin betweeén

"rent" and "revenue", This soon led to an influx of intermediaries

between the Zamindars and the cultivators. A long chain of rent

receivers, such as "patnidars) "dar-patnidars', "se-patnidars",

intervened between the state and the cultivators.(s)_ Sub-infeudation
of such a nature reached "fantastic proportions™ in some districts

4
where fifty or more intermediaries were found to exist.( )

Poverty, the transfer of land to money lenders and

the multiplication in the class of intermediaries led to an increase

(1) Ibid, pp¢7_8.

(2) Government of Bengal, The Land Revenue Commission Report of 1940
under the ‘Chairmanship ‘of Sir Francis Floud) p.36.

(3) Mukherjee, R.K., 'Land Revenue in India', op.cit., p.111.

(4) Tepper, E., op.cit., p.8.
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in the number of landless rural labourers. The effects of the

Permanent Settlement were such as to defeat its very purpose and in

1940 the "Floud Commission" recommended its abolition.

but

its inception that the Permanent Settlement was finally abolished.

o))
(2)

The system came under further attack later on,

it was not until 1950, more than a hundred and fifty years after

(3)

The provisions and objectives of the Act of 1950

were: (i) the elimination of all intermediary rent receiving rights

and interests; (ii) the acquisition of all rights and interests for

the State on payment of compensation to Zamindars in instalments;

(iii) the distribution of land over and above the ceiling (3.3 acres

for an individual apd 33.3 acres

(4) for a family) among the cultivators

owning uneconomic holdings and landless agriculture.

The implementation of the Act has started and is

expected to be completed during the Third Five Year Plan period. The

1L
(2)

(3)

(4)

Ibid, p.9.

The Bengal Administrative Enquiry Committee 1944-45 and Rowlands
Committee later disfavoured the Permanent Settlement. Tepper, E.,
op.cit., p.9.

In February 1950, the East Bengal State Acquisition and Tenancy
Act was passed. The actual implementation started in May 1951.
Ibid, pp.9-10.

The ceiling was subsequently modified in 1961 and increased to 12.'-
iorey ant 125 acres per family as recommended by the Land Revenue
Commission 1958, Limits to the subsistence and Economic holdings
were fixed at 3 and 8 acres respectively. See: The Third Five Year
Plan, op.cit., p.409.,
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(1)

revisional séttlement will take about 14 years to complete,

Land reform in East Pakistan came earlier than in
the other parts of the sub-continent but it has not greatly improved
the position of the peasants. Deépite-the abolition of the Permanent
Settlement -a significant area under cultivation is under "Bargadars"
or share-croppers and "tenapts—at—will" who have no legal riéhts on
land. The landless labourers are not covered by the Act. Over the
whole province 38 p.c. of the landholders farming 44 p.c. of the land
are share—croppers.(z)

The fixing of ceilings and redistribution of excess
land proved to be easy to evade, Partition of property on paper only
and the system of "Benami'" or nominees are prevalent and consequently
mény owners still have land well in excess of the fixed ceilings.

Even the-permitted ceilings are high. The Act does not require the
holders to cultivate the soil, thus leaving plenty of lﬁtitude for the

1"t (3)

persistence of 'petty absentee landlordism".

(1) Ibid, p.410.

(2) The Report of Food and Agricultural Commission, op.cit., p.39.

(3) Landlords after the Act have less land and consequently less
power than they used to enjoy under the Permanent Settlement.
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CHAPTER TWO.

RURAL CREDIT AND INDEBTEDNESS.

l. Rural Credit : Enquiries and 1g5islatign.

In the last chapter we saw how the prevalence of the
Zamindarisystém contributed to the creation of an impoverished agrarian
population, Private money lending ét high rates of interest further _
added to ;he poverty of the farmers, 1In the course of sale or mortgage
of land to the money lenders, the number of landless peasants
increased.. All these conditions taken together increased fhe poverty
and burden of indebtedness to such an extent that it has been remarked
that the population in India "at any known period has never. been free
from debt".(l)

Frequent famines from the last quarter of the
nineteenth centurycz)onwards, led to various enquiries into the causes,
nature énd volume of indebtedness. These have been summarised by the

Dacca University Rural Survey Report and the outline account given here

is based on their summary,

(1) Government of India, Famine Enquiry Committee, 1879, p.16.

{2) Famines occurred in India during the years, 1861, 1866, 1868,
1876~78, 1896 and 1899,
G.B., HMSO, Report of the Indian Famine Commission, 1901, pp.l-3.
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The Bengal Banking Enquiry Committee 1929 was the
fifst to carry out a compfehehsive enquiry into rural finance with
the twofold objective of (i) suggesting ways and means by which
farmers could obtain credit for land improvement an@ for the marketing
of the produce; and (ii) suggesting ways to stimu;ate the habit of
investment, 1Its findings on the level and distribution of
indebtedness formed the basis of most depend¢ab1e data for further
comparisons.(l)

. A large scale village survey covering all the
districts of Bengal was conducted by the Board of Economic Enquiry in
1934. The report gave valuable information about the size of holdings,
as well as the income and expenditure of rural families.

In this period various other enactments were
adopted for the control and regulation of money lending with a view
to providing relief to the indebted farmers, The Usurious Loans Act
of 1926 provided some cover to the farmers against excessive rates of
interest and unfair transactions of the money lenders. All its
provisions were incorporated into the Bengal Mpney Lenders' Act 1933,

(2)

This Act fixed maximum rates of interest and made provision for

(1) Dacca University Rural Survey, op.cit.; p.l3 and passim,

(2) The simple rate of interest was fixed at 15 p.c., on secured and
25 p.c. 0of unsecured loans, The maximum compound rate of
interest was fixed at 10 p.c. for all loans,
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debtors to sue the creditors against their dishonest manipulation of
accounts,

Later this Act was replaced by the Act of 1939, which
had provisions for checking the mal-practices of money lenders, Under
this Act, if the lenders avoided receipts for payments, the debtor
could now deposit the sum in the court., To achievé success, the Act
made it obligatory for the lenders to (i) keep éccounts of their
transactions and (ii) get themselves registered and licensed.

Under an earlier Act of 1935, known as the Bengal
Agricultural Debtor's Act, Debt Settlement Boards were created for .
the reduction and amicable settlement of any disputed amount between
debtors and creditors.(l)

During the Second World War, there were only minor
legislative changes but an attempt was made in this pericd to carry
out a plot by plot enumeration in 77 randomly selected villages. This
was conducted by S.M.Ishaque along with the agricultural census.(z)

After independence in 1947 the partition of the

province caused a mass exodus of the non-muslim money-lenders resulting

in a shortage of capital for agriculture., In 1951 the Agricultural

(1) By the end of March 1944, a $dta1 debt of Rs 50 million was reduced
to Rs 18 million, This was over 64 p.c. of the total cases pending.
Wadia P.,A., and'Merchant, K.T., Our Economic Problem, New Book Co,
Bombay, 1946, pp.198-199,

(2) Daceca University Rural Survey, op.cit., p.l5.
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Enquiry Committee was set up to review the state of agriculture‘and
the exis?ing institutions of credit, their workings and their
effectiveness. In 1952 the Economic Appraisal Committee was set up
to study general economic problems including problems of rura;
credit., In this period the Agricultural Development Finance
Corporation the first institution of its kind in Pakistan was set up.

The period since 1956 has witnessed a marked
increase in official concern, Although no attempt has been made to
carry out a survey on the scale of the All India Rural Credit Survey,
a number of smaller official and non-official surveys and étudies
have been undertaken., Some positive steps were taken such as the
establishment of the Agricultural Bank of Pakistan and later its
merger into The Agricultural Development Bank of Pakistan to solve the
problems of rural credit.

In 1956 a survey on rural credit and unemployment was
conducted by the Dacca University Sociﬁ-Econémic Survey Board under
the joint sponsership and financing of the State Bank of Pakistan and
the Asia Foundation, It was conductgd on the basis of a random sample
of 3,144 households from 41 unions, in four selected sub—divisions.(l)
It attempted to survey both the demand for and supply of credit. The
demand for credit was inferred from information about e.,g. the size of

holdings, the level of living and the extent and distribution of

(1) Dacca University Rural Survey, op.cit.,, p.7.
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indebtedness. The supply side of credit was elicited by-questionnaires,
interviews and discussions about the practice of moﬁe& lending by
private and ipstitutional lenders. . -

This study was the first of its kind, as it _.consisted
of extensive personal interviews of selected households using
sophisticated'statistical techniques,

In 1957, the Agricultural Bank of Pakistan was created
and it co-existed with the Agricultural Development Finance
Corporation until 1961 when the two institutions were merged. This .
followed the recommendation of the Credit Enquiry Cbmmission in 1959
which had inquired into the provision of credit to agriculture,trade
and industry. The Food and Agriculture Commission(l)in 1960 prepafed
a qompréhénsive compilation of official statistics on various aspects
of agricultural production,

In the same year a 'Rural Credit Fund' was started by
the State Bank of Pakistan., In 1962 an..'"Action Plan' for the
co~operatives was. prepared by the State Bank.

In 1965, a committee on agricultural credit was set
up uqder the chairmanship of S.M.Hasan, with the following objectives

viz. (i) to assess the agricultural credit. needs of the province and

(1) It had the distinguished membership of Dr.A.G.Black and Gaitskell,
It also secured advisory services from experts of the World Bank,
the FAO, the ICA and the Colombo Plan,

Report of the Food and Aggiculture Commission, op.cit., p.4.
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to suggest programmes for the distribution of leans; (ii) to make
improveménts in the distribution of loans offered by the existing
agencies; (iii) to find out reasons for the poor recovery of loans
and (iv) suggest concrete measures for improved recoveries; D

Finally in 1966 a suivey was made by the Co-operative
.Statistical and Research Organisation which provides ﬁp to date

(2)

information about indebtedness and matters related to rural credit.

2. Rural indebtedness:

,'éorrowing among the farmers is common and in most
agrarian economies the proportion of deby free farmeds is very small,
In 43 out of-75 districts studied in India, in 1951-52, 50 to 96 p.c.
of the faﬁilies of small_farmers'reported having borrowed during the
year, In Thailand in 1953, one third_té two:fifths‘of the small
farmers in the central plain reported having borrowed during the

(3)

preceding five years,

(1) The Committee was set up under government notification ne.V -
12-19 64/75 dated January 1965, hereafter referred to as Hasan
Committee Report, Hasan Committee Report (unpublished
mimeographed copy), Preface, p.l.

(2) The Co-operative Survey, January 1966, (Passim).

(3) ECAFE/FAO Credit Problems of Small Farmers in Asia and .the Far
East, United Nations Agricultural Division, -Bangkek 1957, p.6.
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Farmers borrow not only for productive purposes
like buying seeds, implements or bullocks but also because on their
small farms they frequently fail to grow enough to survive, ‘A
cultivator may also borrow to tide him over natural caiamities. Rural.
indebtedness is a direct outcome of the po?erty of the rural areas,
The onset of famines during the last centuri and the depression of

1929, (by affecting the prices o6f agricultural crops unfaveurably)

-accentuated the poverty so much @h'thaf, to quote the words of the

Royal Commissiop on Agriculture, 'the majority of the cultivators
were born in debt, lived in debt and died in debt passing the burden
on to‘those'who'followed them". This shows that the burden was not
only great but was also hereditary in nature. Even at present tﬁe
heir of a farmer inherits his fathers debt and obligations along with
the share of the property. Debts may often pass down several
generations as farming and money-lending are both hereditary
professions and are operated accordingly.

A large ﬁart of the rural loans was provided in the
past by the money lenders., Since the partition money~lending by
professional money—-lenders has -more or less ceased and it has been
taken over mostly by the landlords and 6ther well to do rural people.

Usury has always been condemned as it is prohibited
by religion, - ﬁevertheless, the lenders have found ingenious ways of

getting round the sentiments against usury. One of the common
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practicés is that, loans are granted.ip terms of paddy before the
hérvest, (the price is calculated in terms of money) and the
repayment of such loans has to be made in terms of paddy just after
the harvest when crop prices are relat%vgly lower,

The farmers may sometimes borrow from several
money-lenders. Instead of borrowing from one, a farmer might mortgage
his land wifh one pledge hig'jewelleries Qith another and borrow on
the secufity of crops from sfill another.(})

In the case of 1oans.advaﬁceduby the traders and
dealers, these are contracted without any interest charge, on the
promise of the borrower to sell his crops to the lender. These
"advance purchase prices" appear.aé_though they wére interest-free
loans but if one looks more closely.a kind of "disguised interest”
can be detected because the lender pays a much smaller price for
crops. In the absence of storage, the farmers dare not offend the

lenders, and are compelled to sell the crops to them.  The peasants on

many occasions are cheated by the trader in weights and measures.

-

(1) Jack, J.C., The Economic life of a Bengal District, op.cit.,
p.97. - '
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‘The Extent of Indebtedness£

In 1928/9 totai rural indebtedness was estimated to
be Rs 1,000 million in Updivided Bengal, The Dacca University Rural
Survey found in 1956 that between 66 ané 87 p.c. of families in the
different villages surveyed were in debt.(l) The recent Co-operative
Survey hés found that indebtedness is present in about 54 p.c. of the
total rural families surveyed.(z) The average outstanding loan per
. indebted family was found to be Rs.275 ahd the avérage fequirement per
indebted household wa; Rs 309.(3)

A comparison between the levels.of indebtedness in
-.the past and the present as found by the.various studies is given in
Table 2.1. The figures are not, of course, strictly speaking
comparable as they reiate to different periods-and have been éollected
by different methods over different aregs..hFor instance the earlier
enquiries were made for the entire district whereas iﬁ;thé-suryeyé
copduqted by the Dacca University and the Co—qperative Directorate,
the sub-division Waé chosen as the unit, Also average price levels

have greatly changed over the period and this vitiates any comparison.

Nevertheless, the table makés it clear that indeﬁtedness'has been

(1) Dacca University Rural Survey, 1956, op.cit., Appendix B,
Table 7(C), p.26. . .-

(2) The Co-~operative Survey 1966, op.cit., p.28.

(3) Ibid, p.29 and p.83,
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TABLE 2.1 : Average indebtedness per family in four

districts. .
(in Rupees)

Sources and Year District

Dacca Noakhali Rangpur | Faridpur

1, The Banking Enquiry
Committee 1929. 228 194 189 80

2. Dacca University .
Rural Survey 1956, 200 310 106 137

3. The Co=operative
Survey 1966. 209 399 42 124

Sources: Dacca University Rural Survey, 1956, op.cit., p.47 and
The Co-operative Survey 1966, op.cit., p.27.

persistent and despite the rise of agricultural prices there has not
been any significant improvement in the farmers' conditions and as
such there has not been any steady decline in indebtedness of the
farm families. The exception is Rangpur where it appears that the
growing use of low 1lift pump irrigation has brought greater
stability to harvests which may explain a.significant fall in
indebtedness.

The Dacca University Rural Survey has revealed some
important new facts. For instance it shows that old debts were

roughly one third of the outstanding debt and that the ratio of
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disinvestment to outstanding debt per family was roughly one

1

third of the total, It also revealed that one.way in which-

indebtedness was somefimes reduced was by the bankruptcy of the
lenders . .Lastly, the higher ;evel of indebtedness in some
districts reflected greater vulnerability of these areas to the
vagaries of nature,

A large part of the money borrowed - often as much
as 70 p.c,(z) is spent on family maintengnce. Tﬁis_is because in the
tight budget of a farmer the questions of "subsistence" and;
"survival" get priority over development. As institutional lenders
are unwilling to lend for such purposes it helps to explain, as we
shall see, why institutional sources are responsible for only an
insiggificant part of the total rural loans.(s?

The following table shows how loans were distributed
between different purposes in the two recent surveys and brings out
clearly how much.of the money borrowed is for family expenditure.

It also shows that non—-farm business expenditures

covered a significant part of total debts. A small percentage of loans

went towards the repayment 6f previous loans,

(1) Dacca University Rural Survey, op.cit., pp.46=47,

" op.cit., p.76 and, Dacca University Rural'Sgrvey, op.cit., p.6l.

- (2) Report of the Pakistan Agriecultural Enquiry Comm;ttee 1951-52

(3) In 1956 as surveyed by the Dacca University study 0.6 p.c. of
the total loans was supplied by Co—operatives.
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As in the case of Table 2.1, it would be
wrong to attach much significance to the changes between
1956 and 1966 because the surveys wefe not conducted on a
i comparable basis; nor should one read too much into the
3 difference between, e.g. Rangpur and Narail in 1966. The
table is presented only to highlight what a high
proportion of loans went on non~farm and family expenditures
- as distinct from expenditure on farming. In neither year
and in no District did this account for less than about 60%

of the money borrowed.

Cheap and easy availability of credit
is a prime necessity for a cultivator. But due to the

scarcity of sources it is the cultivator who pays the highest

F: of premiums whereas credit is relatively cheap for business
and other enterprises,

As the capital market is not well

developed, there are only few institutions and these_@over.
an insignificant part of the rural areas. As a result a

cultivator has no alternative but to borrow.from monéy-lenders,

traders, shop—-keepers, and landlords at very high rates of
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1)

interest.( In private borrowing or borrowing from

private sources, rates of interest are high, much higher

than - on loans from institutional agencies. The cost

of such loans is very high in all agricultural countries.

Thus in India rates of interest on private loans range

from 25 to 75 p.c.

be up to 300 p.c. per annum,

(2)

For unsecured loans the rate may

(3 The Philippines have

(4)

rates varying from 25 p.c. to 400 p.c. per year. In

Ceylon the private traders charge interest as high as

50 p.c. per annum and in Indonesia between 3 and 4 p.c.

%)

per month.

(¢H)

(2)

3

4

(%)

Land Reform, op.,cit., p.38,.

All India Rural Credit Survey as quoted by Agricultural
Credit in Economically Underdevéloped Countries, op.cit.,
p.61l.

Land Reform, op.cit., p.38,.

Credit Problems of Small Farmers of Asia and the Far East,
op.cit., pp.lO=11,

Agricultural Credit in Economically Underdeveloped Countries,

op.cite., pP.6l.
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In Pakistan the rates charged by private lenders

¢ )

vary from 30 te 300 p.c. per annum but the institutional agencies

charge much lower rates of interest. Among the latter, Co—operatives

(2)

charge from 6 to 9 p.c. The rates charged by the Revenue v
Department on Taccavi loans in East-Pakistan are Gé_to 7 p.c.(s)
while.the A.D.B.P, charges 7 p.c. on short and medium term loans and
6 p.c. for long term 1oans.(4)
The Dacca University Survey has found that the
money-lenders charged rates between 46 to 69 p.c. per annum. Loans
by marketing intermediaries and itinerant traders were found to be at
between 38 and 81 b.c. Rates on loans from fiiends and relatives
ranged from 33 to 62 p.c. whereas the village wéll—to—do people granted
loans at 31 to 89 p.c. a year. The shop-keepers were found to maintain

() Thus as found by the

their rates between 38 to 100 p.c. per year.
survey, the rates charged by the well-to-do villagers, shop—-keepers

and marketing intermediaries were higher than the rates charged by the

money lenders.,

(1) Report of the Pakistan Agricultural Enquiry Committee, op.cit.,
P.80.

(2) State Bank of Pakistan, Agricultural Credit Department.
Agricultural Credit in Pakistan, Karachi, Dec.1962, p,.50.

(3) 1bid, p.32.

(4) Government of Pakistan, Ministry of Finance, Pakistan Economic
Survey, 1965-66, p.136.

(5) Dacca University Rural Survey, op.cit., Appendix B, table 15(g)
p.43.
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This finding conflicts with the common belief that
money-lenders charge the highest rates of interest. It may be due
to the fact that the money Iende?s arelsubject to legal maxima while
for other lenders no ceiling is fixed and they can charge arbitrary
rates irrespective of the ceiling in the Money lenders' Act.

Some loans are made at compound interest. Once N
such a debt in incurred, it mounts with amazing rapidity. ;n 1906-
1910 half-of the total debt throughout Faridpur district was reélly
the result of compounded rates of interest.(l)

A_large'part of the loans is contracted at interest
of a nonfmggetary_form. TheJiﬁterest in such cases is either paid in
terms of some crop in addition to.the principal sum, or by a transfer
of the use of land from the borrower to the lender! interest being
realised out of the use-of.land. .The possession of land is retained
by the lender until the loan is fully repaid. Generally speaking,
friengs”@nd relatives offer loahs on such terms,

| In case of fransfer of the use or possession of land
two types are prevalent, The first, "Khaikhalashi" or usufrultuary
mortgage, is a system in which a borrower transfers his right to use

the plot to the lender for a stated period. At the end of the period

(which is generally 15 ygars), both the principal and the interest are

(1) Jack, J.C., The Economic Life of a Bengal District, op.cit.,
pPp.100-101.
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considéréd as repaid, A second variant is mortgage by conditional
sale. Under this system, the borrower executes a mortgagé'deed in
favour of the lender. The condition of the mortgage is that if the
money is repaid within the stipulated time, the borrower gets his
- land back, but in case he cannot do so; it remains permanently in
the possession of the lender, This system is locally knewn as
'Saf-Kahala - Chukti Kahala' which means '"clean sale and conditional
mortgage". It is a éonditional mortgage because if the borrower
repays the loan, he recovers his laﬂa, ofherwisel if goes to the
permanent possession of the lender as in the case of a clean saie.
Conditional sales sometimes may be in 'Kot'.or
unwritten form, Formerly under this system, a transfer of the
possession of land to the lender could be legally effected if'the
borrower failed to £epay at the expiry of the contract. Through.this
system_there has been a continuous transfer of land to the professional
money—leﬁders, until with the amendment of the Bengal Tenancy Act of
1940, a check was given-to such a transfer and it legalised only
usufructuary mortgage. It also put a check to the malpfactice of the
money~lendérs who evaded repayment of loans, with a view to getting
(1)

the possession of land. The system of 'Kot Kabala' or unwritten

nortgage is still prevalent in East—Pakistan'under which transfer of

(l);Dacca University Rural Survey, op.cit., Appendix A-2, p.7.
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land takes place by verbal -contract, inspite of the fact that such
transfers have no legal basis.(l)
Besides there are cases when the borrower is
) obliged to'promise the standing crop to the lender, who:advanceé a
1oan'on such commitments, The local name of such an advance is
'dadon'.

Sometimes a shop-keeper or a.deale; charges a higher
price for goods soid on credit. Over and above these, there are

()

interest free loans which may be termed as 'mutual loans', About

29 to 66 p.c., of the total loans in surveyed areas wére interest-free

in 1956.(3)
As regards interest in non-monetary form, it is

even more harmful than high money rates., Under such tgrms of lending,

land ultimately passes into the possession of the lenders, In the case

of a usufrgctuary mortgage, the agreed period being too léng, is

virtually tantamount to a sale, especially when the loan is large and

(4)

the borrower is never in a position to repay. In the case of a

(1) Dacca University Rural Survey, op.cit:, Appendix A-2, p.7.

(2) Farmer A borrows from farmer B and repays back when he is well-off
and may lend to farmer.B, when and if asked,

(3) Dacca University Rural Survey, op.cit., p.74.

(4)'Ibia, Appendix A-2, p.7.
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mortgage by conditional sale in 'Kot' the_qontract is unwritten,
verbal and cannot be leéally enforced.(l)

Sale of cropg to the dealer sometimes involves a
farmer in great losses, This happens because the borrower is
compelled to sell his crop just after the ﬂ;rvest, but when buying,
he buys at a higher price from the same dealer. The lender is
mostly a berson who markets the crops, In the absence of storage
facilities a borrower dare not offend the lender, because if he does,
he not oﬂly loses his future prospects of loans but also a marketing
agent for his crop.

These are only some of the ways in which a farmer
is exploited, Sucb exploitation brings a large margin of profit to
the lenders. The borrowers in these ways become 'tied to the
merchant, landlord or money-lender and lose their.individual freedom
of manﬁouvre".(z) Nevertheless, and even though they cost more,
farmers have always preferred loans from.pfivate sources, rather than
borrow from institutional_lgnders. The reason is that the private

lenders have been more responsive to their particular needs and have

asked fewer questions about the_uses to which the loans were to be

(1) 1ibid, Appendix A-2, p.7.

(2) Agricultural Credit in Economically Underdeveloped Countries,
op.cit., p.63. )
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put. Since no one need know about a private loan, the farmers"
"izzat" (prestige) is not jeopardized,

The reasons why private lenders charge high rates
of interegt are as follows:- Firstly, the cost of managing small
accounts is high, secondly, the interest includes an element of
insurance against the risks normally associated with agriculture
and against default; thirdly, the money-lenders are in a strong
bargaining position; fihAally given the scancity of institutiopal
credit in rural areas, the high interest on private loans is a
reflection of the relative demand and supply for leans.

The nature of security a borrower can offer is
important in affecting the demand for and the supply of credit.
Clearly the more creditworthy a borrower and the greater value of
any assets he might be able to pledge, the better are the terms on
which he can borrow, Small farmers who lack tangible assets, often
have to borrow on personal security and are thus forced to pay higher
interest. 1In India it was found that 70 p.c. of all loans were
secured on this .basis, )

Land is'generally the only asset a cultivator can
offerir as security. For a lender it has the advantage of being
immovable and is therefore preferred to any other form of security.

Sometimes it is not merely the title to the land

which is pledged but also the right to cultivate it, In some cases,

*)
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transfer 6f the r;gﬁt to use the land in favour of the legder,
includes both _the principal as well as the interest rate, In
othe; cases, a more rigqrousAcﬁstom is followed where the
principal and the interest are paid over and above the right te
use land and enjoy the crop. Khaikhalsshi or usuffwctuary mortgage
is a variant of the former type.

Mortgaées in the guise of a sale or lease as has
been explained earlier, are also common and are a variant of the
latter type.

In addition; there are qther types of securities
or guarantees that are accepted. There is the simple mortgage under
which the borrower forfeits any right to the use of land until the
last bit of loan is repaidu, In the case of default the lender can
seek legal redress and get a decree from the cogrt for the
realization of the loan, Then there is the mortgage of movable
property. Although not Very-common there are cases.when ornaments
and other valuables are pledged which are received back by the
borrower on payment of the dues.

Finally, bonds are sometimes executed giving the
lender the right to use the borrower's land on the basis of share

(1)

cropping until the loan has been repaid.

(1) Dacca University Rural Surve&; op.cit., p.84.
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We saw earlier that most loans are unsecured and
advanced by friends and relatives, Ties of friendship and family
are then regarded as collateral for the loans, Where land is
pledged, usufructuary mortgages or khaikhalashi are the most
common type prevélent in East—Pakistan,

The use of land as security has now been
circumscribed ﬁy land reform which has restricted the alienation
of land, Land can therefore no longer be pledged and consequently
it is reasonable to expect still higher money rates of interest

on loans from private sources.
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PART II

CHAPTER THREE

SUPPLY OF CREDIT

The previous chapter dealt essentially with the
demand for credit, and examined various aspects of rural
indebtedness such as its extent, the distribution of loans, rates
of interest and the securities offered.

This chapter deals with the supply of credit,

1, Needs for Credit.

Credit is needed by farmers for production, processing

" and marketing of crops. As has been mentioned earlier, the majority

of the farﬁers in East=Pakistan are not usually in a position to
maintain themselves from one harvest to another without having recourse
to borrowing,

Commercial banking in East~Pakistan caters for the needs of the urban

populations and cannot provide a service for people in rural areas who

are generally not in a position to offer the kind of security and

collateral normally expected by banks, A credit institution serving

the farmers needs to have a special understanding of agriculture and of
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what goes on in a village. Commercial banks are not well adapted to

this need.

Assuming that the farmers borrow in order to produce,
process and market the crops and cover intercrop maintenance, the
types of credit needed by farmers are as follo&s:

(i) Seasonal credit which is required year after year to tide
farmers over the period between sowing and harvesting.

(ii) Developmental credit needed for permanent improvements of land,
e.g. fencing, embankments or the levelling of land,

(iii) In addition, farmers borrow to pay for intercrop maintenance,
to pay medical expenses, school fees, and even ordinary day to
day purchases of consumer goods,

Another way of classifying what farmers borrow is to
distinguish between short, medium and long term loans.

Short term 1oans_of from twelve to eighteen months
are mostly seasonal in character, needed for growing a particular crop.
A farmer needs such a loan for raising or harvesting "Kharif" (summer)
and "Rabi" (winter) crops,

Short term loans are also needed to buy seeds and fertilisers or to

pay hired labour, Sometimes loans are even used for the ordinary

expenses of living or for house repairs, They are also needed for
socio~religious ceremonies or to pay land revenue and irrigation charges,

In some cases loans are needed for buying plough cattle where the
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farmer.is too poor to maintain cattle during the idle period,

| Medium term loans normally cover a period from 18
months to 5 years., These loans are required for meeting
developmental expenses such as the purchase of cattle, implements,
installation of tube~wells, land improvements, small irrigation
schemes, repair of wells etc. .Medium term loans in fact are spent
on fixed assets and help fixed capital formation,

Small farmers cannot normally borrow for such
purposes because they are not in a position either to pay the
interest or to repay the loans, The main recipients of such loans
are medium and large=sized farmers,

A long term loan is advanced for five years or more,
These are needed for the purchase or reclamation of land or for
making permanent improvements such as the construction of embankments,
irrigation channels or tube wells,

In East-Pakistan, the basic need of a small farmer
is essentially for short term loans., Sométimes he may ask for a
medium term loan to buy a plough or an implement, Longer term loans
are totally out of his reach, because he is not in a position to
initiate improvements like the conétruction of embankments and
irrigation channels for his small plot. Moreover it is worthwhile
for him to rely on short and medium term loans, making improvements

which are immediate., The small farmer generally cannot offer the kind
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of security needed for longer term loans.

We have seen that a good deal of borrowing takes
place to finance consumption rather than directly for productive
activities,

In 1956 more than two-thirds of the loans incurred

ShHp b U
by farm families in East Pakistan were made on household

¢9)

expenditures, It is generally argued that loans incurred for

other than productive purposes are wasteful, But one needs to
remember that in most underdeveloped countries agricultural operations
are family-based and accordingly credit used to finance consumption
may be indistinguishable from loans raised to pay for (hired) family
labour, Consequently it is often impossible to distinguish between

(2)

working expenses on the farm and living expenses for the family,

2, Private Credit.

In East Pakistan the cultivators borrow either from'
private or institutional sources,
Private loans are taken from the following sources -
(3

(i) Money lenders, Banias or Mahajans .

(ii) Well-to~do rural people,

WV

(1) Dacca University Rural Survey, op.cit., p.61,

(2) F.A.O0., Guide to the Methods and Procedures of Rural Credit
Surveys, Rome 1962, p,11,

(3) Banias or Mahajans are mostly village traders who are also
professional money lenders.
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(iii) Friends and relatives,
(iv) Shop=keepers,
(v) PFaria, Bepari or itinerant traders,

Let us look at each in turn,

(i) Money lenders may or may not be registered. In the past (before
partition) they ﬂad been the mpst important source of credit in the
whole of the sub~continent, This position,ahowever, has changed as a
result of partition.(l) These money lenders wused to enjoy a 16t of
power, prestige and influence over thé villagers, Mostly located in
the villages, they had the advantgge of having intimate knowledge about
the integrity of the borrower and his personal belongings. Often the
terms and conditions on which they granted loans to the cultivators
were "onerous" and "extortionate".(z) Very often before a debt had
finally been redeemed a borrower had paid many times the amount

(3)

originally borrowed. These money lenders enjoyed certain

circumstantial advantages over other sources for which the village >
. \
farmers were drawn to borrow from them.,

Money lenders were supposed to be registered under the

Bengal Money Lenders' Act 1939, but some unregistered money lenders

(1) Even after partition in India 69,7% of the total credit is supplied
by the money lenders - Report of the Committee of Directions Vols,I

and II, All India Rural Credit Survey., (Passim).

(2) Agricultural CGredit in Ecénomically Ungerdevglggeg cgggt;ies,
op.cit., pp.62 and 131,

(3)Agricultural Credit in Pakistan, op.cit., p.l17.
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were found in business,
In some villages travelling money lenders from

(1)

Afghanistan are still found 1gnding money at very high rates of
interest.(z) Lending at such high and extortionate rates of interest
usually implies urgency of need and indispensability of credit for
marketing.

The money lenders advanced credit against the
mortgage of land, on the pledge of ornaments and other movable
properties, Sometimes they 1en; without security; éhe Provincial
Banking Enquiry Committee reported that during the ‘thirties 80 per
cent of the lendings by the village Mahajans were secured and the
rest were unsecured.(?)

The high rate of interest charged by the money
lenders indicated their superior bargaining pewer. It is also
explained by the urgency of need for credit by farmers and the lack of
institutional credit, The money lenders themselves borrowed from the
banks and re=lent at higher rates to earn a living apd to cover

themselves against the risk of default, It is incorrect to condemn the

money lenders as mere exploiters, In fact they adapted to situations

(1) They are generally known as-Kabuliwalas,

(2) All these rates vary from 30 to 300 p.c. Report of Pakistan
Agricultural Enguiry Committee 1951-52, op.,cit., p.80,

(3) Dacca University Rural Survey, op.cit., p.85,.
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and local néeds. Their adaptability indeed explains their survival,
despite all the legislation to control them, They.were willing to
lend without asking too many questions and were aple to assure
borrowers of complete pfivacy. Consequently farmers liked borrowing
from them despite the high interest which they were asked to pay.
However, some of the money lenders engaged in

illegal practices, These included demanding interest on loans in
advance or asking for a 'present' for doing business; moriey lenders
were also known to take thumb impressions on blank paper and then
enter arbitrary amounts afterwards., Sometimes they demanded
conditional sale deeds as a safeguard against later evasion of
repayment by debtors.(l)

| This waS the most important source of rural credit
before the sééond world war, After Partition the non-muslim money
lenders mostly left and there was a sharp decline in lending from this
source, By 1956 the Dacca University survey showed that money lenders

(2)

were supplying only about 4 ﬁer cent of the total rural credit. The

rates of interest charged by them varied between 46 to 69 per cent per

(3)

annum,.

(ii) Well-to—=do rural people who are not officially'money lenders'

are the second source of néon-institutional éredit. This source is fast

(1) Agricultural Credit in Economically Underdeveloped Countries,
op.cit., p.62.

(2) The First Five Year Plan, op.cit., p.304, Dacca University Rural
Survey, op.cit., p.57. '

(3) As mentioned earlier in chapter two.
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becoming prominent and popular among the villagers. They are mostly
from the rent-receiving class like a 'Zotdar' or a 'Talukdar',(l)who
possessed much land in the past but then received ca;h compensatibn
after land reform, They have found in money lending a most lucrative
and fruitful alternative to owning land, |

Sometimes such lenders, instead of charging money
rates of interest, receive a share of the crop as a servicing charge
and in addition they force borrowers to sell the rest of their crop
to them below market prices. But generally they prefer .-to lend
ggainst the mortgage of land and against the payment of interest.(z)

The 1956 survey showed that this type of lender

.

supplied 22: per cent of the total rural credit‘d; in the surveyed areas.(s)
By 1966, according to the Co-operative survey, this proportion had

(4)

risen to 32 per cent.

(iii) Priends and Relatives are a third, and indeed most important,

source of credit. The loans from friends and relatives are mostly
unsecured but sometimes are given against the mortgage of land in the

guise of sale or lease discussed in detail in the previous chapter. A

(1) Those people who have excess of landed property.

(2) Dacca University Rural Survey, op.cit., p.60.

(3) Dacca University Rural Survey, op.cit., p.57 and The First Five
Year Plan, op.,cit., p.304. )

(4) The Co—operative Survey, op.cit.; p.49.
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guarantee or security of gold or other movable assets are also
accepted by friends and relativeé. Interest is usually charged
indirectly either by way of a share in the produce or by asking
farmers to make over part of their land.(l)
Credit from such sources is not offered from any

philanthropic or personal feelings for the borrowers' needs, '
Practically there is no difference between 'friends and relatives' or
the 'well-to~do' class in their preference for 'kot' and mortgage in
the guise of sale on the one hand and ‘khaikhalashi' or usufructuary
mortgage on the other.(z) But at the same time it is true that they
m;y lend without asking for any other security than may be expected
from the ‘well-to-do' rural ﬁeeple. Out of the total loans obtained

3)

from various sources,this source supplied about 53 per cent in 1956.

(iv) Shop=keepers also lend by selling to villagers on credit. The

rate of interest is added in the end to be paid in lump sums., This
system gives ample scope for 'hiarassing the illiterate villagers who

are not in the habit of keeping daily accounts. There is scope

(1) Agricultural Credit_in Pakistan, op.cit., p.2l.

(2) Dacea University Rural Survey, op.cit., p.85.

(3) The First Five Year Plan, op.cit, p.304,
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enough for entering inflated amounts in the books. This source
supplied on average about 11.2 per cent of total credit in the

(€9

surveyed areas in 1956,

(v) Finally, there are Faria, Bepari or itinerant traders, who are

marketing iﬁtermediaries and traders moving from one vi;}age to
another. They make a sizeable contribution in areas where juté or cash
crops are grown and in those places wheré markets for these crops are
better organised. Lendings from such sources are extended to the
farmers for jute, sugar cane and tobacco without any. monetary ratequ
interest. _Igstgad, farmers who have borrowed from them on the

security of their'cropé pay hidden interest by being obliged to sell

to them belqw the market price. In.some cases, a Faria or a Bepari

may run a shop. Loans are éenerally made before sowing and realised
after harvest. The cost of pérro&ing may be as high as 106 per cent

(2)

per annum. On average about 2,6 per cent of the total credit was

. . . (3)

supplied by this source in 1956.
In retrospect, of all the private sources of credit,

the status and position enjoyed by the money lenders before the second

world war was almost unchangeable. The legislative measures during

-

(1) Dacca University Rural Survey, -op.cit., Chapter VI, p.57.

(2) Ibid.

(3) 1bid, Chapter VI, p.57.
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the '£hirties gradually caused their steady decline., The effect of a
measure like the registration of money lenders had been to restrict
entry into the profession, Thus the shortage in the supply of credit..
and legislation for the regulation of the rate of interest led to the
rise of a class of unregistered money lenders. In fact, the actual
decline as a source is far less in importance than it is thought to be,
Money lending is still practised although the lenders refuse to allow
themselves to be identified as one of tpe class. Most of them go

&)

undetected because they are non-registered, The legal measures of
the 'thirties against money lenders gave rise to the familiar but
legally unrecognised practices such as 'kot kabala' or unwritten
mortgage.(z) As legal recognition was given only to usufructuary
mortgages, legislation against the widely prevglent system of unwritten,
verbal mortgages could not be‘made effective.(s) In some cases, to gét'
the possession of lands belonging to borrowers, the money lenders
purposively avoided receiving repayments of loans. Such intentional
avqidanée of repayments of dues from farmers is still prevalent,

A very recent development in outlook and interpretation

of the concept of interest rate by private lenders is of much

(1) This has been revealed by a supplementary investigation conducted
by the Survey team, Dacca University Rural Survey, op.cit., p.86.

(2) Ibid, p.92.

(3) 1Ibid, p.92.



significance. They have endeavoured to introduce a rational
interpretation of reiigious values (against accepting interest)
suitable to their need for money lending. It has been pointed out
earlier that usury or interest is prohibited by religion.. For
Jjustifying their practice of lending- money gnd:takiﬁg intergét_tpe
lenders prefer to call it 'profit® instead of ‘rate of intefést'.
Mohey lenders claim to ‘serve’ the. villagers, who in turn permit them
to make some profit on their investments after the exéiry of a year.(l)

It is often not really possible to make hard and
fast distinctions between various types of ienders. For inst;nce,
'friends and relatiyves' may also be 'weilﬁto-do'; ; dealer or a
marketing intermediary may also be a 'shop-keeper' or 'money-lender'
by brofegsion.

'Marketing intermediaries' are the people most
directly in touch with the growers, The 'traders' themselves borrow
from higher intermediaries or from 'friends .and relatives' to provide
loans to the cultivators,

In the absence of a proper structure for providing
credit from institutional agencies, the private lenders in the past
had been, and stillax?pre5qn¢aargr,-an important soﬁrcg of credit.

Their success is mainly due to the circumstantial or environmental

sooate iy,

(1) Khan, A.A., Rural Credit in Gazipur Village, Pakistan Academy for
Rural Development, 1968, p.33. ‘
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advantages they enjoy.. Although they charge high rates for such
loans, these are at present and will be some of the easiest sources of
credit for farmers. The imnstitutional sources have yet to achieve a
long series of successes before they are likely to be regarded as a
complete substitute for private money lending.

It is widely believed that mohey lenders have
exploited the farmers. Attempts to control and regulate money lending
at extortionate rates were not very successful however, Instead of a
policy of rigorous control and outright suppression of money lenders,
measures need to be taken to integrate money lending class with
institutional lendings.' Regulation of private credit ha; not been and
will not be successful unless it is accompanied by a major
reorganisation in institutgsnal credit in competition with private
credit, The borrowers must be given é choice of alternatives in the
initial stage of reorganisation, Ultimately they will be convinced
about the benefits of institutional credit and facilities of co-operation.
So, on the whole, instead of a policy of rigorous control of private
money lending, an attempt to absorb and integrate the .practices of
private lenders with institutional agencies would appear to be more in

line with the steps which should be taken to improve the situation.

\

3. Institutional Credit.

In the preceding section we have seen‘how private

agencies supply credit to the villagers. Let us now proceed to discuss
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various institutional séurces providing credit to the agricqlturists.
After partition, Pakistan inherited an almost
moribund and decaying'co—opgrative credit structure.(l) Apart from
that and the Government loans during natural calamitiés, the country
had virtually no institgtional ar;angements for the supply of_rurai
crgdit. Since 1952 various_statdtory agencies havembeeﬂ spoﬁsored or
established by the Government with a view to supplementing the
existing supply of credit in ag;iculture. These agencies have played
important roles 15 the overall credit structure of the economy. Let

us now try to elucidate and examine the progress and influence of

each of these agencies éeparately.

(i) State Credit:

The oldest of the institutionalized fofms of credit .
provided to the farmers, was from the Govéernment. Sinpe the eﬁd.pf
the last century,_the Government had been providing loans to the
farmers. This system of advance, known as itaccgvi' or 'takavi' was
regulated by the Land,Improvement Loan; Act of 1883 and the
Agriculturists' Loans Act of 1884. Both these Acts are still in force,
although relatively speaking, the former is much less in use in

East-Pakistan.,

(1) Co-operatives are discussed in Chapter Four.
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The Act of 1883 mainly sanctions the provision of
long=-term loans for the construction and repair of wells; for

1)

irrigation, drainage, reclamation and land enclosure. _The
Agriculturists' Loans Act 1884, authorises loans for improvements,
the relief of distress and the purchase of seeds or cattié. The
provincial revenue department is entrusted with the responsibility for.
making these loans, as well as for their recovery. 'Land_i; required as
security and recoveries_are_eff;dted;as arrears of 1aqd revenue. The
loans provided by the Act are mainly for short terms,. to be repaid
within one or two main harvests. The rate of interest which was 6%
per cent until l962 is now 7 per cent.(z)
At one time the Agricultural Department was
responsiblé for administeripg loans in normalltimes and the Revenue
Department was supposed to administer distress lpansL;p the event of
natural calamities. In 1963 it was decided to abélisﬁ the
distinction between distress and productive loans and the Agriculture
Departhent is now solely entrusted with con%rolling and administering
all Government loans under these two,Acts.(s)

More than 80 per cent of the total Government loans

are now given in the shape of fertilizers, seeds, seedlings, and

(1) Agricultural Credit in Pakistan, op.cit.,p.3l.

(2) Hasan Committee Report, op.cit., p.26.

(3) 1bid. p.30.
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agricultural implements, to ensure that they are used for the purposes
intended, Out of this, fertilizers constitute more than 50 per cent

(1)

of the total amount each year. The following table shows total
amount of Government loans from 1958-59 to 1965-66 along with the
percentage of overall recovery.

The percentage of overall recovery has been poor
and has never been 30 per cent of the total advancements, The recovery
of distress and relief loans has been still poorer and was 3,6 per cent
of the total outstandiné in 1964—65.(2) Such poor recover;es have been
partly due to the widespread notion among farmers that these funds are
the State's generous refunds of a part of the land taxes and are not

(3)

to be repaid as such, Moreover, the departments concerned have been

so overbur&ened with other responsibilities that'the.machinery for
recovery has not been effective.(4) There are .floods and droughts every
year in Eas£-Pakistaﬁ which impair the peasants' capacify for

repayment,

One complaint against Government loans is that, in

ordinary times they reach only the solvent section of the cultivators

(1) Hasan Committee Report, op.cit., p.26.

(2) Ibid, pp.28 and 32.

(3) Trade, Fimance and Development in Pakistan, op.cit., p.148.

(4) In some cases few years passed without any notice for recovery from
the Government when the recipients believed that the money was
given for relief, when all of a sudden warrant notices for non-

- repayment of dues were issued.
Rural Credit in Gazipur village, op.cit., p.36.
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(1)

who are in least need of then. Even so, to obtain a loan
involves cumbersome formalities, and there is always much delay
in disbursements so that the.mOney rarely reaches the borrowe?s
in time, besides being inadequate in amount. Added to theée,
official corruption and high handedness are not qncommon.(z)

It is therefore sometimes argued that the State
ought perhaps to confine iféelf to lending in pegiods of distress
and to.lgave lending at normal times to other agencies. The
State's role} so_it is argﬁed, ought to be to support other

(3)

institutional lenders rather than to compete with them, The
Government, instead, should try to strengthen the monetary base
of the existing agencies such as the co-operatives or- the
Agricultural Development B;nk of Pakistan (the A.D.B.P.). And
this has in fact been incréasiﬁgly‘dong in_recent years. The
Government instead of lending directly to farmers has emerged as
an indirect lender. The capital 6f the A.D.B.P. has been

contributed by the provincial and central Governments and the

co—operatives in East-Pakistan were allocated somé Rs 14 million

(1) H.M.S.0. Report of the Indian Famine Enquiry Commiséion, 1901,
p.10S. '

(2) The First Five Year Plan, op.cit., p.289.

(3) The Report of the Credit Enquiry Commission, op.cit., p.l7,
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(1)

by way of loans and advances in 1961i62. Yet it continues
also to lend directly; at present élthough sums advanced are
small in relation to total needs of the farm population, they
are.not small in relation to the total credit flow from
institutional sburces taken together. Such advances are still
on the incfease and in‘the absence of other well-established
institutions the Government loans continue to be an important

source of institutional credit.

(ii) Statutory Credit Agencies.

Let ug.now:examine the operation of three
stafutory agencies that were created by the Government in an
attempt to provide medium and long term capital.

Prior to the establishment in 1961 of the
.Agriculturai.Development_Bank-of Pakistan (or A.D,B.P.) there were
two separate organisations:~ the Agricu}f;fal Dexélopment Fin?nce
Corporation (or ADFC) and the Agricultufél Bank of.Pakistan (or ABP)._

The Agricultural Development Finance Corporation
or ADFC was set up in 1552 yith an authorised capital of Rs 50
million which was subscribed by the Central quernment, Its main
purpose was t0 be the promotion of agriculture. This institution

was found inadequate and as a result in 1957, the Agricultural

(1) Agricultural Credit in Pakistan, op.cit., P.35.
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Bank of Pakistan.or ABP was established with identical objectives
but wider scope and special responsibilities to functiqn as a
super—apex institution for the co-operative system.(l) It started
with an authorised capital of Rs 200 million,

The following table shows loans advanced by the

former ADFC and ABP in the years 1952 to 1961.

TABLE 3.2 : Loans made by the ADFC and ABP in East-Pakistan.

(Rs in million)

Year ADFC ABP
1952~53 -
1953-54 ' .19
1954-55 .42
© 1955-56 .68
1956-57 : 1,65
1957-58 3,72
1958-59 ' : 6.15 2.45
1959-60 ' 7.93 ' 11,14
1960-61 (Feb 1961) 10,42 : 11,48

Source : Hasan Committee Report, op.cit., p.37.

(1) Trade, Finance and Development in Pakistan, op.eit., p.149.
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During its eight yegrs of operation the dorporation
made a cﬁmulative-loss of Rs 1,36 millions eveh after the Central
Government had written off the interest on loans advanced by it.(l)
The ABP made a cumulative loss of Rs 1.56 millions in the three
and a half years of existence.(z)

The joint operation of the ADFC and ABP was not very
effective. The existence of these two agencies with no apparent
distinction of functions led to thecduplicatiénfand overlapping.of
staff and services, which ultimately led to their merger; The
merger was also felt to be necessary for initiating greater
efficiency in the servicing of loans,

The Agricultural Development Bank of Pakistan started
.its operation on the 18th of February 1961 with the merger of the
former ADFC and ABP as recommended by the Credit Enquiry Commission._
The Bank was set up with the purpose of affording credit facilities

3)

to farmers for agriculture and cottage industries. Loans were

(1) Agricultural Credit in Pakistan, op.cit., p.90.
(2) 1Ibid, p.92,

(3) Agricultural purposes include purposes like raising of crops,
horticulture, forestry, fisheries, animal husbandry, poultry
farming, dairy farming, bee-keeping and sericulture. The
Central Government and each of the provincial governments
‘contributed at the rate of Rs 95 million and Rs 5 million
respectively, ' '
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to be granted to individuals as well as to public or private
limited companies engaged in such activities.
The Bank has an authorised capital of Rs 200 million.

The paid up value of share-capital of Rs 105 million has been fully

"subscribed by the central and provincial governments,

In addition to its-share capital, the Bank is
authorised to accept fixed and savings deposits and float

debentures in order to increase its resources.. Up to the 3lst

December 1966, the borrowings from the State Bank of Pakistan

stood at Rs 255 millions. From 1961 to December 1967, the State
Bank of Pakistan has made available to the ADBP loans of a total

¢9)

sum of Rs 330 millions. The deposits of the Bank as in June

1967 stood at Rs 11.80 millioﬁs.(z) By the end of June 1967, the
Bank had a network of 53 offices in East—PakiStan.

The Bank grants short, medium and long-term loans.
Medium term loans are granted in the form of plough cattlé and tools
for cottage industries to be paid within a period of eighteen months

to five years., Long term loans are for periods of 5 years or over

made for major improvements. Short term loans are generally

(i) Uzair, M, 'The role of ADBP in Econemic Development of Pakistan',
" Pakistan Observer, .February 18th, 1968,

(2) ADBP, Annual Report 1967, p.3.
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advanced against the mortgage of movable and immovable property and
against the surety or guarantee of a scheduled bank, Loéns are
also issued by drawing, accepting, discounting and re-discounting
bills of exchange and other negotiable instruments. - Some ioans

are advanced against hypothecation of crops., Medium and longer
term 1oaps'are to be secured by mortgages of immovable property

but in suitable cases the Bank may accept pledges of GOVérnment
securities or of life insurance policies iﬁ lieu of such
mortgages..

The rates of interest charged are 7 per cent on
short and medium term loans, and 6 per cent on longer term loans.

Loans are distributed from branch and éay—offices
located at the district or sub-divisional headquarters. The
investigation officers collect applicationé from the villages
with the assistance of the chairman .of the local union council,
The applications, after proper scrutiny, are recommended to the
manager of their headquarters for sanction and payment.

The Government is anxious to encourage food
production and the Bank has therefofe decided to lend to larger
numbers of farmers by reducing the minimum amounts of loaﬁ
admissible from Rs 100 to Rs 50,

In the case of secﬁrity loans the applicant has to

furnish documents for clean title and up to date rent receipts.
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While the collgction, investigation and processing of the
applications are in progress the Bank has to seek the opinion
of the legal advisors about the title of the applicants.

In the case of surety loans, such formalities are
avoided, but the borrower has to find someone as his guarantor
and this person will expect to be paid and well paid - for
standing as surety. Moreover the chairman of his Union Counecil
has in turn to certify the probity of the guarantor. Usually
the borrower has to take his guarantor a long way to the Bank
office, The travel cost, in9idental charges, loss of working days
and the money given to the guarantor have been estimated to be
about Rs 17.5 per hundred.(l)

Loan applications are either directly received at the
Bank or collected by the investigation staff on tour, These
applications are kept pending till the Bank's investigation staff
visits the area and depends on the reports given by the investigation
staff,

The following table shows the consolidated position
of loans advanced by the ADFC, ABP and_ADBP since 1952-53 in

East-Pakistan.

(1) Shahjahan, M. 'Measurement of Effectiveness of Rural Credit’
Economic Observer, September 1966, Volume I No,4, p.8.
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TABLE 3.3. : Loans .advanced by ADFC, ABP and ADBP.

YEAR . AMOUNT (Rs in million)

1952-53 . | -

1953~54 0,19

1954~-55 ' 0.41"

195556 . 0.68

1956-57 1,65

1957-58 | 3.72

1958-59 8,60 -

1959-60 _ ) 19,08

1960-61 38,19

1961-62 : ' 37.38

1962-63 : 37.67

1963-64 _ _ 38,34

1964-65 36.48

1965-66 ' . 41,55

1966—-67 47.08 °

Total . 311,03

Source : 'Problems of Agricultural Credit in East;Pakistan'
an article by A.M,Salimullah and 'The Role of
ADBP in Economic Development of Pakistan', an

- article by Md.Uzair, '

We saw in Table 3.2, that the ADFC and ABP had only

advanced a total of 56.23 million rupees between 1952 and

February 1961, The operations of ADBP after that period can

therefore be seen to have added greatly to the total,
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During its six years of operation up to 1967, the
Bank has advanced Rs 248,5 million, that is on an average 41
million rupees a year. From Table 3.3 it can be seen that during
1966-67 an increase of 13,3 per cent over previous years
disbursemgnts has taken place. This increase has occurrgddespite

what is oftén regarded as an excessive delay.

TABLE. 3.4. : Number and Amount of Loans applied for

Sanctioned and Disbursed,

Period Number Amount (Rs in
' million)
Sanctioned Disbursea . Sanctioned Disburggg;
1966~67 . 69,155 61,171 75.95 47.08
Since . )
Commencement 723,812 672,826 377.29 311.03
Source:- ADBP, Annual Report, 1967, p.7. .

But Table 3,4 shows that thgse delays may have beeﬁ exaggerated
since it commenced operatioﬁs? the Bank sanctioned a sum of

Rs 377.29 millions and disbursed Rs 311.03 millions. During the
year 1966-67, a number of 69,155 loans were sanctioned out of which
6},171 gasés were actually entertained corresponding to a

disbursement of Rs 47 million out of a total of Rs 75.95 millions



sanctioned, but this differencé in one particular year is not

to be interpreted as excessive delay, but rather as a

reflection of the increasing number of loans being made,

loans between short, medium and long-term.

. TABLE 3.

5. Short, Mediun ahd Long-term Loans by ADBP.

77.

The following table shows the distributioen of

(Rs. in million:).

YEAR SHORT—-TERM MEDI UM—-TERM LONG~TERM TOTAL T
1961-62 31.11. 11.59 1.79 44 .49
(69.9) (26.1) (4.0) (100)
1962-63 23.56 13,56 1.16 38.20
(61.5) (35.4) (3.1) (100)
1963-64 23.64 15.94 0.75 40.33
(58.6) (39.5) - (1.9) (100)
1964-65 24,45 15.45 3.27 43.17
(56.6) (35.8) (7.6) -(100)
1965-66 25.19 19,19 2.59 46.97
(53.6) (40.9) (5.5). (100)
1966-67 24.73 44.04 7.19 75.95
(32.5) (58.0) (9.5) (100)°

- Source: ADBP Annual Reports 1961 to 1967, Bracketted figures are
" percentages. ' '

The table shows that most of the loans were short-term in the

earlier period but that there has been a definite shift towards

medium and long term loans since.
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The Bank has been making loans against
hypothecation of crops. In sﬁch loans no mo;tgage of property
is involved and sureties are not required, so that these loans
have been found simpler and more convenient by both lenders and
borrowers. In 1966-67 loans against hypothecatien of paddy,
sugarcane and tea crops amounted to Rs 12.4 millions.(l)

The fqilowing statement shows the loans disbursed

by the Bank according to the size of the holdings during the

year 1966-67,

TABLE 3.6. : Loans disbursed accordigg to size of holdings,

during 1966-67.,

(Amount in thousand rupees)
Size of holdings _ Number Percentage .'Amount Percentage
Landless 3,248 , 5.3 - 773 1.7
Up to 3 acres | 16,333 26,7 6,105 13.0
Over 3 acres to - -
12} acres. 30,561 50.0 17,910 . 38,0
Over 12} to 50 9,795 16.0 11,016 23.4
acres,
Over 50 to 100 746 1.2 1,145 2.4
acres,
Over 100 to 200 79 0.1 321 0.7
acres.,
Over 200 to 400 I -
acres. 2 neglipible 19 negligible
Over 400 acres. 407. 0.7 9,795 - 20.8

Source: ADBP, Annual Report, 1967, p.l13.

(1) ADBP, Annual Report, 1967, p,l6,
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The above tablé shows that half the loéns and just
under 40 per cent of the amount lent went to medium sized farmers
cultivating 3 to 12%lacres. The very small farmers only
obtained. 13 per cent of the amount lent though over a quarter of
the loans were made to them., Rather surprisingly one fifth of
the amount lent went to big landholders having over 400 acfes.

The recovery figures have been satisfactofy'all
along. In spite of all the natural calamities fhe clients have
been good borrowers and the Bank claims that no more than a

1)

quarter of repayments and interest were overdue in 1966-67,

How effective has ADBP credit been ?

Being a develépment bank it is restficted in its
activities, With the expansioq of activities its lending
commityhents rise year by year and this tgmﬁo cannot be maintained
unless new capital resources are made available to the Bank,

The Bank claims that it only takes 15 days to
sanction a loan, but in practice only 16 per cent of borréwers
received loans within one month and “i. “ there were cases where

branches had taken over a year to process épplications.

Formalities like the production of documents, testifying to title

(1) Salimullah, A.M., 'Problems of Agricultural Credit in Pakistan',
Agricultural Development Bank of Pakistan, (mimeographed) 1967,
5.9, » ,
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of land with recent rent receipts or production of mortgage deeds
by the co-sharers slow d0wn the expansion of the Bank's loaning

operations, These operations are cumbersome, time consuming and
expensive.(l)

According to its charter the Bank is supposed to
give preferences to the needs of small cultivators., This is far
from what it-has done in actual practice. As can be seen in
Table 3.6, 85 per cent of the total amount lent in 1966~67 went
to farmers having over three acres.

Thus the unavoidable conclusion must be that the
ADBP has reached mainly the affluent section of the farm cemmunity.
All borrowers whether borrowing on security of real property or
on personal surety have usually to spend a good part of the loan
before £he loan money is at their disposal.

The ADBP is supposed fo make sure that loans are
only used for productive purposes. But this has in practice been
found almost impossiple to enforce,

Although as we saw earlier, the Bank has been rather
successful in obtaining repayments and interest on time, some of its

debtors are much behind hand with their payments. Thus a recent

(1) Shahjahan, M. 'Measurement of Effectiveness of Rural Credit',
op.cit., pP.7.
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inspection carried out by the State Bank of some of the.ADBP
branches, revealed that about one third of the payments which
were overdue had in fact been overdue for more than six months,
and some for more than three years. Cases were found where land
kept as security could not be sold by auction because the

¢))

farmers refused to bid for it and some borrowers had emigrated
to India thus making recovery very unlikely.

The Bank has all along been very cautious in its
loan operations, because of the many risks involved in lending
to isolated farmers and because even now it is éhort of properly
trained staff for efficient supervision of loans. Given the
great risks faced by any lender in East-Pakistan it is little
wonder that .instead of being able to lower the rate of interest
which it had hoped to do, it has on the contrary had to increase
its long term rate from 6 to 7 per cent per annum,

The working of the Bank in its rural areas hés
evoked mixed reactions.(z) For the poorer section loans are
expensive and they cannot provide securities to the satisfaction

of the Bank's regulations., The richer section complains that

the procedures for loans are time consuming and cumbersome, The

(1) Trade, Finance and Development in Pakistan, op.cit., p.153.

(2) Hasan Committee Report, op.cit., p.l2.
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main beneficiaries have probably been the 'Farias' and
'Beparis' (traders and middlemen) who have used these loans for
sub—lending and are accordingly happy about the funcfioning of -
the Bank.(I)

In a vast region like East-~Pakistan, with only an
insignificant number of branches, located far from the farmers'
doors, the Bank's activities have not been very accessible to
those farmers for whom it Qas created, As a result it has not

yet been able to create any lasting impact on the credit

situation in rural areas,

4, Role of the State Bank of Pakistan in the field of
(2)

Agricultural Credit,

The role of the State Bank in the field of rural
credit, though indirect, has been a very significant one. 1Its
role is indirect as it does not participate in direct lending
operations to the cultivators. In providing funds to specialised
agencies, it plays an important role in financing agricultural
operations, In 1951, a small cell was established_in the Research

Department of the Bank and this formed.the basis of a full-fledged

(1) Hasan Committee Report, op.cit., p.1l2,

(2) The State Bank of Pakistan is the central bank of the country.
Herein after referred to as the State Bank.
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agricultural credit department in 1953. With'the enactment of the
State Bank Act of 1956 it became obligatory for the Bank to
maintain an expert staff to study the problems of rural credit.

The State Bank's provision of agriecultural credit is
principally via the co=operatives and the A.D;B.P.

The loans from the State Bank to the Co—eperatives
are channelled through the three tiers of the Co—operatives in the
following way :— The State Bank lends to the Provincial
Co—-operative Bank or the 'Apex Bank' (as it is commonly referred
to0). This in tu;n lends to the Central Co-operative Banks. These
then lend to the primary Co—operative societies which are the
agencies lending directly to the cultivator,

The pyovincial government has to stand as the
guarantor for repayment of loans,

The State Bank grants loans to the Apex Bank at a
concessional rate of 3 per cent per annum i.e. 2 per cent below

the present 'bank-rate'. The Apex Bank in turh advances to the

Central Co=operative banks and the societies at 4 per cent per annum,

These loans are granted to the primary societies by the Central
banks at 6 per cent while at the recipient level the rate becomes

9 per cent per annum, This shows that the operational costs at all
levels are ultimately borne by farmers who have to bear the entire

brunt of it,
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The following table shows short-term advancés made

by the State Bank for the country as a whole,

TABLE 3.7. : State Bank Loans, (Rupees in millions).
-Years Loans through Loans through Total
Co~operatives A.D.B.P,
1961-62 126.5 61,2 ' 187.7
; 1962-63 145.0 " 102.6 247.6
1963-64 154,4 136.4 290.8
1964-65 102,5 177.6 280,2
1965-66 171.9 222.0 393,.9
1966-67 201.3 298,5 _ 499,.8
Source: Communication from the State Bank,

The above table shows that the State Bank advances
to the Co-operatives and the A,D,B.P. have.steadil& increa;ed year
after year, Starting from Rs 187,7 million in 1961-62, the sum
advanced in 1966-67 has risen to Rs 499.8 million, This means a
rise of 166 per cent over the period. The table also explains that
up to 1963-64, the Co-operatives received greater allocations from
the State Bank, thereafter therelhas been a gradual rise-—in the

allocations for the A.D.B.P,
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In order to shoulder ever increasing responsibilities
for providing medium and long-term credit, and supported by a.
recommendation of the Credit Enquiry Commission, a separate fund
known as the 'Rural Credit Fund' was created in 1960 in the State
Bank.(l)

The main purpose of the fund was to enable medium
term advances to be made to the Co-operatives, and to make long-
term advances to agencies. It was also created to convert and
write off losses on short-term lending to the Co—operatives when
they were unable to repay in time,

| At presént, a sum of Rs 750 million has been
accumulated in the fund, though so far this has not been utilized,
pending the drawing up of some rules governing the use of this
fund.,

The Co-operatives enjoy some special privileges under
the 'Remittance Facilities Scheme', Thus the Provincial
Co-operative Bank is only required to maintain reserves of 1 per
cent of its time and 24 per cent of its demand liabilities whilst
other scheduled banks have to maintain reserve ratios of 2 per cent
and 5 per.cent respectively,

In 1961 a Rural and Co-operative Credit Advisory

Committee was set up under the chairmanship of the State Bank

Governor to co-ordinate the activities of rural credit agencies,

(1) The State Bank of Pakistan Act 1956, Clause 17A,
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Rural Credit Advisers were appointed by the State Bank
in both the provinces who will prepare and examine working plans for
the rapid and orderly expansion of the co-operati;es. They will also_
advise the Bank on other related problems.

In times of natural calamities a greater financial
assistance is required however, by the Co-operatives. To act as a
cover for such situations a proposal for the establishment of a
'Stabilization Fund' for the co-operatives was originally drawn up
in April 1965.(1) The creation of such a fund with contributions
from the Government and the State Bank is still under consideration.

The State Bank has agreed to contribute to the extent
of % per cent of the‘total amount of interést which it earns on its
lending to the co-operatives, But it has felt that the ultimate
responsibility for help in the case of natural calamities ought to
rest on the Government and that the State Bank ought therefore not
to be asked to contribute-more Fhan in a ma;ginal way. Howéver the

actual terms are not yet agreed upon and the 'stabilization fund'

has not yet been set up.

(1) The fund was proposed by the Registrar of Co-operative.
Societies, East Pakistan to be set up during the Third Five
Year Plan period with an initial corpus of Rs 54,5 millions
with the State Bank contribution of Rs 14,5 millions.

Thereafter the contribution of the State Bank and the Provincial
Government will have to be on a 50:50 basis. The original
scheme has later been revised and the size of the fund has been
proposed to be Rs 100,93 millions.
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CHAPTER FOUR

THE CO-OPERATIVE MOVEMENT AND

THE SUPPLY OF CREDIT.

We saw in the previous chapter how part of the
State Bank's provision of credit for farmeps is channelled via
the ‘Apex Bank' into thg co—~operatives. Thig chapter examines
the way in which the co—operatives_administer credit to
farmers,

_The co—-operative movement started under .
Government aegis in India and was basically a credit movement,
It started in 1904 following the recommendations_of Sir Fredrick
Nicholson for setting up co—operatives of the 'Raifféisen' type.
The Act of 1904 provided a legal framework for the registration
of primary societies with unlimited liability for ﬁembe;s. The
Act of 1912 included non=credit activities and introduced a
three tier system of co—~operative institutions;(l) (a) Primary

societies at the village as the base; (b) Central banks at the

(1) Henceforth 'primary societies or simply 'societies' would be
used to mean ‘primary co~operative societies', 'Central banks
to denote 'Central Co~operative banks and Provincial or the
Apex bank for the Provincial Co—~operative Bank Ltd.
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secondary tier, and (c) the Provincial bank as the Apex. In 1918
co~operation was made a provincial subject.

The movement expanded under the.impgtus of rising
agriculturallprices and land values during and after the first
world war but soon suffered from a chain 6f set-backs such as
(a) the depression of fhe thirties, (b) debt legislation during
the late thirties, and (c) the partition of the subcontinent,

The depression resulted in the failure of a large
number of primary societies due to the falling prices of
agricultural crops.

The application of the Bengal Debtors' Act and the
constitution of Debt Settlement Boards posed serious threats to
the movement since these legislations compulsorily reduced the
loan recoveries of the societies,

The partition of the sub~continent affected the
movement at all levels because it created a vacuum. in the management
and administration due to the mass exodus of the non-muslim
community. The entire base_was shaken to its roots as the
Provincial Bank had its headquarters in éalcutta and the province
was left without an Apex, Many central banks became insolvent
because recoveries across the border were not possible. After
Partition the membership of the primary societies fell off sharply

and by the mid-fifties only 150 societies remained active, whilst
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the rest were in a miserable state. Since primary societies
did not enjoy the legal privilege of limited liability, anyone
who was solvent steered clear of them, In 1959 it was deécided
to reorganise the societies and to amalgamate 24,000 villaée
based societies into 4,000 societies each covering a union
instead of merely a village. Moreover these new union societies
were to embrace all purposes, including marketing and the provision
of credit, instead of being single-purpose as had been the case
with the village—-based primary societies. This step led to some
recovery of membership (see Table 4.,1) and indeed by 1960 total
membership exceeded that at the time of Partition,

TABLE 4,1 Membership of primary societies.

Year Membership
1948-49 : 777,000
1955-56 ' 615,000
1959-60 783,000

Source: Agricultural Credit in
Pakistan, op.cit., p.46.

(1) Report of the Credit Enquiry Commission, op.cit., p.26.
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After Partition there was a steady deterioration
in the financial position of the societies due to large number of
liquidations, but this was later arrested. In 1959-60 the average
working capital for each society was Rs 9,552 or Rs .50 per member.(l)
Throughout the 1950's the societies were badly affécted by the
fact that more than three quarters of the amount. due for repayment
to them was overdue., Some of .this debt had been taken over from
defunct societies. Although the Government brought their rate of
interest down from 12% to 9% and despite all the other adverse
factors, the primary societies succeeded in turning a loss. of some
7 lakhs rupees just after the War into a profit of over Rs 3 lakh
in 1955/6.. |

The Co-operative movement started under_Government
aegis and was basically a credit movement., Although functioning
for more than half a century, the performance has not been
satisfactory. The movement expanded rapidly during the first world
war and decidedly showed vitality during the late twenties, The
movement then suffered from serious set-~backs consequent to the
depression of the early thirties. By 1940 the movement was virtually
at a standstill and by 1945 the movement was ‘almost a corpse'.(z)

Added to these the partition of the sub-continent posed a serious

threat to the movement,

(1) %m@icﬁi{ﬁi3130redit in Pakistan, op.cit., p.48.

(2) Tepper, E., op.cit., p.28.,
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At the lowest tier as we have seen the old
village societies were eventually transformed into multi-purpose
union based societies to avoiq the risk of instability. It was
thought that the larger base of operation would make the societies
viable by providing adequate funds to employ paid managers. But
this step did not bring the desired result as power went to a
handful of influential members who monopolised the loans.

The reasons for the failure of the co-+operative
movement are not hard to find, The McLagan Committee pointed out
that it had not grown as a spontaneous movement from below and
attributed its failure to that fact. The Credit Enquiry Commissigon
on the other hand, attributed the movement's failure to a lack of
consistent government support, It observed that co—-operatives

(1)

in fact were ‘'underfinanced but over administered’, In other
words, it agreed that the movement was too much imposed from above
but attributed its failure more to lack of Government finaneial
support than to its lack of sponteneity.

The movement cléarly suffered from lack of
leadership at the village 1eve1lwhere abuse of power was'commqn.

Lack of general education and of instruction in co-pperative

principles also contributed to failure, Frequently co-operative

(1) Report of the Credit Enquiry Commission, op.cit., p,28.
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loans were not effectively utilized due to the absence of any
machinery of supervision, The untimely distribution of loans to
the cultivators when the sowing is already underway, led to the
diversibn of funds to unproductive uses,

The creation of union based societies was done to
make them more viable but even the union has-proved_to be too
small. As will be shown in chapter five, a thana is probably
a more suitable unit to organising the supply of credit under the
present administrative arrangement,

Many take the view that despite past inadequacies
the movement should not now be abandonea. The Gadgil Committee
in 1945 remarked that co—-operation Qas the best and most lasting
solution for the_probleﬁ of agricultural ;redit in particular and
the rural economy in general.(l)

Co-operation despite its past performance seems to
have a prospect in a country like Pakistan because it seeks to
combine collective effort with individual freedom of .choice thereby
promoting the common Well—Seing through a process of voluntary
collaboration, We shall show in the next chapter that, given a

different approach, co—operatives can function much more

satisfactorily than past experience would lead one to suppose,

(1) Hough, E,M., The Co-operative Movement in India, Oxford
University Press, Fifth Edition 1966, p.370.
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In a vast region like East-Pakistan no official
organisatioﬁ can ever hdpe.to fully administer an area covering
more than 60,000 villages and including about 8 million farm
families, By the co—opergtive method alone consumers and producers
can pool their resourceé and make joint endeavours for using
improved farm techniques which an individual farmer may not be
able to do,

The spirit of joint venture is innate because
of .the institution of extended families and the tradition of living
in communities, The spirit of co-operation is thus manifested
through attitudes towards life and social vélues preserved for
generations, and so it is said that co—-operation is ‘well-suited'
to the genius of the people.(l) The different approach

exemplified in the Comilla s&stem to be described in the next

chapter may give the co-operative movement a new lease of life.

(1) Hough, E.M., op.cit., p.368,
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CHAPTER FIVE.

SUPERVISED CREDIT AND THE COMILLA

APPROACH.

One of the basic inadequacies_ofithe,institutional
credit agencies discussed so far has been that they are not
equipped with the machinery of providing supervised credit. In
a subsistence oriented economy providing credit to the farmers
covers half of the problem, but ensuring effective use of credit
is the other half. Iﬁ such economies there is always a distinct
danger of diversion of credit to unproductive purposes at the
farmerd’:s level., This in the past has contributed to the stagnatioen
of agricultural production.

It has long been recognised that for a breakthrough
of the 'vicious circle' in agriculture effective utilization of
credit ia needed, and this means that credit must be supervised.
Generally 'supervised credit' has come to-mean a system which aims
at improving production as well as the living conditiongfof.the
users of credit at the village level. 1t aims to link up credit
with extension services. Extension introduces farmers to new

ideas but supervised credit encourages them to try them out; it
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gives an extra 'thrust' to the extension prdgramme.(l) Supervision
of credit is generally more effective through a village ex;ension
worker than an agent from outside, He can make the farmer alter
his cropping pattern or change the input combinations so as to
maximise output. Some extension programmes supervise mainly the
farming plan of the borrowers; the more thorough=going pfogrammes
ngcessarily include controlled supplies of inputs in order to ensure
that the utilization of the loan accords with the production plan._
An experiment along these lines has been tried in

Comilla and it is this which we shall now examine in greater detail,

l. THE COMILLA SYSTEM :

The Comilla Co—operative project was started in
1959~60 on an exﬁerimental basis by the Pakistan Aqademy for Rﬁral
Development, situated at Comilla. The main aim of the project was
to promote the modernisation of agriculture through village primary
societies,

The village was made the basic opgrational unit and all loans,
were channelleq through village based primary societies, To support

these primary units a thana central association known as 'Kotwali Thana

(1) For an excellent study about extension through stages from simple
awareness to final adoption of a particular technology one may
refer to 'Supervised Credit system in Gomilla' by Blake Smith,
unpublished research work, PARD, Comilla.,
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Central Co—operative Association' (or KTCCA) was organised,

This project was started as a part of the
comprehensive programme of rural development where the academy
has acted as a laboratory for research on various socio-economic
énoblems.

In this system the thana (administrative unit) is
used as the unit where the results of such experiments are tried
out, The main objective of_thé project has been to bring together

(1) (2)

the local administrations and the nation building departments
(though not directly related with management and business

transactions of the co-operatives) in order to contribute to the

economic development of the area.

Structure:
The Comil;a Co-operative System constitutes a

two-tier structure; the village co-operative societies at the base

federated and covered at the thana level.(s)

Under the present system a village is the base of

operation. It has been recognised that a village is a self contained

(1) Thana and Union Councils,

(2) Thana Agriculture Office, Thana Irrigation Office, Thana
' Fisheries Office etc;

(3) In 1965 a separate federation known as Agricultural Co-operative
Federation or AGF has been created in between. The KTCCA .still
continues, to be a confederating unit rendering support for
services and supplies to the primary societies.
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unit where the villagers usually have more intimate knowledge of
each other and have mutual confidence, Moreover, they have common
problems and similar interests. As a result a village is a poré
suitable unit to forming a cohesive group for purposes. of
development, But being a small area, it does not possess adequate
resources in terms of men and materials so as to run a. society as

a self~supporting agency. This_faét_reflegts that there is a great
need for a strong central unit for the purpose of covering and
providing necessary support. The KTCCA is acting as the centrgl

agency for supervising and providing guidance and finance to the

primary societies., It also renders training services to selected

members of the societies. Thesé,village representatives are'trained
by officers of the Thana Development Departments as well as by some

foreign agricultural experts. In the past the village based

_societies under .the traditional co-operatives failed because of the

lack of supporting agencies, and were left as isolated entities.

Thus under the new system the KTCCA has been able to meet the need

of a central agency for the village based co-operatives.(l)
Through a marketing programie the KTCCA seeks to

ensure a fair price for the agricultural produce .and to supply

consumer goods at reasonable prices. The mechanization programme

(1) The structure of the village based co-operatives is to be
discussed~ later.
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runs a maintenance and repair shop, trains the mechanics and stores
agricultural machinery. The extension section of the central
association provides technical.advice and guidance to the members
of village societies. The irrigation section is in charge of the
sinking of deep tubewells ahd,providing power pumps for 1lift
irrigation, Trgining facilities are provided for managerial staff

and for other skilled workers,

The village primary societies:

In order to form a society a.. group of farmers has
to agree to hold weekly meetings with compulsory attendance of all
the members and to-select.one or two persons to receive training
once a week at the academy and who then become the managers,

(1

organisers. and. teachers for the group. In addition one farmer
is given training and is expected to disseminate what he has learnt
to his fellow villagers., Each member is egpected to save regularly
and to make a weekly savings deposit in cash or kind thus enhancing
the group's credit wortliness. The assurance of. complete safety
for these deposits helps to explain.the succeés in raising a large

(2)

sum of Rs 800,000 in five years, but the major part of the

explanation is probably that without these savings. there would:. be no

(1) PARD, A New Rural Co-operative System for Comilla Thana,
- Sixth Annual Report, 1966, p.1Z2. ’

(2) Haq, M.N., Comilla Co-operative Experiment, PARD, November 1966,
p.6.
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loans from the Central Association,

These loans are grahted to members through the
primary society on the basis 6f members' savings at a rate of
interest of 15% which.includes 5% service charge. A member must
submit a production plan carefully prepared and fhbroughly disqussed
in the weekly meetingsbefore he can obtain a. loan. No. cash is
aliowed direct to members by the Central Association., Aftér the
Central Associ;tion is satisfied with the feasibility of the
production plan, a loan is sanctioned and credited to the account of
the society. The individual borroweps draw on.that account
according to the allocations made in the production plan. Every
withdrawal must be supported by a resolution of the members,

The credit worthiness under this system is not
judged on the basis of conventional tangible assets, but is judged
by the tests of producfiyity, deposits, and the record of repayment
of loans in'the_past.

Marketing facilities are.provided_by the central
association along with storage of the produce. The members can
secure advances .from the.Ceptral Association at a rate of 60 p.c. of
the value of produce stored.(l) .The Central association arranges

for transport and sale of crops to the marketing centres. Current

(1) »': Comilla Go—operative Experiment, op.cit., p.8.
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market informations are obtained by a committee organised to
acquire knowledge of markét prices. The members meanwhile (from
the advance loan) are able to pay the‘land revenue and meet

other expenses. Such an operation brings at least a margin of Rs
3 to 4 per maund to the growers which;otherwiqe wguld have gone to

¢

middlemen.

The Central Association:

This institution acts as a servicing agency and
an educational centre for agricultur;l extension, where village
representatives and model farmers receive training in the
techniques of management and planning. Originally it also acted
as the bankers, but these banking functions, and responsibility
for the 'supervised qrediﬁ' scheme have been delegated to one of
the scheduled banks since 1962.(2)
| The Central Association NOow acté,as the connecting
link between ruralhcredif and commercial banking in Comilla Thana,
Each society now-deposité its savings with the bank, wﬁich in ‘turn

sends receipts to the Central Association and the society concerned,

(1) Ibid, p.9.

(2) .The United Bank Ltd, has opened a branch at the 'Abhoy Aspram'
the office of the Central Association, as the banker of
KTCea., '
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The transactions.are entered in thg pass—books and are furnished
to the society. The society in its fﬁfn issues pass books to its
members and maintains a savings ledger. Thus the Central
Association is operating now mo;e as a guarantor and a real
supervising agent for the effective utilizatioﬁ of credit- than as
a banker, |

-In 1965 a separate federation was created to look
after the agricultural societies. Upder this new development the
KTCCA has assumed the position of a larger central organisation, a

(1)

co~ordination and a confederation of the two federating units,.

Progress of Societies in five years:

The growth of the primary agricultural societies,
although falling short of targets, has all the same been remarkable
from 1961 to 1966, The target of total socities was set up at
240 with a meﬁbership of 12,000 i.e. on aVe¥age 50 members per
society. This target (as can be seen from the table below) has not
been fulfilled but the short~fall is not.to be yiewed with concern,
as the'inherenf strength and eff;ctiveness of a society is thought

to be more impoftant than mere members. Moreover practical

(1) A separate federation known as Special Co=operative Societies
Federation or SCSF was created in 1964 to cover non-
agricultural societies,
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experiencelhas shown that in some small villages the existence
of a society may not be necessary., Thus the existing
agricultural societies have found é way dut of the dilemma
between small and weak village societies andllarge union
based societies lacking psychological coﬁesion.

The following table (5.2), may exblain tﬁe financial
position of the agricultural socie?ies and also the volume of
business made b& them during 1961-66.

The overall financial position signifies
substantial improvement over 1961-~62. The position with regard .
to loans and repayments shows that on 30th June 1566,_the_tota1
amount overdue from societies was Rs 244,062, This was
approximately 9.46 p.c. of the total loans contracted up to 30th
June 1966.(1)

In conclusion Table 5.3. expressed the groqth of
savings and deposits per society and per member, The table
shows that thg societies h;ve gradually increased in
numbers and strength, The members have formed their own.assets

in the form of creation of savings deposits.

(1) Sixth Annual Report, op.cit., p.69.
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The deposits per member are on the increase each
year, which shows signs of economic well-being of the people,

The continued training at the Central Associatiqn
has created a basic gnderstanding of co-operative principles..
Thus the Comilla system has successfully developéd a well-

integrated supervised credit with extension services,

2. An Appraisal of the Comilla System of Co-operatives:

The great merit of the Comilla Co-operative System
is that it combines extension services with supervised credit,

The failure of the earlier co-operatives led to
the view that co-operation must grow from below and should not be
organised and imposed from above, Solthe type evolved by thé
Comilla system is one in which a society is org;nised by
members who agree to abide by certain commen rules and principles.
The management of such societies is left to them because they
themfelves decide who is to be manager, organiser and,
representative farmer,

To have the Central Association at the ;hana 1eve1‘
has the dual advantage of being located within five miles of the
village and at.the same time being in a position to‘avail itself

of the services offered by the Provincial Government Departments.
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This facilitates their advisory functions vis=a-vis thé

primary societies and at the same time ensures.that the training
they.provide is kept up to date by close contact with the
experts at the.Provincial Government, Proximity to the village
has the furthér advantage that training can be provided on a
non-residential basis,

One of the significant achievements of the KTCCA
is that it has been successful in bringing a commercial bank
into the field of rural cfedit. The Central Association now
stan&s as a guarantor against loans to the societies by the bank,
It helps the bank in administering the loans to the members of
societies,

The joint operation of these two agencies has at
least two effects; first the regular savings of members have
created a source of funds for self—financiné; and secondly, the
existence of these savings has increased the credit worthiness
of the borrowers.

Thus the Comilla system of Co-operatives has
succeeded in developing a regular banking procedure from the mere
rudiments of thrift deposits.

In the Comilla system a pattern has been evolved

which combines ‘economic viability' with structural
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cohesivenéss. The primary village-based sqcieties in the
traditional type had been economically weak and vulnerable,
while the large union-based multi-village societies lacked
'social and psychological cohesion'. Thus by establishing a
system which has a combination of the two systems, a solution
has been found for both problems,

For the primary societies, their workihg has
become viable and fhey have achieved efficiencyt The members of
a village society known to each other, living in contiguous
areas, can keep vigilance amonés? themselves, These factors
have made the village co-;peratives into self=~sustaining units,
The members now use modern machinery, use improved iﬁputs and
sa;e money for capital formation. In the weekly meetings the
savings are collected and the names and amount are read out.
This has two psychological effects:- it makes the non=savers
feel guilty while group approval encourages the savers to save
more, .

A significant characteristic in the system is that
while the private ownérship of land is fully retained and normal

social conditions continue, farm machinery, fertilizers and

irrigation are jointly used by the members.

(1) Khan, A.A., Comilla Co-operative Pilot Project, PARD,
1961-65, p.3. ’
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The principle of weekly méetings with compulsory
attendance is immensely helpful in promoting discipline and
disseminating improved farm techniques. In a matter of two to
three years, the project has created among many villagers new
attitudes to saving, and has led to.a better understahding of what
constitutes proper uses of borrowed money.

The fundamental reason for these achievements lies in
the complimentarity between village based societies and the
central association.

\

The average per capita savings in the Comilla system

(L)

has been Rs 115 while in the traditional system per member working
capital has been Rs 50 (in 1959-60).(2) This shows that the Comilla
system has attained-a commendable achievement in respect of savings
and member participation which the traditional co—~operative system
has failed to do even in a life of more than fifty years,

The record of repayments has been excellent. The amount
of overdues in the first four years has been almost nil.(3) In quite
recent years overdues have once more appeared owing to a relaxation
of the vigilance exercised by the Central Association over the primary
societies. - Even so overdues still only accounted for 9.46% of total

(4)

loans outstanding,

(1) See Table 5.3. page 105.

(2) Agricultural Credit in Pakistan, op.cit., p.48.

(3) PARD, The Fifth Annual Report, op.cit., p.37.

(4) PARD, The Sixth Annual Report, op.cit., p.69,
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The proportion of fami;ies covered by the Comilla
co-operatives is about 30 p.c. ;'it is expected to reach 60 p.c.
very soon, The annual rate of savings and deposits is expected
to exceed Rs 800,000 in the near future.(l)
One of the significan£ achievements of the Comilla
co-opératives is in the linking of credit with marketing, Through
the facilities of cold storage ané processing, the members can now
enjoy credit facilities both for the procurement of inputs and
distribution of outputs. Where the Comilla system has oéerated
the yield per acre‘of Aman and Aus crop has increased by 40 to 50
p.c.(z) It is reported that the farmers have been able to
produce 3,000 tons of additional rice, additional winter crops
and vegetables valued at Rs 2 million, besides providing 4 million
additional man-days of employment &uring the dry season
annualiy.(3)
It is a remarkable achievement. How much of the

success is to be attributed to inspiration provided by the

presence of a dynamic personality like Akhtar Hameed Khan, is

(1) Khan, A.H., Inaugural Speech at the Comilla District
Integrated Rural Development Programme, June27th, 1965,

(2) PARD, Fifth Annual Report, op.cit., p.l2.

(3) KTCCA, in a reply to a questionnaire in 1968,



111

difficult to assume. The success of the experiment largely
has depended on the high standard of integrity and sincere
participation and inperést‘of the_pfficers concerned. The
encouraging results of success in three thanas in

three other districts(l) having similar projects have proved
it to be so,

The success of the type has proved that it is
the ideal type of co-operative structure with its integrated
effort for amglioration of poverty and making agriculture
self-sustained., It is now for the authorities to appreciate
such spectacular results and start implementation of_such
co~gperatives in the entire province. The course for the new
areas to start with such co=operatives will be easier because
the necessary experiments and research have already Beeﬂ
undertaken in the Comilla project. Enough care shouid be taken
to maintain the standard of performance already achieved in

Comilla,

(1) The project areas have been selected at Gouripur in
Mymensingh, -Gaibandha in Rangpur and Natore in Rajahahi,
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CHAPTER SIX.

PROBLEM OF ESTIMATING THE CREDIT REQUIREMENTS

OF AGRICULTURE IN FAST-PAKISTAN.

The process of estimating credit requirements of
agriculture within a subsistence and individualistic framework
is beset with difficulties. Estimates ought to bé based on
dgtailed surveys of agricultural activities. One needs information
about farm incomes in relation to the size of holdings and the.
volume of oﬁtstanding loans per family, But due to widespread
illiteracy, the response to sample surveys has often been
disappointing. Even when co—~operation has been shown by the sample
population, the answers to the questionnaires have often been very
inaccurate, in view of the fact that subsistence farmers ;arely
maintain any written records. Besides, the quality of interviewers
has often left much to be desired. As a result, the findings of
the surveys'so far carried out have been very unreliable,
especially as regards the extent of indebte&hess in East Pakistan,

There is no poiﬂt in using refined statistical
techniques for the anglysis o; primary data unless these data are

reasonably reliable.
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Conceptually,*there are two ways of estimating
credit reqﬁirements. ‘First, one can take it to mean the volume of
credit needed ;or additional production, This implies that the
requirement can be measured in terms of the computed value of
inputs for a particular tafgqt of production. Such an estimate
assumes that credit will be used only for the purpose for which it
has been obtained, viz. to increase output. It therefore
distinguishes 'credit' from 'charity' and 'production credit' from
'consumption or maintenance credit', But such creait does not,
of course, cover all the working expenses of the farm population
because working expenses cannot be separated frém living expenses.
Moreover, a considerable part of maintenance expenses is indirectly
helpful for farm productivity, and as such Qannot be regarded as
wholly unpreductive., That part of.credit whiép is spent by a farmer
for thatching his homestead, or for health or sanitation, keeps him’
fit to offer his services for cultivation, In other words, such
expenses as a whole are helpful for the sustenance of the labour
force, Nor would such an estimate make.any allowance for the need
for credit if there has been some naturall calaﬁity ~ something
that unfortunately happens all too regularly.

Besides, the agricultural operations by nature have
a time lag between sowing and harvesting when a farmer requires

financial assistance for subsistence.
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As 69 per cent of the total rural borrowings are.
made for family expenses, this consideration cannot be
disregarded outright. It is arguable that institutional lenders
should confine themselves to meeting the more specific needs, but
an estimate of total credit requirements should not omit the many
purposes for which credit is at present used.,

A second but even more difficult way to estimate
credit requirements is to calculate the requirement on the basis
of the cost of various crops, This would involve a calculation of
the cost of thé input-mix of various crops to be modified latér
by adding maintenance credit to the estimate, Such a method is
very difficult to undertake because the cost of production of the
same crop varies from area to area depending on soil fertility and

arrangements of irrigation.

1., Some approaches to the problems

A number of attempts have been made in East
Pakistan to estimate credit.requirementg, though none of them could
be described as comprehensive,

The earliest of these was that made by the Credit
Enquiry Commission, which found that the total crédit requirement

in 1959 for Pakistan as a whole was in the region of Rs 3,000



115

(1)

million., This estimate was based on the assumption that there
is a certain ratio of credit to output flow, though the report did
not indicate precisely how it arrived at its estimate,

1(2) estimated that the.total

The 'Action Plan
short and medium term institutional credit required by the farmers
would be Rs 510 millions per annum, This estimate was based on
the followiqg assumptions:- first, that half the farmers would have
to be provided with short—term credit, leaving the other half to
be supplied by outside sources; secondly, that tﬁe number of
families needing credit would be approximately 4.15 million in
1960; and thirdly that Rs 100 was the minimum amount needed by an
average farmer (holding between 2.8 to 3 acres). The 'Actiop Plan'
may well have underestimated credit requirements, partly by
assuming that only half the farmers had to be provided for; small
farmers have the greatest need for credit and one knows that three
quarters of all farmers in East Pakisfan cultivate less than five
acres,

It has also been estimated that farm families

in East Pakistan annually contract loans of about Rs 903.6 millions,

(1) The Report of the Credit Enguiry Commission, op.cit., pP.7.

(2) This plan was prepared by the State Bank of Pakistan in 1962,
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-and, in addition, disinvest their assets to the extent of another
Rs 524,4 millions. On thisrébkoning;the annual credit
utilization by the farm community would come to Rs 1,428 millioé%{

The most recent estiméte of credit requ;rements
is that of the Agrieultural Policy Committee. This estimate was
prepared as a part of the programme for the attainment of
self-sufficiency in.food.productiqn by 1970, (See Table 6.1),

It anticipates that to attain_this objective the amount of
credit réquired will need to rise from some Rs 220 million in
1967/68 to some Rs 365 million in 1969/70.

Presumably the estimate measures the requirement
of productive credit only, It is computed on the basis'ofl
lutilization of certain inputs for target food piroduction made
available to some of the farmers on-credit. The Committee has also
discussed the question of availability of credit from
institutional sources and yearly shortfalls arising therefrom as

shown below, (Table 6.2.)

(1) Hasan Committee Report, Op.Cit., P.47..




TABLE 6,1 : Requirement of éredit for various inputs

in Agricultureé.
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" (Rs in millions).

Items 1967/8 1968/9 1969/70

(a) Water @ Rs 30 per'
acre for 50% of 7.81 11,93 18,30
the area.

(b) Fertilizer @ Rs 270
per ton for 50% of 35.91 65.35 87.75
the targets,

(c) Improved seeds (irri 1,14 3.09 3,24
and local) @ Rs 10 (114,000 (309,000-| (324,000
per acre. mds). mds )., mds.)

(d) Labour @ Rs 25 per

: acre for 25% of the 125.00 137.50 162,50
cultivated area.

(e) Cattle and
indigenous 33.00 34.00 35.00
implements @ Rs 50 (6.6 lakh (6.8 lakh (7.0 lakh
for 10% holdings. “holdings) holdings) holdings)

(£) Machineries, i.e.
.power tillers, _ .
fractional pumps, 15.00 30.00 55,00
private tube-wells,
etc. ' -
(g) Loans to co-operatives 3.00 3.00 4.00
220.86 284,87 365.79

TOTAL

Source: Programme for Attainment of Self—Sufficiency in Food

Production in East Pakistan by 1969/70, Government of East~—

Pakistan, Agriculture Department, October 1967, p.25.
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TABLE 6.2 : Annual requirement and availability of
institutional credit and shortfall,
(Rs in millions)
.1967/68 1968/69 1969/70 Total _
Requirement - 220.86 284 .87 365,79 - 871,52
Availability 172,50 190.50 200. 50 ' 563,50
Shortfall 48.36 94,37 165.29 308.02

Source: Programme for the attainment of self-sufficieney in food
production in East-Pakistan by 1969-70, op.cit., pp.25
and 26,

The table above shows that over the period. of three - ;
years they anticipate a deficiency of some Rs 300 millions. This
figure is obtained on the basis of the estimate of credit requirement
for food crops only. If we include non-food crops'like Jjute, tea,
sugarcane, etc., the amouqt of deficiency will be still greater.

Added to this is the fact that the committee did not take into account
the regional or seasonal variation in factor cost in agricultural
production and if an allowance is made for this the figure provided

by them would appear to be an under—estimate of the requirement,



2, Towards an estimate of credit requirement of the Province:

A sugggsted method

We shall now attempt.an estimate of credit

requirement ourselves, taking account of the main purposes for

which money is borrowed by farmers,

The requirement can be put in the form:

CR = Fd x AL ; where CR = total credit requifement.

Fd =

total number of farm families having

_ outstanding -loans,

average annual requirement of loans

per family.

This estimate is made

under the following assumptions:

(1) an annual rise of 3% in the number of farm families,

(ii) 54% of the farm families will need to borrow.

(iii) the size of loan required per family reguiﬁing loans

is Rs 309.

On this basis the total credit requirements for the years from

1966 to 1970 work out

as follows:-

119
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TABLE 6.3 Total number of farm familiesirfamilies
R requiring,loans and total credit requirements
of the Province.
1 2 3 4
Years Number of farm Number of families Total credit
families _requiring loans ‘requirement or
"(in millions) (in millions) CR
(54% of Col.2) (Col, 3 x Rs
309) (Rs in
millions)
1965/66 7.76 4,19 1,294
1966/67 7.99 4,32 1,333
1967/68 8,23 4,44 1,373
1968/69 8.48 4,58 1, 415
-1969/76 8,73 4,72 1, 457

This estimate includes credit needed for family

maintenance between harvests, and expenses relating to natural

calamities,

Let us now compare these totals of credit

requirements with the amount of institutional credit likely to

become available.
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* TABLE 6.4 : Comparison of Availability of Institutional

Credit wifh.our Estimaté of Requirements.,

(Rs in millions)

Name of Agency . 1967/68 1968/69 1969/70
A,D,B.P, ' 100 100 100
Co-operatives : 50 : 70 . 80
Taccavi 20 20 . 20
Total availability 170 190 ’ 200
Total requirement 1,373 . 1,415 1,457
Shortfall -1,203 ~1,225 { =-1,257

*Computed from Table 12 from The Programme For Attainment of Self-
"Sufficiency in Food Production in East Pakistan by 1969/70, op.cit.,
P.26 and Table 6.3,

Compared with the shortfall estimated ,by the
Committee our own presents a very bleak pictuye indeed. On their
assumptions of avai;ability we must conclude that institutional
credit over the peried will meet only l3% of total requirements.
But even thaé may be optiﬁistic in that it relies on their forecasts
of institutional credit which may turn out to have been too_sanguine.

Table 6.5, shows how little institutional credit
has risen in the 1960's and it is not clear why a marked deviation

from this trend is to be expected.
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TABLE 6.5. :  .Total inflow of institutional credit.

(Rs in milliens)

Yeér Co-operatives .A.D.B.P. Taccavi , Total
1960/61 42,00 38,19 : 13;54'. 94.03
1961/62 42,55 40.54 21.45 104,54
1962/63 |  30.32 37.67 | 20.00 96.99
1963/64 | 36.24 38.34 38.23 112.81
1964/65 25.32 " 36.48 - 29,95 91,75
1965/66 11.64 41,55 17,79 70.98
1 1966/67 ‘21,47 70.00 18.00 108.47

Source; (Economic Survey of East Pakistan 1966-67, op.cit., p.l5.

The latest figures i;dicated that for 1967/68 the
agencies hight be able to advance about Rs 150 mi;lion.(l) This
would leave a shortfall at Rs 70 millions on the Committee's
estimates of requirements compared with their énticipated shortfall
of Rs 50 millions, On eur estimates of requiremehﬁs the shortfall

will of course be very much greater,

(1) State Bank of Pakistan, Agriculture Credit Department,
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This implies that in the absence of adequate
institutional credit, the rest of the requirement, i.e. about
87% of thé total, would have to be met from non-institutional
private sources.

There would seem to be, even on conservative
estimates, a great need to increase the supply of institutional

credit.,
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CONCLUSION,

In most under-developed countries a major problem
is how to break out 6£'the vicious circle of poverty of the masses,
and low capital formation in agriéulfure. - Because it is |
overwhelmingly the largest sector of the_economy, agriculture can
either accéleratg or arrest the development of the economy as a
whole,

Agriculture in East Pakistan has remained depressed,
traditional and subsistence=~oriented, resulting in low productivity
and low per capita ipcomes.

One among many reasons for this state of affairs is
the shortage of credit. Money savings within agricuiture have
remained meagre because large sections of farming continqe to be
non-monetised, Similarly, the inflow of capital from outside the .
sector has been found to be negligible,

But, as has been stressed, for a transformation of'
traditional agriculture,credit is needed by farmers to enable_them
to embark on improved farm practices. Credit alone will not be
enough for ité lack is by no means the only thing hblding back

development, but without it Little progress is possible, Moreover,
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to be useful it needs to be cheap. What is required is an adequate
supply of cheap credit as part of a drive to turn subsistence
cultivators into modern farmers who will eventually know how to
conduct their affairs in a business~like manner, having learnt that
loans can only be repaid if they have been productively invested.

In this study an attempt has been made to identify the
problems related to rural credit in East Pakistan and to derive
some lessons for future policy.

Experience seems to indicate that the Comilla system
is superior to the traditional co~o§eratives and has indeed been
well recognised as an "example of success’. qu to transform
the traditional co-operatives and introduce the Comilla type all
over the province is at present under government consideration,
It will not be possible to do so very quickly because it would
involve fairly considerable expenditure on the training of people to
undertake the functions of management, supervision and extension,
The success of the Comilla system, however, alsé owed much to the
enthusiasm and devoted leadership of Dr. Akhtar Hameed Khan and the
extension of this system will therefore also be dependent on finding
others who share his qualities, Consequently it would be rash to
expect a very rapid spread of the Comilla system, but there is little
doubt that where it dees take hold it will improve the economic
condition of the small farmers and make them less dependent on

outside help in future,
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