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ADMINISTRATION OF RURAL CREDIT
FOR AGRICULTURAL DEVELOPMENT
I DPAKISTAN

By

KHWAJA A, AZAD



CHAPTER I

INTRODUCTION

Although much has been written and considerable re-
search has been made in fields like economic growth and ag-
ricultural development in relation to the underdeveloped
countries of the world, very little thoughtis given and lit-
tle has been done on subjects like rural credit, marketing,
etc., which are vital to the development of agriculture and
thereby to the economic growth and well-being of the people
in underdeveloped countries and countries with an agrarian
economy like that of Pakistan.

"Credit," as defined by Prof. Galbraith, "is the
transfer of assets or wealth, or the right to acquire asset
or wealth, from a man who has to a man who hasn't. And this
is done against a promise to repay the value of what was

borrowed with interest, the rate being fixed beforehand."1
There are various forms of credit and various purposes for

which it is contracted. It involves various processes and
formalities for the different types.

This thesis will attempt to evaluate the various
aspects of the working of public and semi-public institu-

tions concerned with the administration of rural credit,

1 John Kenneth Galbraith, "The Role of Credit

in Agricultural Development," The Proceed-

ings of the International Conference on -
rgeﬁIfuraI and Cooperafive Ureﬁi%, Iggus% 4

T 2, erkley: University of
California Press, 1952), p. 29.
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and special attention will be ziven to the structure and
the method of their operation.

Before getting into a detailed discussion about
the topie, it is quite desirable to give a brief picture of
the country about which the thesis is concerned.

Pakistan is a newborn state, coming into existence
only in 1947 with the division of the sub-continent of
India into two independent countries. But it is an o0ld land
where traces of prehistoric hill villages dating from 20,000
to 5,000 B.C. can be seen in the vieinity of the Indus sys-
tem and in the Baluchistan Hills. The Indus valley contains
monuments of an ancient and well developed eivilization
that flourished at least as early as 2,500 B.C.2

Pakistan is unique in its physical division into
two far-flung units, separated at its closest points by
over 1,000 miles of Indian territory. West Pakistan stretch-
es from latitudes 24° to 37°N and longitudes 62° to 75°E.
Fast Pakistan lies between the parallels 88° angd 92°30'®
and the latitudes 20°45' and 26°30'NW. West Pakistan consists
of the western part of the provinece of the Punjab, in the
undivided India, the North-West Frontier Province and Sind,
the centrally administered part of Baluchistan, the federal
capital area of Islamabad, and tribal areas of the Frontier,
the princely states of Bhawalpur, Khairpur, the Baluchistan

States Union and the states in Frontier regions. But now

 S.M. Ikram and T.B.P. Spear (ed.), The
Cultural Heritage of Pakistan (0xfoTd:
xTord University Press, ¥y De Ps
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the whole area of West Pakistan has been brought under a
single administrative unit. Bast Pakistan consists of the
eastern part of the province of Bengal, in the undivided
India, plus the Sylhet district of Assam. Bast Pakistan
borders chiefly with India, on three sides, although there
is a 174 miles long border with Burma, in addition to 445
miles along the Bay of Bengal. West Pakistan borders Iran,
Afchanistan, Kashmir and India, with a large frontage on
the Arabian Sea.

The basic unit of administration in both wings of
the country was the Distriet, headed by the Collector or
Deputy Commissioner who has both revenue and magisterial
functions. But in the Punjab and East Pakistan the dis-
tricts were grouped into divisions under commissioners
with certain supervisory and appelate powers. In the in-
tegrated province of West Pakistan the Divisional Commi-
ssioners have been given wide-ranging judieial and exec-
utive functions. Within the Districts there were adminis-
trative sub-areas known as 'sub-divisions' in East Pakis-
tan, 'talukas' in Sind, and 'tehsils' in other places of
West Pakistan. In East Pakistan because the sub=divisions
are heavily populated, these had to be further divided
into Thanas (Police regions). At the lowest level is the
village with the 'patwari' or the 'ganungo' as the offi-
cial functionary of the revenue collecting authorities.
The villages had self governing bodies known as 'pancha-~
yats' presided over by village headman. Several villages
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might be grouped into distriets or Union Boards in the rur-
al areas and municipalities in the urban comrunities. With

the introduction of Basic Democracies in the country, it is
the village which is the lowest rung in the tier, the vil-

lage councils have taken the place of the panchayats.

Pakistan, if viewed from an economic point of view,
is essentially an agricultural country. It is a land of
contrasts, with a tropical climate in the eastern wing and
an irrigated land, with a big desert in the western wing.
Pakistan is a country with a population of about 95 mill-
ion and with very scarce resources. East Pakistan with a
population of more than 50 million, is essentially a rice
eating area as compared with wheat and other cereals as the
main foods in West Pakistan.

"At the time of partition," says the First Five-
Year Plan, "Pakistan was an underdeveloped area even rel-
ative to some other Asian countries. The system of produc-
tion, transportation, trade and consumption yielded a very
low standard of living -- most of the people living at, or
barely above, the level of subsistence with little opportu-
nity for education, or economic advancement. Agricultural
methods were for the most part primitive and average yields
were among the lowest in the world. Industry was nearly
nonexistent and financial institutions to provide credit
and to collect the savings and channel them into produc-
tive investment were rudimentary."3

e

3 Government. of Pakistan, National Planning
Board, The First Five-Year Plan, 1955-60
(Karachi: Government of Pakistan Press,
1958), p. Te.
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NEED FOR AGRICULTURAL CREDIT

Pakistan today has over five crore acres (one crores
ten million) of land under cultivation (execlusive of current
fallow). According to provisional 1959-60 national income
estimates at constant prices, agriculture contributed Rs.
11,600 million out of a total of Rs. 21,897 million (one
rupee=21 U.S. cents) and the contribution of the related ac-
tivities such as cottage industry in the rural areas would
increase the figure to Rs. 12,447 million. The minimum ratio
of credit to output flow in agriculture was estimated to be
25 per cent so that the rural credit requirement, on this
criterion would be in the range of Rs. 3,000 million. On the
basis of an estimated population growth to 86.8 million in
1959 and assuming the distribution of the labour be the same
as in 1951, the number of employed in the land would be over
20 million at the present time of which 12.3 million would
be working on roughly 20 million acres in East Pakistan and
T7.75 million on roughly 30 million acres in West Pakistan,
thus giving an averace of 1.6 acres of sowed area per land
worker in the eastern wing and 3.8 acres in the western
wing of the country. The number of workers include landless
labourers who constituted approximately 10 per cent of the
rural labour force in 1951. For reasons that are at least
partly connected with the inadequacy of credit, the number
of landless labourers must have increased from 1.65 million
since the last census not only through the national growth

in numbers but also by the continuous disinvestment of assets.
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Bxcluding such labourers the average land area per culti-
vator would be somewhat higher.4
The vast majority of agriculturists carry on a
subsistence agriculture and their poverty grows as popula-
tion adds to the pressure on the land while the productivity
of the land itself is either stationery or diminishing ow-
ing to waterlogging, salinity, soil erosion, the ingress
of saline water, removal of the forest cover leadinz to
floods and finally continuous shrinkage of the unit of cul-
tivation as each succeeding generation operates with small-
er and more fragmented holdings of land. Apart from other
problems arising from population growth, its effect on the
size of the holdings and consequently on credit-worthiness
of farmers tend to be most harmful. As holdings become
smaller, the average cultivator finds it increasingly dif-
ficult to maintain the family out of the produce raised on
his land i.e., his holding becomes increasingly uneconom-
ic. He is forced to increase his income by undertaking sub-
sidiary activities. The provision of credit to such a cul-
tivator becomes a highly risky proposition because he is
unable to get a surplus from the land itself and the only
source of repayment is the uncertain livelihood derived
from the casual source of employment. At the same time his

need for credit increases because the only means of improv-

4 The above statistics are quoted from:
Government of Pakistan, Credit Enquiry
Commission Report, 1959 TKarachi: Go-
Vernment of Pakistan Press, 1960), p. T.
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ing his lot is through the adoption of more intensive meth-
ods of cultivation, requiring application of capital. Not
having the ability to save, he is also resourceless against
the frequent famines and pestilence, the vagaries of a
capricious river, insect damage and drought. Illness or
death of livestock, a frequent occurrence, often spells
disaster. The supply of credit to such below subsistence
land holders demands a preceding effort at total rehabilita-
tion beyond the normal responsibilities of a credit agency.
"Agriculture credit," says the Credit BEnquiring Commission
Report, "must take precedence over other types of credit

in Pakistan. The magnitude of the problem in terms of the
many millions who live in the rural areas or the contribu-
tion of the agricultural sector to nationsl income is vast;
in terms of potential or need it is vaster still. The mag-
nitude is only matched by the high degree of complexity

that has baffled generations of administrators and publie
w5

men.

MAJOR PROBLEMS IN THE CREDIT FIELD

1. Inadequate Credit for Primary Producers: The

principal problem in the credit field is the absence of an
effective credit system designed for the direct benefit of
the primary producers. As a consequence, a disproportionate

share of the surplus arising from primary agricultural

? Government of Pakistan, Credit Enquiry
Commission Report, 1959, p. 7.




8w

production is appropriated by the middle man who commands
credit and charges a heavy price for affording it to the
producers. In the absence of organized facilities to
provide him credit when required at reasonable rates, the
cultivator is often forced to sell his crop in advance of
the harvest at low prices. If he manages to avoid advance
sale, he is in any case forced to sell immediately after
harvest because the non-availability of marketing credit
weakens his holding power. Similarly cottage industry
workers eke out a miserable existence not entirely because
of their low productivity but because they have to share a
large part of their output with the middle man who supplies
the raw materials on credit at high prices and compels them
to sell their finished products to him at low prices. The
traders' command over credit and its non-availability to

the vast majority of primary producers enables him to appro-
priate a share of the community's surplus out of proportion
to the value of functions provided by him. "The inadequacy
of credit to small producers," reports the Credit Commission
"is a serious problem not only in agriculture but in all
sectors of the economy and represents a glaring deficiency
in the institutional structure of credit.n®

2. Concentration of Credit: The second important

problem is that within the groups who obtain credit from
organized institutional sources, there is a tendency for

credit to gravitate towards the more substantial elements

6

Ibid., De 5.
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in the community because they can offer adequate security.
In the rural areas, the existing credit agencies have been
able to lend only to those few who could offer adequate
security of land leaving the below subsistence level small
farmers at the mercy of the village middle man.

3. Stagnation of Cooperative Credit: The third ma-
jor problem in the field is that the cooperative movement

at the primary level has in many places become more or less
stagnant while the higher agencies, viz., the central and
provincial banks have neglected their responsibilities to
the small farmers, To a large extent, the resources of the
cooperative banks have been exploited by men of influence
for personal and commercial purposes in complete disregard
of the cooperative ideal and objectives. Politically mo-
tivated intervention has subverted the movement and led to
the use of the cooperative funds as the instruments of
political patronage. This has resulted not only in under-
mining the movement by denying credit to the primary
producers but also jeopardized the interest and good faith
of the general public who had deposited their savings with
cooperative institutions.

4. Lack of Unified Control: The fourth major problem

is that institutional credit is not properly coordinated
owing to the existence of more than one poliey making and
regulating agency. The result had been to subject institu-
tions performing almost identical funetions to different

standards of control., The exelusion on constitutional and
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legal grounds of the cooperative banks and some other credit
institutions from the control of the central bank is perhaps
the most anomalous feature of the whole credit structure.

The problems referred to above can only be overcome
in the field of rural credit and thereby contribute towards
agricultural development if organizations are build up for
providing suitable credit facilities. The magnitude of the
problems need a coordinated effort and efficient planning
to reorganize and establish new means to provide credit to
the primary producers.

But agricultural credit is a more difficult and
hazardous proposition than industrial or commercial lending.
In the conditions of Pakistan it is extraordinarily complex.
The smallness of holdings of agriculturists, absence of
modern methods of cultivation, lack of education on the
part of the farmer, the propensity to misapply loans due to
the marginal nature of existence and poor communications in
some parts of the country, all create considerable obstacles.
In tackling the problem of rural credit these factors have
to be taken into account. "The organization," states the
State Bank's report, "that provides credit has to be firstly
as close to the borrower as possible so that credit is
distributed with the minimum of inconvenience to him and
under proper supervision. It should be prepered and be ca-
pable of waiting for the return of the money, should it be-
come necessary to do so due to circumstances beyond the

control of the borrower. The credit agency should be able
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to function at reasonably low costs so that credit is not
burdensome for the debtor and the rate of interest should
be reasonably low."7

The security acceptable against loans has to suit
rural conditions and the lending agency must be able to
cater to all the requirements of the agriculturist and
finally to perform all these the organization must be
efficient and have a unified control and good supervision
under the State Bank of Pakistan or any other suitable
government machinery.

In developed countries, the normal requirements of
agriculturists are often looked after by the private bank-
ing system and government comes into the picture, in a
marginal way, to meet the needs of special areas and sec-
tions.

The Indo-Pak private banking system is of compara-
tively recent origin, and it is almost entirely urban
based. Because of the complexities referred to in the
previous paragraphs the hanks have not ventured into agri-
cultural lending. The burden of devising measures for
meeting the credit needs of the rural sector has, therefore,
all along fallen on the government and the efforts of
government are to be directed at developingz special types
of institutional agencies capable of meeting the require-
ments of agriculture as they develop from time to time.

T State Bank of Pakistan, Azrioultural Credit

in Pakistan (Karachi: sTate Bank o
ggr%g?ltural Credit Department, Deeember 19625




s1d=

BASIC APPROACH AND THE OBJECTIVE OF THE STULY

The approach of the study in the chapters to follow
will be to present, in general terms, a deseription of
rural credit as a means of financing agricultural deve-
lopment and some of the difficulties involved in under-
developed areas, a general description of the administrative
machinery for agricultural development and a deseription
of the organization for agricultural eredit on a govern-
ment basis and the cooperatives.

The objective of the study will be:-

1. To survey the various sources engaged in admin-
istering credit to the farmers, particularly the
cooperatives and the public institutions and
discuss their administrative setup. To find out
ways and means whereby credit must percolate to
the primary producers in order to perform its
catalytic function of inereasing production and
agricultural yield.

2. Towards organizing and extending rural credit
in such a way that the existing pool of
liquid resources are redistributed properly
through the coordinated and unified efforts
of the various established institutions and other
sources under a single public authority.

3. To discuss and suggest various measures, the

adoption of which might ease the problem both



-13-

administrative and economic in the rural
credit field in Pakistan.

After presenting an overall picture of the problems
involved and the objective of the study, the second chapter
will deal with agriculture and its significance in the
economic development of the country. The next chapter will
be concerned with the administrative machinery that is in-
volved in the development of agriculture.

The fourth chapter will deal with the basic
question of rural credit as a means of finaneing agricul-
ture in Pakistan, and the fifth and the sixth chapters
will deal with the organization of agricultural eredit in
Pakistan with special reference to the role played by
government, various public agencies and the cooperatives.

The study will be conecluded in the seventh
chapter with a brief conclusion and some suggestions

by the writer himself.



CHAPTER II

AGRICULTURE AND ECUNOMIC GROWTH IN PAKISTAN

There seems to be but three ways for a nation
to acquire wealth. The first is by war, as the
Romans did, in plundering their conguered neigh-
bours, This is robbery. The second by commerce,
which is by cheating. The third by agriculture, the
only honest way, wherein man receives a real in-
crease of the seed thrown into the ground, in a
kind of continued miracle, wrought by the hands of
God in his favour as a reward for his innocent
life and his virtuous industry.?

Benjamin Franklin, 1796.

The role played by agriculture has often been under-
estimated not only in Pakistan but throughout the world and
this tendency to underrate the essential functions performed
by the farmers, fishermen and forest workers has sometimes
led to niggardly treatment of the world's largest primary
industry.

The purpose of this chapter will be to demonstrate
the importance of agriculture in the economy of Pakistan
and to prepare the way for the discussion of rural credit
and its need in the country. A vivid picture of the role of
agriculture in the world economy will be presented along
with its role as played in Pakistan with due regard to the
recommendations made by the Food and Agriculture Commi-

ssion in Pakistan.

L Benjamin Franklin, as quoted by Jacob
Oser, Must Men Starve: The Malthusian
Controversy. (Iondon: A.W. Bain & CO.,
1956), v« 135.

.
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What is Agriculture? Everybody may know what ag-

riculture is, but the word is used for such a varied range
of activities that it is diffieult to find a definition to
cover what is generally meant by it in different parts of
the world, Perhaps the definition coined by the French
Rural Economy society in December 1949 will serve. It
says:

Agriculture is work, the purpose of which is to
harness the forces of nature in order to produce
plants and livestock to meet human needs v.v...
Now a days, through the application of various
sciences, agriculture has all the characteritics
of an industry. The essence of farming is that
it is systematic cultivation, or atleast implies
deliberate preparation.?

World Agriculture: The various types and forms of

agriculture such as intensive and extensive, subsistence
and vast mechanized commercial farming etc., "all add up to
the world's largest primary industry."3 The basic part
played by agriculture employing more than half of the
world's population, has often been undervalued; its prob-
lems which, concern us all, have not always caught the
imagination of modern man in the same ways as have

those of sciences and technology, commerce and finance,
Perhaps agriculture is too easily taken for granted,
simply because it is as o0ld as civilization. The demand
for change, evolution and adaption is no less imperative

in agriculture than any other basic industry.

2 Food and Agriculture Organization, ri-
culture in the World Economy (Rome: Food
and Agriculture Organization of the United
Nations, November, 1955), D. 4

3 Ibid., p. 5.
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"Philosophers and moralists," says Barter, "still
question the value of output from factories which the In-
dustrial Revolution started humming. No one has ever que s~
tioned the necessity of agricultural production. The basiec
needs for food, clothes and shelter have existed as long
as man. Their satisfaction depends on the adaptability and
efficiency of the variety of activities which constitute
agriculture."4

The recent rapid increase in the rate of population
growth has stimulated many prophecies of doom. The current
rate of population increase -- more than one per cent ann-
ually -~ with its cumulative effects represents a serious
challenge to world food and agrieulture. An estimate defined
the immediate, minimum necessity of increase in the world
agricultural production as "a well-balanced inerease of one
to two per cent per annum in world production of basic food
and other essential agricultural products in excess of the
rate of population growth." "This means, " says the same
source that for every five plates of food that agriculturé
provides today, an additional sixth plate will have to be
provided by 1975 when according to population estimates the
world population will reach the 3,000 million figure."?

4 p.G.H. Barter, "Fundamental Factors Affect-
ing Stage and States of Agricultural Devel-
opment," Paper presented to the World Popula-
tion Conference, organized by the United Na-

ons, neld at Food and Agriculture Organiza-
tion headquarters, (September, 1954), p. 27.

2 K.P.N. Rao, and C.J. Amaral, "Population and
Food Requirements," Ibid., p. 15.
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This population aspect of the expanding world econ-
omy shows the need for more capital investment in agriculture
as well as industry to provide work for the additional mi-
llions, more production of raw materials to keep the new or
expanding industries running and more international trade
and, above all, more food for the increasing mouths. In the
proliferation of man lies agriculture's greatest challenge.

Agriculture adds to the real income and purchasing
power of the people of the world. Although agriculture
contributes quite handsomely and a major portion to the
national economies, a FAQO report says that almost no where
do the farmers receive a share of the national income propor-
tionate to their numbers; that is the average farmer gen-
erally earns less than his fellow citizens, .eceeeeee. and
receives the lowest proportionate share of the national
income in less developed countries where farm populations
are predominant. 6

Agriculture not only supplies the manufacturing
plants with raw materials and satisfies the basic needs of
factory workers and town people; it is also an important
outlet for industrial products, and in nine selected Euro-
pean countries, for example, the propecrtion of gross farm
receipts used for industrial expenditures ranges from 20
per cent in Ireland to 54 per cent in the Netherlands. In

New Zealand the cost of materials and services from the

® Food and Agriculture Organization, ég-
riculture in the World. Economy, De.
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manufacturing sector alone has risen from 10 per cent of
the value of gross output in 1946-47 to 15 per cent in
1952-~53. The world is now using nearly 20 million tons of
plant food annually in the form of commerecial fertilizer.
In 1951, 73 per cent of the world's tractors were used in
North America (66 per cent in the Tnited States alone),
19 per cent in Europe and only 8 per cent in the rest of
the world.7

The growing volume of the gross farm income requir-
ed to meet the cost of modern mechanized agriculture gives
the farmers an even greater stake in the steady expansion
of industrial economies at prosperous levels and with the
increase in their income and the subsequent rise in their
standard of living they would become even more important
customers for the products of industry and thereby contrib-

ute  heavily towards the expansion of the whole economy.

ROLE OF AGRICULTURE IN THE ECONOMY OF PAKISTAN

The part played by agriculture in the economic
growth of Pakistan is much more significant than that shown
in the world economy. About 87 per cent of the total popula-
tion lives in rural areas and the livelihood of 85 per cent
depends on agriculture. With the exclusion of the foreign
markets for the industrial produects, the bulk of the demand
has to be generated by this sector if industrial development

7 Food and Agriculture Organization, Year-
book of Food and Agricultural Statisfics,
1953, (Rome: Food and Agriculture Organiza-

Tion of the United Nations, 1953), p. 26.




<10

is to make any significant stride and this can only be done
through the expansion and rapid development of the agricultu-
ral sector, increasing the income of the farmers and thereby
their standard of living. Writing about agrieculture, the
Second Five-Year Plan mentions that "of great importance is
the dominant role of agriculture as a source of national
income, employment and raw material for export and domestic

8

use,"

Contribution to National Income: The national in-

come estimates of the country 1959/60, indicate that the ag-
rienltural sector contributes 12,447 million rupees out of
a total of Rs. 21,897 million bringing the contribution

to 57 percent of the total. Though agrieculture contrib-
utes such a large bulk towards the national income, the in-
crease in agricultural income during the last five years
was only 1.3 per cent annually as against 3 per cent in the
non-agricultural sector.

On the basis of the five years average in the last
ten years, the per capita income has risen from Rs. 230 to
Rse. 246. The low increase in the per capita income is
mainly accounted for.by the rapid growth in population. In
the absence of detailed information on the size of the
farming population, it has been calculated that 75 per cent
of the eivilian labour force constituted agricultural
labour in 1951. If the proportion remains the same, the

8

Government of Pakistan, Planning Commission,
The Second Five-Year Plan, 1960=6 (Kara-
chi: Government of Pakistan Press, 1960) p. 14.
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present population engaged in agrienlture will be more than
67 million out of a total population of 93.8 millions. The
average income per capita of the total farming population

is Rs. 191 as against Rs. 443 for the non-farming popula-
tion meaning that a man working outside agricul ture earns
about two and a half times as much as an agriculturist. If
the country is to develop, the condition of the agriculturists
is to be changed and their standard raised so as to have a
balanced growth.

Capital Formation: The relation of agzricultural

production to capital formation merits special attention

ag capital formation is essential to economic development.
Higher agricultural production depends on a large increase
in capital investment. The sources of such capital are pri-
marily domestie savings and public revenue including custom
duties, taxation, deficit financing and foreign aid.

Per capital income bheing so low and earnings so
small in the agricultural sector, capital for development
cannot come from within the agzricultural sector alone.
Risks of return being high, diseouraging any private invest-
ment, government has. to take the main burden of capital
investment in this sector.

_Foreign Exchange : The field in which agriculture

contributes heavily to the economic development of the

country is the production of commodities that provide the
nation with the bulk of the much needed foreign exchange

earnings. Export of agricultural raw materials constitute,



2=

on a five years average, TO per cent of total exports. If
manufacturers of cotton and jute are added, export of agri-
cultural origin will constitute 80 per cent of the total.
From the figures it is evident that great emphasis should
be placed upon the production and expansion of exportable
agricultural commodities in any programme of agricultural
development, It will ease the heavy demand of the foreign
exchange for nation building works and will also provide
the farmers with ready cash.

But the expansion of food production cannot be
underestimated to the facts that almost 465 million rupees
are spent annually for the import of food grains. With an
annual population increase at the rate of 1.6 per cent and
1.8 per cent by 1965, the population will be increasing by
1.5 million each year, representing an alarming addition
to the already existing heavy pressure on the food produc-
ing potential of the nation.? Pakistan, at this stage of
development, when it has to pay for the machinery and
other developmental tools for the industrial sector, can-
not afford to pay for the impnort of food to meet the de-
ficit.

The food probtlem and the importance of agriculture
were clearly recognized by the economists, planners, admin-

istrators and technicians alike in the formulation of the

9 The above statisties in this chapter are
quoted from: Government of Pakistan,

Report of the Food and Agriculture Commi-
gssion [

Karachi: Government of Pakistan
Press, 1960), pp. 15, 26-29,
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country's First Five-Year Plan; the Second Five-Year Plan
calls for even more ambitious programme on the assumption
that "until agricultural productivity is vastly increased,

n10 In the

the general economic growth will be stunted.
second plan agriculture has received a direct allocation
of Rs. 3,420 million (19.1 per cent of the total), besides
Rs. 4,390 million (19.1 per cent) for water and power de-
velopment. The ultimate objective of the Second Five-Year
Plan (1960-65) is:

i) Self-sufficiency in basic food production, main-
taining, as a minimum, the present levels of
food-grain consumption for the rapidly growing
population,

ii) Raising of dietary standards throuch increased
supply of fish, fruits, vegetables, sugar and
livestock production.

iii) Expanding the output of jute, cotton, tea and
forest products to the maximum possible extent.

iv) Working towards an export position across the
full production front, not excepting food-
grains.11

The survey report of the State Bank's Agricultural

Credit Department on Agricultural Credit in Pakistan, gives

the following figures to show the targets for increase in

production fixed for some of the main crops to be achieved

L Government of Pakistan, The Second Five-

Year Plan, 1960-65, pe 127.
Ibid., p. 127.

11
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by 1964-65 and the increase achieved by 19623

Items Target by Increase achieved
1964-65 until 1961-62

Food-grains 21% 20.3%

Jute 22% 16.2%

Cotton 38% 10.4%

Sugarcane 35% 2042%

Tobacco 144 12.6%

The report further adds that the increase achieved so far,
specially in the case of food-grains, has been partly due

12 But the increase in

to favourable weather conditions.
population demands much more, that can only be achieved
through the reorganization of the whole agricultural ma-

chinery into a clean, efficient and well coordinated group.

12 State Bank of Pakistan, Agricultural

Credit in Pakistan (Karachi: State
Bank of Pakistan, Agricultural Credit
Department, December 1962), p. 6.




CHAPTER III

ADMINISTRATIVE MACHINERY FOR AGRICULTURAL DEVELOPMENT

Though important in respect of its contribution to
the national economy, agriculture in Pakistan still faces
numerous problems which make its development quite dubious.
The basic problem is the absence of modern methods of cul-
tivation resulting in one of the lowest land-yields in the
world. The farmer is still in the process of being persuaded
to adopt methods calculated to improve yields. The go-
vernment has been grappling with this problem for sometime
and their programme includes such items as the increased use
of fertilizers and improved varieties of seeds, use of in-
secticide, better preparation of land, proper utilization
of water, etc. Smallness of holdings, specially in Rast
Pakistan, and natural factors such as floods, droughts,
shortaze of irrigation water, salinity and water-losgging
are other problems with which agriculture has to contend.
The successful handling of these problems depends on the
establishment of sound administrative machinery, efficient
in its work, to deal with research, planning, coordination,
implementation and supervision of these schemes for agri-
cultural development.

If we look back we find that the First Five-Year
Plan failed to achieve the target in agricultural production
during the plan period. The Second Five-Year plan states:

the failure to acﬁieve major target of the First

“ Dl



-25-

Plan was due to several causes, not the least
important being the personnel policy in the go-
vernment agricultural services that militated
against attracting and retaining a corps of
talented technicians. By and large, the go-
vernment machinery for implementinz a strong de-
velopment effort in agriculture was not suited to
the times, nor to the scale of the problem; sound
prineciples of administration were not consistently
observed in the agricultural sector during the
First Plan period. 1
This quotation makes it essential to assess the present go-
vernment machinery on which depends the success or failure
of the development programmes of the most important sector
of the economy and to see what improvements have been made
or suggested towards the reorganization of the adminis-
trative machinery for agriculture.
The following are the departments or agencies respon-
sible for the improvement of agriculture.
1« Agricultural Department ineluding research.
2. Agricultural Credit Institutions.
3. Cooperatives.
4, Irrigation and Water and Power Development
Authorities.
5« Revenue and General Administration.
6. Agricultural Development Corporations.
Cooperatives and agricultural credit institutions
will be discussed in two separate chapters and in this
we will limit ourselves more to a thorough discussion of
the Agriculture Department and the Agricunltural Development

Corporations, and a brief survey of the Water and Power

1 Government of Pékistan, The Second Five-
Year Plan, 1960-65, p. 128,




Development Authority and the Revenue and General Adminisgtra-
tion. We will also examine the various recommendations given
by the Food and Agriculture Commission; which was instituted
by the Government of Pakistan in July, 1959, to make a survey
of the agricultural sector of the economy and to put forward

recommendations for its improvement,

DEPARTMENT OF AGRICULTURE

The Department of Agriculture, mentions the Food and
Agriculture Commission's Report,

typicalli reflects the patch-work way in which the
sudden call for increased production has had to be
faced, Uperating under all the handicaps of a minor
provincial service starved of funds and low in pub-
lic esteem, its original purpose was that of a very
attenuated advisory service confined mostly to
demonstration to rural leaders and larger land-
owners., In no sense it was equipped to account ur-
gently for something being done, with research
facilities of negligible nature in East Pakistan
and seriously impaired in West Pakistan, a paucity
of training institutes, inability to attract good
youngsters and totally inadequate personnel in the
frontline, it has nevertheless been the first me-
dium to turn to for handling the increasingly com-
plicated claims of development......... While the
achievement had been notable when the department's
circumstances are taken into account, it inevitably
falls far short of the needs, as an instrument for
development, it has very many defects. 2

The ahove remark summarises very well the condition
and plight of one of the most important nation building
departments and if we go deep inside the department we can
have a2 closer look to the various posts in the hierarchy and
their dutiees and performances. To begin with the lowest in

2

Government of Pakistan, Report of the Food
and Agriculture Commission, p. 153
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the rung in the vital frontline, the two offieials direct-
ly in touch with the farmers are, in Bast Pakistan, the
Union Agricultural Assistant and above him the Thana Ag-
ricultural Officer and in West Palkistan, the Pield Agsig-
tant (Mukaddam) and above him the Agricultural Assistant.
Posts above these level tend to cover too big an area, and
to be weighed down with administration to enable more than
an occasional contact with the village level. A great deal
therefore depends on the quality and capacity of those in
these frontline posts.

In East Pakistan, a unit above a village 1s called
2 Union which, on an average, contains 10 villages or
approximately 1,500 farming families. The union is the
lowest rung of the agriculture department's extension
ladder. Its Union Assistant is thus a keyman supposedly
able by knowledge, personality and the provision of the
services which he can supply to influence a manageable
portion of the farming community. However, out of 4,000
Union Assistants, only 1,700 have had a year's training in
agriculture and the rest are untrained.3 Faecilities to do
a good job are almost non-existent. Tow in statue, the
Union Assistants are also very low paid. The Thana Agri-
cultural Officer is supposed to be a graduvate in agri-

evlture but, owing to the smaller number of these yet avail-

3 Government of East Pakistan, Statistical
Abstracts for Bast Pekistan TCompiled &
esued by The Provincia atistical Board
and Bureau of Commereial and TIndustrial
Intelligence, Government of East Pakistan,
Dacca, 1958), p. 234.
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able, the majority are promoted Union Assistants. A Thana
covers approximately 10 unions and comprises of about 15,000
farms.

Weak as is the frontline position in East Pekistan,
it is worse in West Pekistan. The bottom man, the Field
Assistant, is supposed to cover roughly the same number of
farmers as the Thana Agricultural Officer in East Pakistan.
Above every two Pield Assistants comes an Agricultural
Assistant. He is roughly equivalent to the Thana Agricul-
tural Officer in Fast Pakistan, although he covers double
the number of farmers, He is better trained, being in most
case an agricultural graduate. "In East Pakistan," according
to the Agriculture Commission's report, "the frontline staff
approaches in numbers the minimum requirements for such work
but it lacks the knowledge and the facility to do the job;
in West Pakistan the staff is too small to make any impact

on the farmers." 4

Behind the frontline staff, there are, in Bast Pak-
istan, the sub-divisional Agricultural Officers each in-
charge of about ten Thanas and above them are Distriet Ag-
riculture Officers incharge in each district. In West Pak-
istan there is no sub-~divisional post and the man incharge
of the distriect is called an Extra Assistant Director of
Agriculture. Above him in both provinces are the Deputy

Directors incharge of a number of distriets. Above the

4 Government of Pakistan, Report of the Food
and Agriculture Commission, p. 155.
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Deputy Director in West Pakistan is the Joint Director of
Agriculture and the Director of Agriculture and in East
Pakistan it is the Director of Agriculture above the Deputy.
Above them are the Secretary and Minister of Agriculture.

In the field, the absence of any supply organisa-
tion means that the district and field staff get preocc-
upied with arrangements for receiving, forwarding and
gstorage and their absorption in administration is inereased
by the absence of any authority to sanction expenditure of
more than a nominal nature without reference to provineial
headquarters. This makes it impossible for them to pnt
right small matters which are holding up important aspects
of production or even to adjust anomalies which are op-
erating very unfairly on their subordinate staffs., The
lack of decentralization of authority between field and
headgquarter specially over expenditﬁre is a universal prob-
lem and so also is the unpredictable delays in the ordering
of supplies. under the present centralized system. Since
there is no supply time and storage facilities are grossly
inadequate the timely ordering adds to the risk of deter-
ioration in stoek and detracts from the confidence of the
farmer in the frontline staff,

The Food and Agriculture Commission recommended
more decentralization of authority from the headquarters
to the field and an adequate cadre of men specializing as
a team in the sole job of frontline production and Freed to

do this by a supporting wing to get the necessary supplies
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to them. "It is more than time," says the commission, "to
discard the erroneous belief that the country cannot afford
the frontline tools for the job of inereasing production.
What it cannot afford is a well-steffed superstructure in
the Department of Agriculture and in all the supporting
nation building departments -- whatever their ancillary
contribution -- unless the increased production to pay for
these is attained."?

Research: Basic to any advance in agriculture is
satisfactory research. Although useful work has been done in
individual cases, unfortunately in its present general state
research is full of deficiencies which make it totally un-
suited to meet the immense and urgent challenge it is now
required to face. "With the low status," says Hussain,
"accorded to agr i culture this is not surprising, as one of
the characteristics of research is its continual greed for
money with often only rare and uncertain returns."6

A second weakness is the absence of any planned
approach to the problem. Research is now the concurrent
responsibility of the central and provincial governments.
The work at provincial level amounts to nothing and the
central support is mostly provided through three semi-
autonomous bodies, the Food and Agriculture Council of

Pakistan (FACP), the Pakistan Central Cotton Committee

9 Ibid., p. 165.

6 Akhtar Hussain, "Research and Agricultural
Development in Pakistan," The Agricultural
EBoonomist (Karachi: The Agricultural Bconom-
Ics Society of Pakistan, 1962), p. 5.
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(PcCC) and the Pakistan Central Jute Comnittee (PCJC). In
the field of animal husbandry, fisheries and forestry the
Central Ministry of Food and Agriculture conducts research
directly through a number of research institutes, scattered
over the two wings, most of which are inadequately staffed,
equipped and housed to serve the purpose, with the exception
of the splendidly equipped Jute Research Institute atf Dacca
and Forest Products Research Station recently set up at
Chittagong in East Pakistan.

The present method of discharging centre's responsi-
bility for agricultural research, through such a multiplic-
ity of organizations, gives no opportunity for adequate
overall planning and ends in a dispersal of effort and in-

effective results.

IRRIGATION DEPARTMENT AND WATER AND POWER
DEVELOPMENT AUTHORITIES

The Irrigation Department has always been in a
different category from that of Agriculture or other related
departments. Responsible for the barrages and cannals in
West Pakistan, it has been associated with the prestige of
engineers rather than with the illiterate person' level of
agriculture. As far as farmers are concerned, it is a de-
partment with powers actively to help or harm. It is not an
advisory service. It supplies the water and collects the
charges for it. The department is much better furnished to

do its job largely because the system of charging for water



by a differential rate for different crops involves re-
cording of every plot of each farmer every season. Unfortu-
nately none of this is contributing to increased production.
The engineers are not agriculturists and the agriculturists
have not applied themselves sufficiently to the problems of
irrigated agriculture. Very little research has been done
on the interrelation between crops and irrigation in differ-
ent parts of the country and no extension service is provi-
ded to advise farmers on the subject. To make speedy use of
the water resources of the country both for agriculture and
power, the Water and Power Development Authority (WAPDA)
has been created in each wing of the country. It is respon-
sible for harnessing the water resources into power, pro-
viding water for irrigation and curing the problems of
salinity and the flood control which is essential for agri-

cultural development.
In Bast Pakistan, WAFDA has taken over the direction

of all irrigation works. In West Pakistan in addition to
other big irrigation projects West-Pakistan WAFPDA ig respon-
sible for the whole Indus Basin project with the association
of other foreign technicians. It will help in assessing the
crop needs for irrigation water for higher agricultural

production in any future project.

REVENUE AND GENERAL ADMINISTRATION SERVICES

This comes under the civil service of the country

which is responsible for the collection of the land revenue,
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maintenance of land records and preservation of law and
order. The Deputy Commissioner and his staff in a distriet
are responsible for these tasks. With the power associated
with taxation, magistracy and police, their prestige has
naturally been the highest in the land and they have been
expected to operate as the senior service representing the
government itself, maintaining contact between government
and people, dealing with every emergency and, in general,
supervising anything affecting government in the district.
The Deputy Commissioner and his staff have often been em-
harrassed by the fact that, although they are responsible
for the general effectiveness of any programme, members of
the technical departments are not under their direct con-
trol but take orders from the head of their departments. In
practice, in the field of agriculture a much zreater strain
in relationship arises., In these circumstances, the Deputy
Commissioner is often exasperated by the poor quality of
the results while the staff of the technical departments
who are frequently older and more experienced in their own
profession tend to feel treated more as inferiors than
technicians and blamed for circumstances beyond their con-
trol. These feelings are accentuated when the Deputy Com-
missioner can really do little to put right the long-term
deficiencies and, above all, has little time to listen
because he is already over-burdened with other works.
Various proposals have been made to get over these

difficulties by establishing a clearer line of command by
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providing additional personnel. In some cases it is sug=-
gested that an additional Development Officer be estab-
lished at the distriet level and an additional superviser
at the tehsil or thana level, both to be drawn from the
general administrative services to coordinate all develop-
ments in their respective jurisdiction.

But it is open to doubt whether it is desirable to
put so much responsibility upon the Revenue or General Ad-
ministrative Services for streamlining development. The
subordination of technicians and scientists to the general
administrator is already thought by some to be a problem

in the country.

AGRICULTURAL DEVELOPMENT CORPORATIONS

The Food and Agriculture Commission observed that
the present government departments were ill equipped to
handle the "five firsts," and rated that there was no ma-
chinery at all for tackling the problems of change in the
farming patterns. It proposed the creation of two semi-

autonomous bodies one in each wing,

because the increasing tempo of development demands
better instruments to handle it, instruments
which, were people richer and the country more
developed, they would themselves create, but
which, in the gravity of today's problems of high
population, low yield and tiny incomes, the govern-
ment must provide. There is no reason to confine
the solution, to present departmental channels
just because they happen to be in existence......
essescssssss Agriculture in Pakistan today is

the nation's most vital industry, the biggest earner
of foreign exchange, the most important activity in
achieving higher standards of living. Its efficiency
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matters to every man in the country.....that or-
ganizational and managerial elements must increas-
ingly be brought into the agricultural life as they
are vital elements in industrial life. But these are
elements foreisn in many ways to the traditional
outlook of departments dealing with agriculture and
ones in which they are conspicuously weak. A corpo-
ration has the advantage that it can put efficiency
in the forefront of its objectives. A delibherate
preference for purely departmental solutions would
forfeit this great nationel need. 7
As per the commission's recommendations, two semi-
autonomous bodies were created, one in Bast Pakistan and
the other in West Pakistan on October 16 and September 20,
1961, respectively, known as the East Pakistan Agricul-
tural Development Corporation (EPADC) end West Pakistaen
Agricultural Development Corporation (WPADC). "In setting
up the corporation," says Agrifin, "a new approach towards
the introduction of new administrative techniques and es-
tablishment of integrated functional agencies without the
impediments inherent in government departments was con-
templated."8 These corporations will undertake many, but
not all, of the activities of the agriculture and other
allied departments. Agricultural research, education and
extension (outside the project areas of the corporation)
will continue to be the responsibility of the Azricultural
Department. The functions of the corporationswill broadly

fall in two categories i.e., supply and project implementation.

7 Government of Pakistan, Report of the Food
and Agriculture Commigsion, pp. 2U5=0.
: "Bast Pakistan Agricultural Development

Corporation," Agrifin, (April-May, 1962)
Vol. III, Ko. %5‘_1, e A3, . ’
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The Supply Wing: The task of the supply wing is to

produce or procure, transport and distribute seeds, fer-
tilizers, plant protection materials and farm implements
throughout the country. The corporation has to build suit-
able depots in each union to accomodate materials and field
offices or to give distribution rights to private commer-

cial agencies.

The Field Wing: The need for experimentation, for

training personnel and the existence of a number of special
problems necessitated a phased programme for the work of
the field wing which operates in selected project areas.
The size of the project area depends on the circumstances
and the nature of the problem or problems to be tackled.
The task of the field wing is to ensure the inten-
give and coordinated use of the "five firsts" inecluding
supervised credit. Its second task is the solution of the
special and more complicated problems of land reclamation,
range management, soil conservation, irrigation management,
organization of agriculture in new colonies, harnessing of
hill streams, conservation of catchments and exploitation
of potential areas. The third task of this wing is to in-
troduce planned agriculture through suitable crop relations
and mixed farminc. Organization of marketing and processing
and the creation of the cooperatives, as well as, reorgan-
ization of small farms through cooperatives or through
large blocs for joint planning is the final work of this

wing.
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Structure of the Corporations

The corporations are set up on the same pattern as
recommended by the Food and Agriculture Commission. It has
a Board of three full time Directors headed by a Chairman
and aprointed by government for a specific period of time.
Their responsibility is to organize the work of the corpo-
rations, to obtain necessary finances, appoint higher
gstaffs, provide facilities for training, produce or pro-
cure supplies and maintain liaison with research and ex-
perimentation. It is the supreme body of the corporation
responsible for all final policy decisions. The Chairman is
the chief executive of each corporation. As the final deeci-
sion is that of the Board, the Chairman exercises his func=-
tions on its behalf.

As mentioned before, the operational works of the
corporations are organized under a supply wing and field
wing. Each wing is headed by a General Manager. The Gen-
eral Managersof these wings have under them seperate divi-
gsions headed by Divisional or Project Directors.

In the supply wing the following are the divisions:

(i) Farms Division, (ii) Seed Division, (iii) Pro-
curement Division, (iv) Depot and Movement Division, (v)
Engineering Division and (vi) Planning and Training Section.

In the field wing there are (i) Planning Division,
(ii) Project Division, (iii) Research Division and (iv)
Training and Administrative Division.

A detailed chart about the organizational structure
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of the Agricultural Development Corporation is given at the
end of the chapter along with the setup of the Provinecial
Agriculture Department and the Central Ministry of Agricul-
ture.

In addition to the above administrative machineries,
there are other organizations that helped or are helping in
the development of agricultural séctor. The most important
among them was the Village Agricultural and Industrial De-
velopment Organization better known as Village-AID on a
community development basis to work through a team of field
workers trained in the various phases of the village life,
as agriculture, sanitation, cottage industry etc. The main
aim of the V-AID was to create the spirit of initiative and
leadership among the villagers. Its operation was financed
mainly by the U.S. aid and was abolished when U.5. aid was
withdrawn from this project and its activities taken over
by Agricultural Department's extension staffs, the National
Development Organization and the Basic Democracies, which
are working on the same lines to educate the villagers and
raise the standard of living.

The Village Development Academy at Comilla, East
Pakistan, has taken over much of the task of higher train-
ing in agricultural administration. It is an in-service
training institute, giving courses to the central and pro-

vineial civil servants engaged in agriculture.
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CHAPTER IV

RURAT, CREDIT AS A MEANS OF FINANCING

AGRICULTURAL DEVELOPMENT

There is no reasonable doubt that a static
or even a retrogressive condition of agriculture
often has as a major cause a simple lack of money
in the hands of the farmer. 1

Sir Bernard 0, Binns

"Agricultural finance," says Murray, "is the eco-
nomic study of the borrowing of funds by farmers; of the
organization and the operation of farm lending agencies;
and of society's interest in credit for agriculture."2 This
chapter will be devoted to the discussion of the needs and
problems of rural credit for the cultivator welfare and
agricultural development.

For achieving the optimum production from agri-

culture the supply of credit has to be assigned

a very important place. Capital is said to be

the life blood of industry, it is no less impor-

tant for agriculture. The ability of the pea~

santry to make full use of the improved methods

of cultivation depends upon the availability
of finance.3

1 Sir Bernard 0. Binns, Agricultural Credit

for Small Farmers (Rome: Food and Agri-
cultural Orgenization of the United
Nations, 1952), p. ii.

William J. Murray, Agricultural Finance
(Ames, Iowa: The Iowa State College
PIQBS, 1956), P 30

3 Dr. Abdul Moquit, "The Problem of Agricul-
tural Credit in Pakistan,™ Credit Rural and

Cooperative, Vol. VII, No. 3, July-Septem-
ber, 1958), D 1«

o



~43-

DIFFICULTIES OF AGRICULIURAL CREDIT IN PAKISTAN

The majority of the farmers in Pakistan, being small
scale producers, generally have a small surplus from current
production which is just enough to meet the cash obligation
of the government, payment of interest or some instalments
of loan already taken, some needs of consumer goods, etc.
They depend on credit for running their current farm opera-
tions to buy seed, manure, etc., and sometimes they have to
finance their current food consumption by loans. There is
hardly any surplus of income available to them. This is
true in the case of an average crop when the farmer just
manages in this way. hen the crop is poor or below average,
he is often not able to produce enough for his needs and of
his family and is also unable to pay the share of that pro-
duce to the landlord due as rent or to the government and
for that he has to borrow. "Poverty," says the Report on
Aericultural Finance and Credit for Asia and the Far East,
"ig the main determinant of small savingsS.......5uch
savingcs as are made may well be liquidated by ceremonial
expenditure, or to finance consumption, or repay debt in-
curred because of losses due to natural hazards or reduced
prices."4

Needs of financing would, therefore, vary by class

of producers and their ability to make use of credit to

4 Report of the Center on Agricultural Finan-
cine and Credit for Asia and the Far Last,

Rome: Food and Agricultural.Oréanization of
the United Nations, 1957), p. 46.
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improve their economic position, kind of security they can
offer, etc. On the one hand are the cultivators who own or
rent medium-sized holdings large enough to maintain the
existing production at a moderate standard of living. Credit
helps them to keep the production going, or raise their
level of income and being good credit risks, they possess
the means of repaying loans that can satisfy the credit
agency.

Financine the poor-risk farmers is the real problem.
These millions of farmers are scattered in hundreds of
thousands of villages and many of these are lacking commu-
nication with rest of the country. "Overhead charges in
administering supervising, and serviecing such small loans
acts as a prohibitive problem to any credit agency outside
the village."5 This, addéed +to the extreme dependence of
agriculture on nature, absence of crop insurance, lack of
warehouses for storagze of agricultural produce, commodity
exchanges for hedging against price fluectuations, or any
guarantee of minimum income to the producers, has dis-
couraged the private institutional financial agencies, as
the commercial banks, from investing in rural agriculture.

The farmer's needs for credit are not only to
finance production and marketing but alsc for consumption
between sowins and harvesting because of the lack of
capital during this period.

The average farmer in the country has hardly a

> Moquit, op. eit., p. 3.
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businessman's outlook and does not distinguish between
loans for production and consumption purposes and thereby
incurs large unproductive debt.

Writing about the charaecter of the borrowing popu-
lation in the country, the Credit Enquiry Commission says,
"It is an illiterate, apathetic and largely immobile popu-
lation, easily intimidated by the procedural complexities
in raising fund and lacking in business acumen."6 The il-
literacy of the farmers further means great difficulty to
the lending agency, as he is unable to sign his name and
read loan conditions or reminders, and, therefore, he re-
gquires the personal attention of many supervisors. Their
erployment involves further expense in that they have to
collect personally the interest and prineipal from the
multitude of farmers.

The problem of security for the loan presents
further problems. Until.recently, the non-agricultural
creditors were not willing to accept land as security.
Difficulties arise if crops are the security, because of
their possible failure due to natural circumstances, also
lack of storage facilities and difficulties of handling the
agricultural produce are problems for lending agencies.

As in all systems of agricultural finance, espe-
cially long-term, mortgage credit plays an important part.
It is not possible to finance permanent improvements with-

out offerins security of land with alienable property rights.

6 Government of Pakistan, Credit Enquiry
Commission Report, 1959, p. 8.
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But where most of the cultivators are landless peasants
without property rights as in Pakistan, they will be seri-
ously handicapped in obtaining land mortgage credit. Hence
to evolve a sound machinery of credit, land reform will be
necessary to increase the credit-worthiness of the bor-
rowers.

These are thus various difficulties beseting the
problem of agricultural finance in Pakistan. It is in this
respect that the problem of agricultural credit in Pakistan
distinguishes sharply from the organization of agricultural
finance in advanced countries. The efficient working of the
various credit institutions is handicapped by the afore-
said major defects in Pakistan's agricultural economy.

Needs of Agriculture Credit

The extent of needs of agricultural credit can best
be estimated from the composition and the magnitude of the
rural debt in the country. Aside from productive debt, ag-
riculturists require the facilities of credit not for only
normal agricultural operations but also foxr the future de-
velopment of the economy, for greater investment in agri-
culture, for increasing land yields and development of farm

resourcese.

While any credit utilized properly by the farmer
contributes to the growth and development of agri-
culture, the concept that has grown in Pakistan is
that credit operations are divided into_the two
categories--(i) Seasonal, and (ii) Development.
Seasonal loans are for expenses of a recurring na-
ture while development loans cover capital needs.

T State Bank of Pakistan, Agricultursl
Credit in Pakistan, pe 13.
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In actuel operation these financial requirements may be
classified as follows:

1. Short-termn,

2. Medium-term,

3. Long-term.

Short-Term Credit: Short-term credit is normally

given for growing a particular crop or for a particular
season. Cultivators usually require money at the time of
preparing land and are in a position to repay after the
harvest. Usually short-term loans do not exceed period of
12 months. This loan is required by the farmers for a
variety of purposes. The basic purposes for which he
borrows are preparation of land, purchase of seeds, fer-
tilizers, implements and cattle, employment of labour and
other recurring expenses. Not infrequently loans have to
be resorted to by the cultivator for maintaining himself
during the pre-harvest period and for repayment of govern-
ment dues such as land revenue and irrigation charges.
Loans required for the marketing or processing of crops
also come within the category of short-term loans.

Medium-Term Credit: Medium-term loans are becoming

increasingly important in the field of Agricultural COredit
in Pakistan. They are for periods ranzing from two to five
years. The farmer requires them for development expenses of
a non-recurring type. Purchase of agricultural machinery,
installation of tube-well, land improvement and acquisition

of plough cattle are some of the important purposes. The
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lending agency has to supervise the utilization of these
loans because of the substantial amounts involved and the
longer period for which they are given. Medium-term loans
are largely needed by middle and large-sized farmers in as
much as they are able to afford the employment of agricul-
tural machines etc.

Long-Term Credit: Loans for more than 5 years are

catezorized as long-term loans. They are largely needed for
the purchase of land and for development of new land. In
other respects the purposes more often over-lap with
medium-term loans. For instance, long-term loans are also
required for heavy agricultural machinery, for water lifting
purposes and for growing of orchards. As a matter of faect,
loans for tube-wells and for orchards are more in the

nature of long-term than medium-term loans.

A proper system of credit which desires to maxi-

mize credit availability to the rural families

and to insure the proper use will have to classify

the total requirements and judge the propriety of

the direction of use and extent of requirement in
actual operation.

Two inquiries were conducted in the Punjab and one
in East Pakistan as to the magnitude, need and extent of
rural indebtedness. A‘detailed description of the causes of
indebtedness is given in Table 1 at the end of the chapter.

Considering the extent and variety of credit needs

in agriculture, the Board of Economic Inquiry, Punjab, in-

& Report of the Committee of Direction,

All India Rural Credit Survey, Survey Re-
or%, Vol. I, Paxrt 1, 1956 (%ombay: egerve
BanE

art 1,
of India, 1956), p. 146,
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dicated that "36 per cent of surveyed families were in debt
averaging Rs. 414 per indebted family.“9 The Dacca Univer-
gity Survey indicated that anywhere between 66 per cent and
87 per cent of the surveyed families were in debt and the
amount outstanding varied between Rs. 160 and Rs. 358 per

10 mpe Punjab University sample of six

indebted family.
villages indicated 54 per cent of families in debt with an
average indebtedness of Rs. 452 (Table 1).11 Bven if we
assume that only one-third of the rural families were in-
debted and the average debt was only Rs. 250, the total
outstanding rural indebtedness according to the Credit
Enquiry Report would be in the neighbourhood of Rs. 1,250

e The figures, as quoted by 'The Cbserver! a

million.
local daily in Bast Pakistan, collected by the Agricultural
Census Commission of Pakistan show that the farming popu-
lation in East Pakistan only is in a total debt of Rs. 930
million. This means, the paper said, that "every second
farmer in east wing cannot make both ends meet and is in

debt...c....About one in every three is in debt ranging from

9 Board of Economic Inguiry, Punjab, Repoxrt
on _the Need and Supply of Credit in The u-
ral Areas of the Punjab, 1951, Publicatio
No. 107 (Lahore: Board of Economic Inquiry,
Punjab, 1951), p. 10.

Dacca University Socio-Economie Survey Board,
Rural Credit and Unemployment in East Pakis-
tan, 1056 (Dacca: Dacca University Jocio-
Economic Research Board, 1956), pp. 46-47.
Socio-Economic Research Project, Punjab Uni-
versity, Agricultural Credit Inguiry in Six
Villages of Lahore District (Lahore: Punjab
University Frress, 1956), D« B.

12 Government of Pakistan, Credit Enquiry Commi-
ggsion Reporxrt, 1959, p. 1T.

10

11
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Rs. 100 to Rs. 250. Every fourth farmer (29 per cent) is in
debt of less than Rs. 100,713

It can be seen from Table 1 that the greater part
of the debt was incurred for unprcductive purposes such as
family expenditure, etc. While this is substantially correct,
the comparison must then be with the potential requirements
for productive credit which must surely be even larger. The
Credit Enquiry Commission mentioned that on the basis of a
minimum ratio of 25 per cent of credit to output flow in
agriculture, the rural credit requirement would be in the
range of Rs. 3,000 million. There is firstly the short-term
need for seasonal finance to purchase fertilizer etec. Even
an outlay of Rs. 20 per acre is acsumed and that the owners
of half the sown acreage are self financing, there is a
seasonal need, on the basis of current practices and tech-
niques, for a minimum of Rs. 500 million per year. If the
objective is to increase the use of fertilizer, pure seed,
green manures, ete., the seasonal requirements for credit
would rise correspondingly. Next, there are medium-term
credit needs for purchasing more expensive tools, well
equipment and livestock. Finally, there are long-term credit
needs for the purchase of additional land, the sinking of
tube wells, the construction of embankments and other de-
velopmental requirements for which no calculation can be
hazarded. These are all production uses of credit and their

provision is necessary, if not a sufficient condition for

13 the Pakistan Obsérver (Dacea), April, 3,
1963, p. 1.
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raising agricultural productivity in the country.m

Sources of Credit in Pakistan

To fulfil the needs of the agriculturists to a
certain extent, the following are the sources of agricul-
tural credit in Pakistan;

1. Relatives and friends;

2. Well-to-do rural people and landlords;

3. Cooperatives;

4. Government;

5. Shop keepers;

6. Beopari, Faria, (village merchants), etec.;

T. Money lenders;

8. Public Credit Agencies.15

The relative importance of various sources of credit
as to their contribution to the rural sector can well be
seen in Table 2 at the end of the chapter. The table, how-
ever, shows very little contribution and unsatisfactory re-
sults so far achieved through organized facilities and the
consequent dependence of the primary producers on non-insti- -
tutional sources for the fulfillment of their ecredit needs.
In other words, "the high proportion of credit deriving
from the personal sources may well be disguising a rapid

process of disinvestment of assets, a process forced upon

14 Government of Pakistan, Credit Enquiry
Commission Report, 1959, p. 171.

L Rana Nasib Khan, "The Role of Cooperative
Credit and the Causes of its Slow Growth in
Pakistan," The Agricultural Economist
(Karachi: The Agricultural Bconomics society
of Pakistan, 1961), p. 36.
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the poorest elements of the rural population by the non-
availability of alternative credit facilities on a more or-

n16 These private sources are also diminishing

ganized basis.
because of the mass exodus of the village merchants and money
lenders to India after partition of the sub-continent.

The consensus of opinion seems to be for the es-
tablishment of institutions and agencies having offices
spread over the whole country for administering medium and
long-term credit and the revitalizing the cooperative move-
ment in the villages for providing short-term and seasonal
credit under the supervision of some public ageney con-
cerned with rural credit. According to a report:

A properlg devised system of institutional credit

should help in promoting the further flow of private

savings into agriculture, but to achieve this as

well as dispense credit on satisfactory terms, the

government must assume responsibility for the es-

tablishment of suitable credit institutions and
provide funds for them.

146’1{1'1&11:1 Mohammed Basghir Ahmed Kha, "Problems

of Rural Credit in Pakistan," Agriculture
Zeonomist, Ibid., p. 25

17 Report of the Center on Agricul tural Finan-
cing and Credit for Asia an e Far East,
Lahore, Pakistan, 1 to 13 October, 1956,
OD. C1T., Ds DY
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CHAPTER V

ORGANIZATION OF AGRICULTURAL CREDIT IN PAKISTAN:

GOVERNMENT AND PUBLIC AGENCIES

Among the background conditions needed to make agri-

cultural eredit an instrument of progress, the Summary Re-

port of the International Conference on Agricultural and

Cooperative Credit lists:

A set of agricultural credit agencies so integrated
with each other and so geared to the rest of the
econo as to facilitate the flow of ecapital into
agriculture and between its parts and to minimize
the risk involved.’

There are other hackground conditions such as a

proper legal basis, a sound system of land-tenure, marketing

facilities and transportation system, ete., apart from the

basic prerequisite of sufficient capital being available for

all the widespread needs of a growing economy.

While a chronic deficiency of capital is one of the
essential characteristics of all underdeveloped or
insufficiently developed economies, it is also true
that for lack of proper facilities it has not been
possible to mobilize fully even the very slender
financial resources of such economies.2

The bulk of the capital funds utilized in agriculture come

mainly from such traditional sources as mentioned in the

last chapter.

The expanding needs and importance of agricultural

! Summary Proceedings of the International

Conference on Agricultural and Cooperative
Credit, August 4 To September 12, Eggg
(Berkley, 5alifornia: niversity o ali-
fornia, 1952), p. 55.

2 Binns, 92- Cit-, De 14.
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development and the extortionist method utilized by the
private money-lenders led to an urge in many countries to-
wards the control and reculation of the activities of pri-
vate and professional money-lenders and towards the estab-
1ishment and development of institutions and organizations
to facilitate the provision of institutional agricultural
credit to the farmers, "The attempts," says the FAO report,
"ore only a begining and much remaine to be done to provide
an adequate supply of institutional agricultural oredit."’

In considering the organisations for the adminis-
tration of agricultural credit in Pakistan, we will be
concerned with two aspects; the structure and the methods
of their operation.

In the rural credit setup of Pakistan, we find
three important government and public institutions, in
addition to cooperative credit societies, involved directly
or indirectly in the administration of credit to farmers.
These are as follows:

1. Government in general

2. State Bank of Pakistan

3, The Agricultural Development Bank of Pakistan.

ROLE OF GOVERNMENT

"Bver since the question of rural indebtedness bhegan
attracting their attention," mentions the State Bank Report
3 Report of the Centre on Agricultural Finan-
ing and Credit for Asia and the Far BEast,

c
iaﬁore, Pakistan, 1 to 13 October, 1956,

oF. olts, ps 119
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on Rural Credit, "government have sought to tackle the
problem in three ways:
(1) Regulation of money-lending operations;
(2) Giving loans themselves; and
(3) Promoting institutional agencies."4

Regulation of Money~-Lending Operations

Several laws existed since pre-partition days in
both wings of the country which either regulate money-
lending directly or affect credit operations indirectly.
They are designed primarily (i) to protect the borrower
from extortionate money lending, (ii) to provide relief
from the heavy load of indebtedness, and (iii) to prevent
transfer of land from cultivators to other classes of per-
sons, specially in satisfaction of debts and for other
distress reasons. The laws provide for restrictions on the
transfer and mortgage of land and other rural immovable
property and the attachment of crops and other movables of
asgriculturists. In their appliecation, the laws, as a rule,
make no distinetion with regard to individual money-lenders -
and the institutional agencies, The effect of some of the
provisions of these enactments has been to restriet, at
least in some measure, the flow of credit to agriculturists,
both from provate sources as well as institutional agencies.
Provisions, however, exist in some of the laws for grant of

exemption by government to banks and other credit bodies.

& State Bank of Pakistan, riculturel Credit
in Pakistan, op. cit., P .
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The specialized agencies, namely the Agricultural Develop-
ment Bank and its predecessors, have been in receipt of
several exemptions,
Wames of some of the important laws are given below:
i) The Punjab Alienation of Land Aet, 1900
ii) The Punjab Debtors Protection Act, 1936
iii) The Puniab Registration of Money-Lenders Act, 1938
iv) The Punjab Restriction of Mortgage Land Act, 1938
v ) The Bengal Agricultural Debtors Act, 1935
vi ) The Bengal Money-lenders Act, 1939
vii ) The Bast Bengal State Acquisition and Tenancy
Act, 1950
viii) West Pakistan Tand Reforms Act, 1959.°

Government As a Lender

3ince the end of the 19th century government has
been helping agriculturists through grants of loans known
as Taccavi in West Pakistan and Agricultural Toans in Fast
Pakistan., Direct government loans have been found to be un-
avoidable in times of famine and distress and it is in the
discharge of these functions that the origin of government
as a lender lies. But government have alsc been providing
development and production finance to the agriculturists.
Government loans are granted by the provineial governments,
and administered through their Revenue Departments, for

specific purposes under the Land Improvements Lcans Act

———

5 Tor 2 detailed information of the ahove
lecislations refer to State Bank of Pakis-
tan, Agricultural’ Credit in Pakisten, pp. 22-30.
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of 1883 and the Agriculturists Loans Act of 1884.

The system of government loans has been criticized
from time to time on the ground that it is not being ad-
ministered properly, that the formalities to be observed
are cumbersome and time-consuming, that the amount disbhursed
is very inadequate, and the recoveries are very meagre as
compared to the amount advenced, due to the inefficient
collecting machinery, small size of the loan and the poverty
of the farmers. The provincial budgets show that from 1956-57
to 1961-62, 186,590 thousands of rupees were advanced and
only Rs. !§8,408 thousand were recovered. The Gredit Enquiry
Commission has recommended the following measures to deal
with government lending operation:

a) The government should got lend directly except

in cases of distress.

b) Institutional agencies should take over all agri-
cultural credit activities and government may
continue to give non-distress loans as a transi-
tional period.

c) To protect the statutory sgricultural credit agen-
cies from unnecessary competition in the areas
where the offices of these agencies are establi-
shed, the revenue head of the district may decide
whether any taccavi or agricultural loans are
to be extended for non-distress purposes.

d) Amount advanced must be sufficient for the
purpose for whieh it is intended.
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e) If there is a choice there ghould be no hesi-
tation in withdrawing the agency of the Revenue
Department from the field cof egricultural creditﬁ
The above mentioned recommendations have been
accepted by the government and it was decided that during
the Second Five-Year National Development Plan period
(1961-65) government loan will be extended, for purposes
other than the relief of distress in the following fields.
i) Where cooperative societies do not exiet and are
not likely to be established;
ii) Where offices of the Agricultural Development
Bank do not exist;

iii) Where colonization is in progress but cooperative
gsocieties have not been or are not likely to be
established;

iv) and in special cases in areas I.and Reforms are
T

being implemented.

Government as an Indirect Lender.

Taccavi loans and agricultural loans constitute
the operation of the government as a direet lender with no
intermediate link between it and the agriculturists. But
the need for rapid development in agriculture and the im-
portance of proper credit facilities has brought government
as an indirect lender in the field, through the establish-

ment of various credit institutions. The whole capital of

6 Government of Pakistan, Credit Enguir
Commission Report, 1959, pp. -

7 The Second Five-

Year FPlan 1961-65, pe 180,
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the Agricultural Development Bank of Pakistan has been
contributed by the Government of Pakistan and the provin-
cial governments. During the year 1961-62 the government
also gave a loan of Rs., 5 million to the Agricultural De-
velopment Bank for financing the tea crop. The provinciel
governments are participating in the share capital of co-
operative banks and are also financing them. In East Pakis-
tan during 1961-62 the government authorized an expenditure
of Rs. 14.40 million by way of loans and advances to the
cooperatives and the Government of West Pakistan allocated
a sum of Re. 1,32 million for the above purpose.8 The loans
siven in some cases by the State Bank of Pakistan to spe-
cialized institutions and to the cooperative banks have
been guaranteed by the central or the provincial government.
In order to fulfil obligations under guarantees, the zov-
ernments have had to make loans to the credit institutions
concerned to enable them to repay their borrowings from the

State Bank

2. OTATE BANK OF PAKISTAN

As the central bhank is both the ultimate source and
regulator of national credit it is in the best position to
ensure that the rural sector generally, and agriculture in
particular, obtain their proper share of the credit avail-

able. Tnless the central hank takes a direct interest in

v The above figures are taken from the

Development Budeets of the Governments of
Easf & Wbsﬁ PaEisﬁan zor EEe Eear 1952:53.
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resulating the flow of rural credit, it will not be in a
position to maintain an adequate suprly, or take effective
steps to ensure overall economic progress congistent with
stability.”

As the central bank of the country, the State Bank
of Pakistan is entrusted with statutory responsibilities
for regulating the monetary and the credit system, "with a
view to securing monetary stability and the fuller utiliza-
tion of the eountry's productive resaurces.“1o For achieving
these objectives the State Bank lays-down credit policies
which it deems to be in the national interest. It also
supervises the working of the credit agencies with a view
to ensuring sound and efficient lending in the public in-
terest. Apart from resulating credit, it has responsibili-
ties as the reservoir of ligunidity and lender of last re-
gort. These sre the traditional funections of a central hank,
but as the central bhank of a developing country, the State
Rank of Pakistan has Tound it necessary to take special
measurea for the promotion of institutional frame-work for
catering to the needs of different sectors of the economy
and play a special role in the field of agriculturel credit.
T+ vealized the fact that under existing conditions it would

have to provide a very substantial portion of the credit

7 Report of the Centre on Agricultural
T™nancing and Credit for Asia and the
ar kast, lLanhore, rakistan,

October, 1956, op. cit., PP, 7Q 80

10 Government of Pakistan, Credit Enguiry
Commission Report. 1959, p. 148.
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requirements of the agriculturists., Being a "bankers' bank"
and a "lender of the last resort", it doee not have field
organizations to deal diresetly with the individuals and
has to channelize its operations through other agencies
which are intended to deal directly with the publiec.
The bank was empowered under the law to make loens
for seasonal agricultural operations and marketing
of erops throuch provineial cooperative banks. It,
therefore, naturally had to turn towards the
cooperatives for expansion of rural credit faci-
lities,11
Cooperatives were a provinecial subject and the
State Bank, therefore, embarked upon ceaseless efforts to
bring home to the authorities concerned the need for co-
operative hanks giving greater attention to agricultural
lending "which," in view of the bark, "was their primary

w12 Thege efforts were of little avail and for

funetion,
various reasons agricultural lending continued to form a

very insignificant part of the operations of the cooperative

hanks.,

Agzricultural Credit Department

The year 1953 saw the establishment of a full-
fledged Agricultural Credit Department in the State Bank,
Prior to that agricultural and cooperative credit matters
were looked after by a cell which existed as a part of the
Banking Control Department from 1948 to 1951 and within
the Research Department of the bank from 1951 to 1953, The

T State Bank of Pakistan, ricultural

Credit in Pakistan, p. 107.
Ibid., p. 108

12
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second phase of State Bank's efforts in the field of ag-

rieultural

credit may be said to have lasted from 1953 to

1956. It was a period of intensive study and preparation

about strengthening and extending of the agricultural

credit base and the part State Bank itself could play in

achieving these objectives.

In consideration of the magnitude of the task of

rural eredit, important changes were made in the State

Bank's charter in 1955. Under the State Bank of Pakistan

Act, 1956,

the importance of agricultural credit was re-

cognized and the bank was assigned special responsibility

in that sphere. The maintenance of the Agricultural Credit

Department

became a statutory obligation and the functions

of the department were prescribed as follows:

a)

b)

To maintain an expert staff to study all ques-
tions of agricultural credit and he available
for consultation by the central government,
provineial governments, provineial cooperative
banks and other banking organizations,

To coordinate the operations of the bank in
connection with agricultural credit and its
relations with the provincial cooperative banks
and any other organisation engaged in the busi-

ness of agricultural credit.13

13

Government of Pakisgtan, The State Bank
of Pakistan Ordinance 1955 (Karachi:
Jovernment of Fakistan Press, 1956), p. 1
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As the volume of agricultural credit work has in-
creased, the organisation within the State Bank to cope
with it has continued to expand. The functioms of the Agri-
cultural Credit Department were confined until 1957-58 to
the study of the pfoblems; and actual operational work such
as examining of loan proposals and inspections were carried
out by the Banking Control Department. Since 1958, however,
the department has become fully operational and all work
pertaining to rural credit is looked after by it. While at
the central directorate there was a special department for
agricultural credit the work at the hranches was conducted
through the organization of the Banking Control Departments
at Iehore and Dacca. In 1961, the hank decided to establish
branches of the Agrieultural Credit Department at Lahore and
Dacca to cope with the increasing work pertaining to agricul-
tural credit, and cooperative kanlks in those regions.

Loans to Cooperatives and Specialized Credit Imstitutions

The State Bank of Palristan has been making loans to
cooperative banks since 1951 but until 1957-58, these loans
were almost entirely against government securities and were
given without any stipulation as to the purposes to which
these covld be utiliged. It started making loans to spe-
cialized credit agencies during 1959-60. Since 1960-61 the
henk ingiated that loans taken from it by the rural credit

amencies, cooperatives and otherwise, be utilized solely

. A
for finaneing agrjculture.1'

4 gtate Bank of Pakistan, Agricultural

Credit in Pakistan, p. 177
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The bank's loans to agricultural credit institu-
tions have been continuously rising every year since
1957-58 but the increase has been rapid since July, 1960,
At the end of June, 1962 the total amount sanctioned stood
at Rse 175.10 million against Hs. 66.70 million at the end
of June, 1960, 7

The agricultural loans of the bank have so far been
entirely of a short-term nature which is given at different
times in different parts of the country depending upon crop
seasons. Usually the attempt is to make credit available at
the time of preparation of land and to recover them after
harvest. The loans are channelized through provincial coop=-
erative banks and are intended to reach the farmer through
primary credit societies.

The bank follows a reasonable interest rate struc-
ture which is in accordance with government's decisions
following the recommendations of the Credit Enquiry Commi-
ssion. The rate for cooperatives is one per cent below the
Bank Rate and the Agricultural Development Bank is charged
% per cent less than the Bank Rate (The Bank Rate is 4 per
cent). This is done on the basis that the Agricultural De-
velopment Bank lends directly to the individuals as
against cooperatives where funds have to pass through

geveral intermediate institutions before reaching the

farmers.

w3, Agricultural Development Bank of Pakistan,

Annual Reports and Statement of Accounts fo
The Year ended 30th June, 1962 (Karachi: Agz-
ricultural Development Bank of Pakistan, 1962)

pp. 13=-14.
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On the recommendation of the Credit Enquiry Commi-
ssion, a Rural Credit Pund was established in 1960 to pro-
vide medium-term loans and advances to cooperative banks
repayable after a fixed period not exceeding three years,
and for making long-term and medium-term loans to institu-
tional credit agencies.

An important funetion of the bank is to provide
vemittance facilities for the general public, government
and banks. A Remittance Facilities Scheme is operated by
the bank ziving most favourable treatment to the coop-
eratives.

One of the bank's most important measures in the
field of azricnltural credit has been the efforts to re-
vitalize the cooperative movement in East Pakisten. In 1953
it conducted a specisl study of the situation to ascertain
the extent to which the cooperatives could serve to channe-
lise funds to agriculturists, It came out with the conclu-
gion that more determined efforts had to he made for the
revival of the movement and for its own part, the bank was
willing to provide the necessary credit facilities and was
atle to persuade the Provincial Cooperative Benk to take
positive steps for the reorganization of the movement.

Under the bank's sponsorship, two surveys dealing
with the credit problems and other gocio-economic conditions
were made by the Dacca University and the Punjab University

in 1956.16

16 For a detailed information about these
surveys see Table 1 & 2 in Chapter IV,
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Although the State Bank had no statutory powers in
the past to inspect the cooperative banks, it was, from time
to time, called upon to inspect some of these banks, where
advice was sought hy the banks or the provineial governments
concerned and where, the bank, in its capacity as a lender,
wished to ascertain the position of a particular bank. But
due to the increased volume of business with these banks,
the Credit Enquiry Commission recommended that "in the in-
terest of unified control of the credit structure of the
country, control of cooperative banks should be vested in
the State Bank of Pakistan."17 This proposal has been
accepted by government in 1962 thereby giving the State
Bank the statutory control and the right of inspection of
the cooperative banks.

Apart from inspection, the State Bank of Pakistan
has sought to assist the agricultural credit agencies in
other ways also. Advisers were given to cooperative banks
in both wings of the country. Since 1959 two genior offi-
cers of the bhanks have been lent to the Cooperative Depart-
ments in both wings of the country. The bank also supplied,
out of its training scheme, trained perscnnel to the Agri-
cultural Development Bank end its predecessors. Officials
of the bank are nominated to serve as directors and members
on the Boerds and Techniecal Advisory Committees of the co-
operative banks and specialized agricultural credit insti-

tutionse.

17 government of Pakistan, Credit Enquir
Commission Report, 1959, Dp. .
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On the recommendation of the Credity Enquiry Commi-
ssion, a Rural and Cooperative Credit Advisory Committee
was formed by covermment in July, 1961, under the auspices
of the State Bank to provide machinery for consultation and
to coordinate activities of rural credit agencies. The
Governor of the State Bank acts as its Chairman and the
State Bank as its Secretariat,

Training of the Cooperative Personnel: Special atten-

tion had heen given to the training of the cooperative hank
personnel by the State Bank. Ccoperative banks borrowing
from the bank sgainst covernment securities were given re-
bates of one per cent on the interest charged to them -
subject to the condition that the amount of rebate was uti-
lized on cooperative education. This was intended to covex
training and education of the cooperative personnel and in
1955 arrangements were made with commereial banks in Bast
and West Pakistan for training of the employees of the

Cooperative Department and the banks at the Bank's expense.

3, THE AGRICULTURAL DEVELOPMENT BANK OF PAKISTAN

A few years after independence, it hecame clear
that the need for credit was too great to bhe met through
the cooperative system alone. The cooperatives had hecome
gtagnant and the movement had a severe set-back because of
the mass exodus of the non-Muslim financiers to India.
Moreover, because of the nature of their liabilities, the

cooperatives were not in a.position to provide an adequate
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development finance of a medium and long-term nature. The
lack of leadership, enthusiasm and dirth of technical per-
sonnel, made the attempt to revive the movement during the
initial period of independence meet with little oxr no
success. The need for more specialized and flexible insti-
tutions, like those of Iran and Turkey, were felt badly. As
a start, an Agricultural Development Finance Corporation
was set up in 1952 by the government for "the purpose of
expanding finanecial facilities and promoting the develop-
ment and modernization of agriculture in Pakistan.“18 But

in the words of the then Finance Minisgter of Pakistan, "it
was not organized as a bank and lacked some of the advan-
tages of a banking institution."19 So in 1957 the Agricul-
tural Bank of Pakistan was ereated, to organize credit to
agriculturists, cooperative societies and other bodies
corporate. Its scope was wider than thet of the Agricultural
Development Finance Corporation and it was intended to op-
erate ag much in the field of seasonal or short-term finan-
ces as in medium and long-term finances. The two bodies,
which had overlapping functions in many respects, existed
separately until February, 18th 1961, when they were amalga~-

mated into one unit on the recommendations of the Credit

Enguiry Commission, which after extensive survey of the

18 overnment of Pskistan, The Agricultural

Development Finance Corporation Ordinance,
1952 !Earachi: Government of Pakigtan

Press, 1952), DPe 1e

19 "Finence Minister's Address,” rifin
(Kgr%dhi), Vol. III, No. 1, (ApriI-Way,
1962).
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gituation stated that:
Tt was urged by a succession of witnesses that the

present arrangements made for confusion in the
public mind eee... and it is our opinion that a

-

merger willbe an ideal solution both from the view
of the taxpayer who must bear the cost of maintaining
two parallel organizations as well as to correct the
drawbacke of a territorial division of responsibility.
At least some of the organizational difficulties
could be avoided by planning for a decentralized in-
stitution with regional boards exercising wide
powers of execution and depending upon the head
office only for policy guidance and control,
Thus came into being the Agricultural Development
Bank for which recommendation was also made by Mr. Chafic~-
el-Lebban, the President of the Agrienltural Cooperative
Bank of Bgypt, who visited Pakistan on the invitation of the
government in 1954, and recommended among other things, the
settins up of an Agricultural Bank under the sponsorship of
the central government to cover the whole country. The bank
was created under +the Agricultural Development Bank of Pakis-
tan Ordinance to replace the Agricultural Development Finance
Corporation and the Agricultural Bank of Pakistan, and to
make better provisions for affording credit facilities to
agriculturists and persons engaced in cottage industries in
the rural areas, and for matters connected herewith,.g1 The
anthorized capital of‘the bank is Rs. 200 million of which
at least 51 per cent is to be subscribed by the central
government and the remaining shares, if any, are to be

offered to provincial governments, cooperative societies,

20 novernment of Pakistan, Credit Enquiry
Commission Report, 1959, p. bJ.

Government of Pakistan, The Agricultural
Development Bank of Pakistan Oxrdinance 1961
{Xarachi: Government of Pakistan Press, ¥

De 1

21
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and the public in such proportions and on such terms and
conditions as the central government may determine at the

time of each issue.22

MANAGEMENT

Directions and Superintendence: The general direction

and superintendence of the affairs of the bank vest in a

Beard of Directors,

who in discharging its functions shall act on commer-
cial considerations but with due regard to the in-
terests of agrienlture and cottage industries in
rural areas and shall be guided in questions of
oredit and monetary policy by such directions as the
State Bank may from time to time give. If there is

a difference of opinion between the State Bank and
the bank as to whether a particular question is a
question of credit and monetary policy, it shall be
referred to the central government whose decision
thereon shall be final. 23

The Board of Directors: The Board of Directors con-

giats of the Chairman, two central government officers, one
each from the ministries of Finance and Agriculture, two
officers one each from the provinecial governments concerned,
two non officials one each from East and West Pakistan to be
nominated by the central government in consultation with thé
provineial government, and such other persons as the central
government may considér necessary to give representation to
cooperative societies and the public share holders. While
the government officials on the Roard are ex-officio direc-

tors, the term of office of non-officials is three years bhut

a2 state Bank of Pakisten, Agricultural
Credit in Pakistan, p. 92.

23 sovernment of Pekistan, Agricultural De-
velopment Bank of Pakistan Ordinance, 1961,
BDe 3=4.
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they are eligible for reappointment.

Chairman of the Board: The Chairman of the Board of

Directors, who is also the chief executive of the bank, is
appointed vp to a period of five years by the central govern-
ment, and direets and controls the whole affairs of the bhank
on hehalf of the Board of Directors.

Executive Committee: There is an executive committee,

as envisaged in the ordinance, consisting of the Chairman and
the three Directors, of whom at least one is to he a person
belonginz to East and one to West Pakistan and the members
of the executive committee, other than the Chairman, are
elected by the Board. The executive committee deals with any
matter within the competence of the Board and the minutes of
its meetings are laid before the Board at its meeting next
following the meeting of the committee,

-

Head Office, Repsional Offices, and Branches: The hank

inherited at the time of merger from the Agricultural Develop-
ment Finance Corporation and Agricultural Bank of Pakistan

AT branches, 5 sub=hbranches and 22 pay offices out of which
24 branches, 1 sub-branch and 10 pay offices were in Ras?t
Pakistan. Since then the total number of hranches, sub-
branches and pay offices has inecreased from T4 to 96. The ex-

isting position is as follows:

Bast Pakistan West Pakistan Total
Branches 16 28 44
Sub=-branches 16 9 25
Pay 0ffices 10 17 27
42 54 96



These are in addition to the Head 0ffice and 7 Chief Regional
0ffices. The Head Office of the bhank is at Kerachi. Out of 7
Chief Regional Offices, three are in East Pakistan at Dacca,
Khulna and Rajshahi and four in West Pakistan at Lahore,
Rawalpindi, Multan and Suklur,°4

The total number of branches, etec., is still very
much inadeqﬁate to the requirements for disbursing credit.
The government has fixed the target of branches to the ex-
tent of half the total number of Tehsils and sub-divisions
in the country. The total number of Tehsils and sub-divisions
being 224 the bank intends to open 112 branches ete., before
the end of the plan-period, i.e., by 1964-65025 The annual
report of the bank mentions the programme of upgrading 3 pay
offices to sub-brances and starting two new chief regional
offices and five new pay offices in 1962-63 in each wing of

26 As a step towards decentralization, a high-

the country.
powered General Manager has been appointed at Dacca to be
responsible for the whole province.

The Chief Regional offices are headed by & Regional
Manager appointed by the Head Office, and each branch and

sub-branch has a manager as its head. Investigation officers

24 The above figures are taken from Agricul-
tural Development Bank of Pakistan, Annual
Report and Statement of Accounts for The

Year ended 30th June, 1962, De <e

25 State Bank of Pakistan, Agricultural Credit
in Pakistan, p. 105.

26 Agricultural Development Bank of Pakistan,

Annual Report d Statement of Accounts for
the Year ended %Qiﬁ June, i§§2, Pe 3o
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are incharge of the pay offices. There are three categories
of investigating staff, the Investigation Officer, the Assis-
tant Investigating Officer and the Investigzator, who are
attached to the branch, sub-branch or pay offices. This

staff on receipt of an application visits the applicant's
farm and satisfies itself about the credit requirements in
relation to the soundness of the scheme submitted, checks
title of the borrower on the property offered as security,
agaseses its value both on a sale and capitalization basis

and makes reccommendations to the sanctioning authorities.
Investigation officers attached to the branches. and incharge
of the pay offices in "Cash Programme Areas" (eelected by the
government for extensive and intensive cultivation where
special assistance and credit facilities have been provided
to the agriculturists) have sanctioning powers up to Rs. 500,
TIf all the formalities can be completed on the spot, the
surety loans are sanctioned by such investigating officers
immediately. If security is involved, the application is

alsc seen by the legal adviser of the branch to certify that
the title of borrower is clear and loan can be given.27

Teghnical Advisory Committees: A Technical Advisory

Committee consisting of experts in the various fields of
agriculture and banking has been appointed in 1961 at the
Head Office to cive the bank technical advice on schemes to

be submitted to it for financial assistance and other matters

1 "A Glimpse of CENTO Conference," rifin
(Karachi), Vol, III, No. 2 (July-%ugus%,
1962), p. 46.
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of loan policy and procedure.

In addition to the Technical Advisory Committee at
the Head Office, there are Regional Advisory Committees at
the Chief Regional 0ffices of the bank and Local Technieal
Advisory Committees at branch and sub-branch offices. While
the Regional Advisory Committees advise the Chief Regional
Managers on matters of policy, such as expansion of the
bank's loan operestions, determination of the priorities of
loans having recard to their purposes, ete., the ILocal
Advisory Committees at branch and sub-branch level advise
and assist the branch managers in the disposasl of loan
applications also.

The Advisory Committees at the Chief Regional 0ffices,
according to the Ordinance of the bank, shall consist of the
following members:

a) Three officers serving under the provincial govern-

ment concerned and nominated hy that government;

b) three non-offiecisls representing the agricultural

interest of the region; and

¢) the Regional Manager, who will act as its Chair-

man ., 20

Authorized Business: The bank has been avthorized to

give eredit in cash and kind to agriculturists for the pur-
pose of agriculture and to persons engaged in cottage indus-
tries in rural areas for the purpose of such industries. The

term 'egriculturist' for the purpose of the bank means:

28 Government of Pakistan, Agricultural De-

velopment Bank of Pakistan Ordinance, 1961,
De Do
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any individual engaged in agriculture or in the
development of agriculture or agricultural prod-
uets or in storage, warehousing, marketing, or
processing of agricultural produce, and any public
or private company or cooperative society ineorpo-
rated or reristered by or under any law for the

time being in force and so engaged, and any person,
company or cooperative society incorporated or
registered as aforesaid, who satisfies the bank that
the loan to be taken shall be spent on agriculture
or the development of agriculture or agricultural
produects or on the storage, warehousing or marketing
or processing agricultural products.29

The bank also accepts deposits, borrows for the purpose of
its business against the security of its assets, and is
avthorized to issue and sell bonds and debentures, to accept
movable or immovable property as security for its loans, to
buy stock and supply on credit, seeds agricultural machinery,
implements and fertilizers, to subseribe to debentures
maturing 10 years of any body corporate concerned with agri-
culture, or the financing of agriculture or the finaneing of
cottagze industries.

Loan Policy: Loans are granted for meeting the cost

of fertilizers, seeds, agricultural implements, development
of agriculture through such methods as sinking of tube-wells,
improvement of irrigation system, ete.,,cattle and sheep
breeding, cottage industries in rural areas and marketing of
crons, ete. Tioans can bhe granted against pledge, mortgage,
hypothecation or assignment of movable or immovable proper-
ties of the borrower or his surety or unconditional bank
guarantee of a schedvled bank or by discounting, buying or

rediscounting bills of exchange and promissory notes bearing

29 Ibide, pe 1e
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two or more good signatures, one of which should be that of
a scheduled hank or that of a ccoperative bank or other ne-
gotiatle instrument.

Types of Toans and Security: The bank's regulations

provide for three types of loans, (1) short-term, (2) medium-
term and (3) long-term. A short-term loan is for periods
upto 18 months for financing cost of raising crops/marketing
crops while medium-term loans are granted for periods of
more than 18 months and not exceeding 5 years for purchasing
agricultural implements, livestock, ete. Long=term loans,
which are for periods exceeding 5 years, are to finance

funds for the development of agriculture, purchase of tractor
and other heavy machineries and installation of tube-wells,
ete.

While short-term loans upto Rs. 1,000 may be zsranted
against a bond with one or more personal sureties and where
considered necessary a charge on the property of the borrower,
other loans must bhe fully secured. Medium-term loans are re-
quired to be secured by mortgage of immovable property but
the bank can accept gold, zcovernment or life insurance
policies in suitable cases. Ordinarily loans are granted in
kind but cash loans are also given at the discretion of the
hank. The cagh loans are granted in installments, each in-
stallment subsequent to the first, being advanced only after
varifying that the borrower has utilized the previous in-
stallment for the purpose for which the loan was granted.

Loans Disbursement and Recoveries: The total loans
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sanctioned since the establishment of the Agricultural De-
velopment Finance Corporation and Agricultural Bank of Pak-
istan upto 30th June, 1962, amount to Rs. 277,625,066 out

of which an amount of Rs., 229,458,707 was disbursed. During
1960-61 the amount of loans sanctioned and disbursed amounted
to Rs. 77,578,509 and Rs. 69,089,678 respectively. The
corresponding figures Tor 1961-62 are Rs. 94,954,852 and

Re, 87,456,324 respectively. The total recovery during
196162 was T6.40 per cent as compared to 83,00 per cent in
1960-61,2°

Sources of Funds: As the capital of the bank is in-

adequate for its loaning operations, it has been borrowing
from the State Bank which amounts to Rs. 78,70 million till
October, 1962, and had been secking to suplement its re-
sources by securing deposits, other than the current account,
amounting to Rs. 2,515,933 on the 30th June, 1962.31

Training of Staff: The Establishment of new offices
posed a number of problems for the bank, the most important
of which is to find trained personnel., It, however, takes a
long time for a staff to be trained to take up their regular
duties and to discharge them efficiently.

Yet in order to meet the pressing demand for

opening more and more offices, the bank has been
forced to entrust regular work to them before they

30 Agricultural Development Bank of Pakistan,

Annval Report and Statement of Accounts for
the Year ended 30th June, 1962, p. O
3 "Agricultural Development Bank of Pakistan,"

%grifin (Karachi), Vol, III, No. 4, (September-
ctober, 1962), p. 32.
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could qualify themselves for holding these

POBtBeesereensal?

The need for properly trained staff was recognized by the
bank as well as its predecessors. The Agricultural Develop-
ment Finance Corporation had made arrangement for training
of field and accounts staff at the National Bank of Pakistan
and agricultural colleges. The staff was also required +to
have a basic knowledge of agriculture, economies, hanking
law and practice, tenancy laws and accountancy. The Agri-
cultural Bank of Pakistan had started a training centre in
1957. The trainees were also given practical and theoretical
training at agriculture eollegzes and in revenue and settle-
ment work. The Agricultural Development Finance Corporation
had established its own institutes at Dacca =nd Karachi in
1960 that provided training facilities for investigating
officers only and these institutes are retained by the bank
for the same purpose.

More and rapid inecrease in the number of the bank's
offices is very essential to achieve the objective of main--
taining closer contacts with the agriculturists and providing
credit as near their homestead as possible. But a successful
loan operation can only bhe achieved when the staff of the hank
are fully trained and efficient to shoulder the responsibility

of this technical and unusual job.

32 Agricultural Development Bank of Pakistan,
Anmmual Report and Statement of Accounts forx

the Year ended 30th June, 1962, Ds 3.




CHAPTER VI

ORGANIZATION OF AGRICULTURAL CREDIT IN PAKISTAN:
COOPERATIVE CREDIT STRUCTURE

As a means of reaching the last man in the last
village (in comparatively less developed countries),
cooperative credit has no rival except the money-
lender, it offers the only possible method of proved
merit for reaching the neople as a whole, It is the
only practical alternative to usnry.’

H, Calvert

According to Belshaw:

Cooperative of one form or another is an essential
requirement for continuance of a social organiza-
tion, and in rural areas in underdeveloped countries
it ranges all the way from ad hoc group activities
in cultivating the field, harvesting or undertaking
communal works, to continuing more or less systematic
arrancements, expressed, for example, in the struc-
ture of the tribe or the local zovernment of the
village through its panchayat or council of elders,
or through statutory local government authorities
more or less on the western model.2

A cooperative is essentially a western form of or-
ganization possessing certain well-defined charac-
teristics, designed to promote self-help and mutual
help. Its membership is usually voluntary, based on®
the mutual interest in removing a disadvantage or
achieving a desirable objective, and requiring a
willingness and ability to conform to the conditions
agreed upon.3

L He Calvert, as quoted in Rural Progress
Through Cooperatives (New York: Unﬁfea

Nations Department of Economic Affairs,
1954), p. 40.

2 Horace Belshaw, Agricultural Credit in
Economically Underdeveloped Countries
(Rome: Food and Agricultural Organization
of the United Nations, 1959), p. 145.

3 Roger Thomas, "The Role of Cooperatives in

Farm Credit," The Agricultural Fconomist,
Op. cit., p. 18
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Cooperatives were first developed in Germany by
Raiffeisen in 1854 in the form of small local credit associa-
tions and village banks and were intended to do more than
simply overcome the power of local money-lenders. Its opera-
tions were limited to a parish on village, and entry to
membership was based on personal character as well as on the
need for credit.4 This movement quickly spread all over the
world. By some it is regarded as a sine qua non that a coop-
erative emerges out of 'felt needs' as happened in the United
States and in many of the European countries. But in under-
developed countries especially, it seldom operates in this
way. According to Belshaw,

In underdeveloped countries, some leadership from

outside the group is a normal requirement (and)

if cooperatives are to develop on any scale, this

must usually be provided by the government. 5

In Indo-Pak sub-continent, the cooperative move-
ment, according to Food and Agriculture Commission's report,

Owes its origin rather to the individual enthusiasm

of certain government officers in former days who

wished to encourage people in the rural areas to
enancipate themselves from middlemen and money-
lenders.......Its main concern has been access to
cheap credit so that small men by combing together
could help themselves to improve their incomes and
establish a better bargaining position.6

The cooperative movement was sponsored in the Indo-Pak sub-

continent at the turn of the century by the then government

4 United Nations, Rural Progress Through
Cooperatives, op. eif., p. 4T.

5 Belshaw, op. eit., p. 146.
Government of Pakistan, Report of the

Food and Agriculture Commission, p. 178
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of India with the object of "providing credit at reasonable
terms to the rural masses so as to afford relief to them from
indebtedness to the money-lender.“7 The Cooperative Societies
Act was passed in 1904 and societies on Raiffeisen pattern
were promoted. The Cooperative Societies Act II of 1912 also
introduced a three tier system in the cooperative movement:
(1) Primary societies at the village level, (2) the Central
Banks and the Central Unions at the secondary level, and

(3) Provineial Banks at the top. Cooperation was made a
provineial subject in 1918 and until 1925, the Central Act

of 1912 continued to be in forece in all the provinces and
still applies in Pakistan.8

Pogition at and after Partition: When Pakistan came

into being, the cooperative movement was in an inactive
state particularly in East Pakistan so far as the primary
level was concerned. On paper some 36,000 agricultural
credit societies existed 4n the country and in Bast Pakistan
alone, there were about 27,000 such societies, the wvast
majority of which were not really active or operative but
were dormant for all practical purposes.

After partition the cooperatives in West Pakistan
were called upon to fill the vaccum created in the field of

commercial lending which by any means was not an encouraging

7 Report of the Committee of Direction, All
India Rural Credit Survey, Survey Report,
Vol. I, Part 2 (Bombay: Reserve Bank of
India, 1957), p. 184.

8 State Bank of Pakistan, Agricultural Credit
in Pakistan, op. cit., p. 3b6.
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sign. In East Pakistan the first task was to create an apex
bank at Dacca as the provineial bank for undivided Bengal
had its headquarter in Calcutta (India). Accordingly the
East Pakistan Provinecial Cooperative bank was established in
1948. Simultaneously the Provincial Cooperative Department
took steps to revivie the cooperative movement through the
establishment of some 4,000 new societies known as the Union
Multipurpose Societies and the liquidation of the moribund
societies. With a few exceptions, the new societies could
not for a long time get off to a start because of the non-
availability of funds from the provineial or central banks.
The former was not in a position to help as its limited re-
sources were employed in financing other activities and the
latter were virtually moribund.9

Thus for about a decade after independence the coop-
erative movement did not make any significant contribution
in the shpere of rural credit and the All India Rural Credit
Survey Report while discussing the causes for its failure,
reserving some of the social and economic causes, stated
that

these may be classified as structural and functional,
in so far as they relate, respectively to the organi-
zation and working of cooperative credit societies
and banks; in addition, the level of education
generally, and the lack of training of cooperative
personnel in particulare..ce.e.!0

The same was the condition of cooperatives in Pakistan also,

9 Ibid., p. 38
10 The Committee of Direction, All India Rural

Credit Survey. The General Report, (Abridged
Edition) (Bombay: Reserve Bank of India, 1956),

pe. 107
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but the cooperatives have assumed a new and pressing impor-
tance since 1947 in the context of Pakistan's development.
The Pakistan Agricultural Enquiry Committee (1951), expressed
the view that “the basis for increased production and improved

"1 The Planning

marketing may be agricultural cooperatives."
Board observed in the First Five-Year National Development
Plan (1955-60), that "in the sphere of credit especially, we
see no wholly satisfactory substitute for cooperatives in

the ultimate objective."12 The Credit Enquiry Commission in
its recommendations assigned 2 prominent role to cooperatives
in the field of rural credit. The Food and Agriculture Commi-
ssion called for "a display by government of its conviction
that the development of genuine and successful cooperatives
is one of the cardinal points of its farm policy."13 The
Governor of the United States Farm Credit Administration
while reading a paper to the CENTO Conference on Agricultural

Development Banking stated that

effective agricultural credit services is not an
objective or an end in itself; it is only a means
to an end. That end is improved incomes and stand-
ards of living for farm families and an ample
supply of food and other agricultural products for
each country (and) credit cooperatives can display

Government of Pakistan, Report of the -
ricultural Enquiry Commi¥Tee, 1951 (Karachi:
Government of Pakistan Press, 1952), De 55
12 . y National Planning
Board, The First Five-Year Plan 1955-60,
Op. cite, pe 295.
13 2 , Report of the Food
and Aé§;culture Commission, op. cit.,
DDP. 181-B2

11
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an important role in attaining this end.14

While recounting the advantages the above authority lists

the following as the potential advantages of credit coop-

eratives:

a)

b)

c)

e)

It provides training and experiences in the demo-
cratic process.

Encourages thrift and attention to financial obli-
zations.

Increases capital accumulation.

FPacilitates technical supervision both in the use
of credit and in the organization and management
of more productive farming operation by the
farmer.,

It has greater bargaining power in production,

marketing and storage of the farmer's produce.15

Notwithstanding the above, it is only in recent years

that signs of regeneration are discernible in the cooperative

field. The government in the country now, have a greater

consciousnegs of the role of cooperatives in the service of

the agriculturists. Programmes are afoot in both wings of the

country for extending the cooperative sector. The steps that

are contemplated seek to employ the cooperative agency in

the various fields of rural development, but credit contin-

ues to occupy a predominant position in the cooperative

14 R. B. Tootell, "Credit Cooperatives as an

Effective Tool in Providing Agricultural
Credit," Credit Rural and Coo?erative, Vol. X,
No. 4, (October-December, 1961), De 27

15 Ipbid., pp. 30-31
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activity. Credit operations are to be linked with marketing
and supply activities. A great deal of thought is being given
to genuinely strengthening the primary societies through

elaborate education and extension services.16

COOPERATIVE CREDIT STRUCTURE IN PAKISTAN:

E?IMARI COOPERATIVE CREDIT SOCIETIES

The finanecial structure of the cooperative movement
is broadly speaking, federal in its conception. The coop-
erative credit structure comprises of a three tier system
with the Provincial Cooperative Bank at the_toP, the central
bank, the central union and the central multipurpose socie-
ties at the intermediate level and the primary societies at
the base or village level., The whole structure thus can be
visualized as a pyramid having three stages.

Primary cooperative credit societies form the base
of the cooperative credit structure and constitute its most
important link. They occupy a predominant position in the
cooperative movement, and as Wolff observed,

It is the local society, the single brick at the

bottom layer upon which the intended fabric has

E;o;?s¥fwhich makes for the safety of the organiza-

Each society is an autonomous body whose supreme

authority rests with its members in the general meetings and

o State Bank of Pakistan, Agriculture Credit
in Pakistan, p. 38.

¥ Wolff, as %uoted by Bashir A. Khan in
"Problems of Rural Credit in Pakistan,"
The Agricultural Economist, op. ecit., p. 31,
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its day to day affairs are generally looked after by a
Managing Committee, elected by the general members, and by
an Honorary Secretary, elected by the Managing Committee.
The honorary post of the Secretary or the Manager has not
been a satisfactory arrangement and the difficulties of
gocieties are attributed very larzely to the absence of
full-time secretaries or managers. According to Mirza,
Generally the Secretary is a person who is not
educated, knows little of accounting, has little
or no experience in running such agencies, has
little time to devote to its business and in most
cases has little incentive to do the work.18
It is the job of the Secretary to see that the loan is
advanced to the right party and has to go from member to
member to collect the dues of the society at the time of the
harvest. These honorary secretaries being busy during the
harvesting seasons with their own works, give little atten-
tion to the society's job and either do not exert them-
selves at all, and if they do, it is only for their own
benefit., The Credit Enquiry Commission strongly recom-
mended the appointment of a paid manager or a secretary,
their salary to be paid by the cooperative banks to which
the society is affiliated and these banks may be subsidized
indirectly in order to meet their responsibility towards

the primary societies by allowing a concessional rate of

interest on their borrowing from the State Bank and per-

L M. Javid Mirza, "The Role of the Coop-

erative Credit and the Causes of its Slow
Growth in Pakistan," The Agricultural
Economist, ope. cit., D. 47.
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mitting them to retain sufficient margin between their
borrowing andllending rates. The Credit Enquiry Commission
expects the primary societies to meet an increasing part of
the cost of the paid manager, and a gradual shift towards
bearing the full cost within a certain period.19

Nature of Primary Credit Societies: Some of these

societies are single purpose and scme are grouped as multi-
purpose credit societies. There are societies which have
limited liabilities and others have unlimited. The following
is the situation in Pakistan.

Single vrs. Multipurpose Society: The multipurpose

society has been advocated on the reasonings that the coop-
erative must encompass all aspects of the cultivators life
and that to restrict the effort to credit can only lead to
failure. It is argued that specialization at the primary
level is out of question, if only because of the pauncity of
trained personnel to look after various societies and that
the cost of administration will bte too high. Mr., Johnson of
the United States Operation Mission in Pakistan states thatA
"the multipurpose society is a logical approach to the
solution of many problems of farming."®" But the Credit En-
quiry Commission in its report stated that

while recognizing that it is not the most desirable

course to set up a multiplicity of institutions in
small villages, we feel that it is more important

9 Government of Pakistan, Credit Engui
Commission Report, 1959, pp. 30-3
20

Edwin C. Johnson, Suggestions for Improvin
Agriculture Credit in Pakisten !Karacﬁi:USéM/

Pakistan, 1960), p. 12. (Mimeographed).
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not to venture into transactions of a complexity
that is beyond the capacity of the average manage-
ment committee. The single purpose credit society
is necessary to establish clear-cut links with the
financing institutions of the cooperative movement
and to permit an accurate evaluation of the credit
record and standing of the society. We, therefore,
recommend that the primary credit society should be
a single purpose society. It may be linked in some
manner with marketing or supply societies either
functioninz at its own level or at a higher level,
such as the marketing centres at the union head-
quarters.2]

Limited vs. Unlimited Liability: The questions as to

the nature of liability of the credit societies is quite
debatable. The principle of unlimited liability has sub-
stance and validity only under conditions of mutual know-
ledge and trust which have not been much in evidence in the
village society and are ruled in the multi-village societies.
In spirit, unlimited liability society is essentially of
cooperative character and creates a sense of collective res-
poneibility and mutual watchfulness amongst members. Further,
since cooperatives are generally organized for persons of
small means whose individual credit warthiness is low, the
unlimited liability basis enables them to jointly command
credit sufficient to satisf; their perspective needs. The
Credit Enquiry Ccmmiscion recommends that
the choice between limited and unlimited liability
may be left to the members themselves at the time of
their incorporation into new societies and that ex-
istinz societies which are working successfully on
unlimited liability basis should not be converted
into or merged with new societies established on

limited liability without the consensus of a majority
of members.22

21 Government of Pakistan, Credit Enquiry Commi-
ssion Report 1959, pp. 33-34

22 Tbid., p. 32.
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The State Bank Report states that

limited liability is generally accepted as more

desirable than unlimited liability and esececes

that liability will induce the more affluent sec-

tions of the rural community, which in the past

Vousie usibars of SGEUSLibEyDd | | e oire A

The government's policy on the above points based
upon the recommendations of the Credit Enquiry Commission is
now as follows:

a) At primary level there should be a single-purpose
primary credit society. A big village may have
more than one primary credit society or conversely
two or more small villages may combine to have
one primary credit society. This, however, does
not rule out the existence of a multipurpose
society at the primary level.

b) A primary credit society should consist of indivi-
dual producers and should advance loans to only
its members. It should be organized on a limited
liability basis.2?

Bast Pakistan has favoured large-sized societies
with limited liability and multipurpose objectives. In place
of the 27,000 primary agricultural credit societies that
existed at the time of partition, government promoted the

establishment of some 4,000 new societies lknown as Union

Multipurpose Societies and has its area of operation extend-

23 State Bank of Pakistan, Aericultural Credit
in Pakistan, p. 41.

24 Ipid., p. 42.
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ing to the boundaries of the union and is much larger in
size and scope than village societies. Although the societies
were designated as multipurpose, in practice, they have so
far remained single-purpose societies undertaking only
credit business., To retain the large-size character of the
union multipurpose society and to preserve the essentials
of cooperation the question of dividing each society into
wards is under the consideration of the provineial government?5

The cooperative setup in former Sind, originally com-
prised of small-size societies with unlimited liability.
The movement was severely hit by the depression of 1930's.
The present pattern is based on largze-size societies amal-
gamating the small ones, and are generally called central
cooperative societies and those of them that are able to
build up capital of Rs. 20,000 are designated as Taluka
banks. The Taluka banks or the Central Cooperative Society
is intended to serve the requirements of middle class
farmers. For large-size holdings a separate type of insti-
tution known as Zamindari Bank exists, and those members |
whose land assessments exceed Rs. 300 are eligible for mem-
bership of these banks.

In the former Punjab and the Frontier Province the
majority of societies are still small-size with unlimited
liability. Since 1958-59 a new type of society known as

€2 Government of Bast Pakistan, Agriculture
Department, Cooperative Directorate, Annual
Departmental Report of the Registrar, Bast
Pakigstan Cooperative Socletlies for the Year
T950-60 (Dacca: BLast Pakistan Government
II‘GSB, 1962)' De 14—0
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Development Society has come into being which is to perform
the jobs as done by the multipurpose credit societies and to
promote viable societies.

Security for ILoans: Loans by cooperative societies

are at present given in East Pakistan, Hyderabad and Khair-
pur Divisions (West Pakistan) against mortgage of land. In

East Pakistan a mortgage deed known as 'karbarnama' is ex-

ecuted and is valid for a period of 12 years. In Hyderabad
and Khairpur Divisions automatic charge is created against
land as soon as a person becomes a member of a society. In
the regions of former Punjab and Frontier province, coop-
erative loans for short-term purposes are mainly given
against personal security.

Methods of Lcan Recovery: Loans are recoverable in

East Pakistan as arrears of land revenue and décrees are
executed-what is known as the certificate procedure, and the
secretary with the assistance of the land revenue field
staff is responsible to collect the dues. In Hyderabad and
Khairpur Divisions also cooperative dues are recoverable |
as arrears of land revenue with the added facility that

the cooperative departments are empowered to execute
decrees for the recovery of dues. In the former Punjab and
the Frontier Province, however, the position is somewhat
different. While cooperative officials can, as in the rest
of the country, deliver awards, execution of deecress has to
be accomplished through the normal machinery of courts of

law and the decreed amount cannot be recovered as arrears
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of land revenue. Because of this procedure the recoveries
in these two regions are lower than the other parts.

Rates of Interest: Ty, rate of interest charged on

advances varies from 6 per cent to 9 per cent. The rates
have been brought down in some areas as a result of govern-
ment's decision following the recommendation of the Credit
Enquiry Commission that "primary agricultural societies shall

n2b

not charge more than 9 per cent on their loans. The rates

of interest which the societies have to pay to central finan-
cing agencies range from 4}, per cent to 6 per cent.

Land Mortgage Banks: For medium and long-term loans

the cooperative credit structure also provides for ILand
Mortgage Banks at the base., West Pakistan has practically
no such banks at present, although a few existed before par-
tition. In East Pakistan, there were eight Land Mortgage
Banks at the end of 1959-60 with a membership of 7567 and a
share capital of Rs. 271,000, In 1959-60 they advanced Rs.
632,000 to agriculturists for redemption of old debts and

permanent improvement of land.27

CENTHAT, COOPERATIVE BANKS

In Pakistan Central Cooperative Banks have been an
important part of the cooperative structure. The primary

societies in a given area, at distriet or lower levels,

26 Government of Pakistan, Gredit Enquiry
Commission Report, 1955, Pe D1

=1 Government of East Pakistan, Agriculture
Department, Codperative Directorate, Annual

D tmental Report of the Registrar, Bast

Skigt%g Coogergtixe Societies for the Year
B‘b,Poa
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unite to form the stock of this bank. The central banks
make loans to their primary societies and these affiliated
gsocieties in turn deposit their surplus funds with central
banks which could direct them to other societies whose re-
quirements exceed their own funds. These banks were mainly
intended to supply credit requirement of farmers through
union or primary credit socities that exist in every dis-
triet of Bast Pakistan and the former Punjab with some dis-
tricts having more than one. In 1960, government decided
that in the interest of viability, there should not be more
than one central bank in a district.

Membership and Management: Membership in central
cooperative banks in both the wings of the country com-
prises of individual and societies. Individual membership
was considered necessary in the earlier stages in order to
enlist the interest of the urban and trading classes and to
form institutions of a size and composition which would be
more likely to attract deposits of the wealthier section of
the community living in towns. The bylaws of most banks,
however, require that at least 50 per cent of their shares
should be held by societies. But this has not prevented
many banks from individual domination. The Credit Enquiry
Commission was of the view that some of the difficulties ex-
perienced by the cooperative banks can be traced to the
presence of individual members with little personal stake
in the institutions from which they obtain their finances

and it stated that,
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there is a fundamental contradiction of cooperative
principle in having urban, middle class leadership

in cooperative banks whose interests are not always
in harmony and indeed mag be quite inimical to the

true cooperative spirit,.28

The commission accordingly recommended the removal of the in-
dividuals entirely from the membership of the cooperative
banks.29

The setup of the central cooperative banks is like
that of a commercial banke. The share holders elect a Managing
Comnittee which acts as the Board of Directors with a Chair-
man appointed from among the members and is responsible for
the day to day business of the bank. Writing about the adminis-
tration and the financial position of the central banks, the

Credit Commission remarks that

the financial position of the cooperative banks is
one of the index of their condition. It reflects
but cannot convey entirely the lack of competence
with w%%ch many of these institutions are adminis-
tered.

50 bad is the administrative and financial position of these
banks that the Registrar, Bast Pakistan Cooperative Societies
mentioned in his Annual Report (1958-59) that

To tone up general administration and effiecienecy in
the management of central societies, elected
committees for 15 mismanaged central societies

were superseded and replaced by committees appointed
by government and departmental officers were posted
as the executive officers of central societies where-

2% novernment of Pakistan, Credit

Enquiry Commission Repor¥, 1959,
pp. 50-51,

9 1bid., p. 51
30 Ipid., p. 43
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ever needed.>

Commercial Tending: In addition to advancing loans
to the primary societies and to individuals engaged in agri-
culture the ecentral cooperative banks had to shoulder the
responsibilities of commercial lending because of the vaccum
created by the partition of the Indo-Pak sub-continent. Once
having got into commerecial lending on large scale these
banks have been reluctant to gzive it upe. The Credit Enquiry
Commission felt that the cooperative banks "by financing the
processing and trading intermediaries in the private sedtor
have done great injury to the cooperative movement," and it
called for "a phased withdrawal from commercial lending de-
pending upon the development of the commercial banking faci-
lities and the absorptive capacity of primary societies."32
The State Bank has also consistently supported the view that
"in engaging in commercial lending, as a matter of normal
business, the central cooperative banks are diverting much
needed resources from agricultural sector."33 The rate of
interest charged by the central cooperative banks ranges
from 4% to 6 per cent.

In addition to the central cooperative banks, there

L Government of East Pakistan, Agriculture
Department, Cooperative Directorate,
ual D tmental Report of the Registrar,

Annual Departmental Repox istrar
Basgt Pakistan Cooperative Societies, for the

Year 1958-59, p. 8.

32 Government of Pakistan, Credit Enquiry Commi-
ssion Report 1959, p. 5T.

33 State Bank of Pakistan, Asricultural Credit
in Pakistan, p. 57.
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are cooperative banking unions and central multipurpose
societies in some places. Cooperative banking unions are
to be found in smaller towns in former Punjab. Their mem-
bership is confined to societies and, unlike cooperative
banks, their profits are not divisible. Central multi-
purpose societies were organized in Bast Pakistan under a
programme of rehabilitation of the cooperative movement.
Primarily they are intended to assist primary societies
through marketing and other allied activities. According
to the State Bank Report,
A number of these societies have, however, become
involved in credit business, especially at places
where central banks do not funetion effectively,
Stivetions in thess areass 34 0 T o ool dnc
By the end of 1959-60 there were 30 central banks,
18 banking unions, 2 industrial banks, 11 industrial unions
and 4 other central institutions with 81 branches in all in
West Pakistan and in East Pakistan there are 56 central
banks and 62 multipurpose societies and according to the
scheme approved under the Second Five-Year Plan, 54 central
banks will be retained, one in each sub-division of the

35

province.

PROVINCIAL OR APEX COOFPEHATIVE BANKS

The apex banks are the highest point of the pyramid
which starts with the primary credit societies at the base

34 State Bank of Pakistan, Agricultural Credit
in Pakistan, ps 52

35 1bid., p. 53.
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and the central cooperative banks at the secondary stage.
At the time of independence there were three apex coop-
erative banks in Paskistan, one in each former provinces of
the Punjab, Sind and in Bahawalpur state. Bast Pakistan
started without an apex bank, but a new provincial coop-
erative bank was established soon after partition. In
1948 the Frontier Cooperative Bank was established as an
apex bank for the region with the merger of a number of
central bhanks. Another bank known as the Regional Coop-
erative Bank ILtd., was setup with its headquarter at Hy-
derabad to function as the apex bank for Hyderabad and
Khairpur Divisions.

Membership and the Management.

Membership in the Punjab Provinecial Cooperative
Bank, Regional Cooperative Bank (Hyderabad), and East Pak-
igtan Provineial Cooperative Bank has always been limited
to cooperative institutions. The 3ind Provincial Cooperative
Bank and the Frontier Cooperative Bank were in the past
also admitting individuals as members. According to the
government's decision not to have individuals as members
of the central and apex banks, it is expected that these
banks will cradually reduce the holdings of individual mem-
bers.

The management of the apex banks is usually vested
in committees elected from among the share holders. The
central banks are the prime share holders in the apex banks.

The management of the Punjab Provincial Cooperative
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Bank Ltd., is vested in an Executive Committee which can
consist of not more than 21 members. One member is elected
from each district of the former Punjab and one member each
from the area of operation of former Bahawalpur State and
the Frontier Province. The Registrar is authorized to nomi-
nate on the committee as member, an experienced non-official
cooperator from amongst elected representatives of member
banks to the general meeting of the bank. The Banking Advi-
ger to the Cooperative Department or, in the event of there
being no Banking Adviser, any officer of the Cooperative
Department nominated by the Registrar shall be ex-officio
member of the Executive Committee. The Registrar is ex-
offiecio President of the bank and the Executive Committee
and the Working Committee. Provision also exists for a
Working Comnittee of not more than eleven persons to be
appointed by the Executive Comnittee out of its own members.
The Working Committee may perform such functions and exer-
cise such powers as may be entrusted to it from time to
time by the IExecutive Committee. There has been no Wbrking
Committee and the Executive Committee conduets all the
affairs of the bank.

The 5ind Regional Cooperative Bank Itd., which came
into existence on 14th October, 1962, as a result of the
merger of the Zind Provinecial Benk Ltd., and the Regional
Cooperative Bank Itd., is under the direction of an interim
Board of Directors and this Board is to continue until such

time as an elected board starts functioning. The Registrar,
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Cooperative Societles, is the ex-officio Chairman of the
Board.

The Central Board of the Frontier Cooperative Banks
Ltd., consists of 21 Directors, two elected representatives
of the member societies, one representative of individual
share holders from each district having a branch of the
bank, and two members nominated by the Registrar. The Cen-
tral Board may aproint from amongst its members a small
Workinz Committee of not more than eicht members (exeluding
the ex-officio President). It is provided that the Regis-
trar, Cooperative Societies, Peshawar or any officer autho-
rized by him shall be ex~-officio President of the bank and
Chairman of the Central Board and the Working Committee.

The elected Managing Committee of the East Pakistan
Provincial Cooperative Bank.Ltd., was superseded in March,
1957 and since then the Manazing Committee appointed by the
provincial government has been incharge of the bank's affairs.
The elected Managing Committee used to comprise of 15 mem-
bers of which nine were to be elected representatives of |
affiliated societies and the rest to be appointed by the
provincial government. The nominated Managinz Committee con-
sists of nine members and the Registrar, Cooperative Societies,
is the ex-officio Chairman.

Loaning Policy: In common with other cooperative

bankg, the loaning policies of apex banks have undergone
drastic changes in the post-partition period and the loans

given to individuals werelmostly for marketing of agricul-
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tural produce and for other commercial purposes. For many
years they were occupied with commercial lending. In recent
years, however, under the State Bank's persuation and as a
result of the decision of the government that the cooperative
banks should channelize their activities into genuine coop-
erative activity, there has been a major reduction in ad-
vances to individuals. The normal rate of interest charged
by the apex banks is from 4} per cent to 5 per cent and get
their funds at an interest rate 1 pexr cent below the Bank
Rate from the State Bank.

Recommendations of Credit Enguiry Commission
The Credit Enquiry Commission took stock of the

credit situation in the country in 1959 and recommended that
three apex banks should continue to operate in West Pakistan
and that all Central Cooperative Banks in their respective
regions should be mergzed into them with the objective of
establiching a strong institution in each region. For East
Pakistan it was suggested that the province should have at-
least two apex banks in view of the poor communications.36
The government after considerins the recommendations, how-
ever, decided that the three-tier system in the cooperative
movement should continue and that there should be only two
apex banks, one in each province.37

No change in the position in BEast Pakistan was re-

36 Government of Pakistan, Credit Enquiry Commi-
sgion Report 1959, pp. 50-51.

3T State Bank of Pakistan, Asricultural Credit
in Pakistan, p. 65.
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quired but in West Pakistan an apex bank for the whole pro-
vince, in the implementation of the government's decision,
has yet to come formally into being. It has, however, been
decided that the Punjab Provineial Cooperative Bank ILtd.,
would ultimately be converted into the apex bank for the

whole of West Pakistan.

PROVINCIAL COOPERATIVE DEPARTMENTS

In each province there is a Cooperative Department,
better known as Cooperative Directorate in Bast Pakistan and
headed by a Registrar and a staff supervising the cooperative
movement. These departments have important and vital fune-
tions to perform in encouraging the establishment of primary
societies and the central cooperative banks on a sound basis,
supervision of these societies and the banks and to take
care of the training and education of the staffs of the de-
partments as well as the personnel of the whole cooperative
structure. The departments have considerable power of super-
vision and control of these societies, central banks and
the apex banks, through its participation in their manage-
ment.

Organization of the Department: The Registrar of the
Cooperative Societies is the head of the Cooperative Direc-
torate in Bast Pakistan and of the Cooperative Department
in West Pakistan and is the Chief Officer on whom lies the
proper execution of policies and growth of societies. Under

the Registrar in East Pakistan is four Deputy Registrars and
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a score of Assistant Registrars for audit, industrial matters
and for other cooperative matters. In West Pakistan there is
one Joint Registrar and 13 Deputy Registrars and a number of
Assistant Registrars. The Registrar is represented in most
of the apex banks and central banks personally or through
his representatives, as the President of the banks and the
Chairman of the Managing Committees. The backbone of the de=-
partment's field staff is the sub-inspector in West Pakistan
and Assistant Inspector in East Pakistan. His functions are
to educate the villager so that he becomes conscious of the
advantazes of the cooperative effort, to frame bylaws for
societies, to get societies resistered, to inspect societies
with a view to ensure that they function according to the
Cooperative Societies Act and the rules, to audit the
accounts of societies, to see that loans are made on sound
lines and that requisite steps are taken for recoveries of
the loans. The Sub-Inspector or the Assistant Inspector has
on an average charge of about fifty cooperative societies
and "it is on his efficiency," says the Registrar, West |
Pakistan Cooperative Societies, "that much of the success-
ful working of the piimary societies dependso"BB These Sub-
Inspectors or the Assistant Inspectors are, therefore, res-
ponsible both for the supervision and audit of the primary
societies and sometimes there being no Honorary Secretary

38 M.H. Shah, "The Role of Cooperative Credit
, and the Causes of its Slow Growth in Pakis-

tan, " ggricultpre Economist, op. eit., p. 15
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forthecoming, acts as the secretary of the societies, A de-
tailed organizational and administrative charts of the de=-
partments follow at the end of this chapter,

The Credit Enquiry Commission was very critical
about the inefficiency and mal-administration of these co-
operative departments and recommended the upgrading of the
rank of the Registrar not below that of a Divisional Commi-
gsioner, to provide effective leadership to the movement
and a corresponding upgrading in the status of Deputy and
Assistant Registrars. It sugcested a careful selection,
proper training and a long tenure at one place and office.
It further recommended that the Registrar should be em-
powered in specific circumstances, to supersede the managing
comnittee of the primary societies, entertain appeals from
individuals who have been refused membership by a coop-
erative society, and that the cooperative dues should be
treated as arrears of land revenue in both wings of the
country and officials of the Cooperative Department, not
below the rank of Assistant Registrars, should have powers
to execute decrees. It recommended that audit should be the
sole responsibility'of the cooperative departments.39

As far as the control of the central cooperative
banks and the provincial banks were concerned, the Credit
Enquiry Commission stated that

the most important steps needed to rectify the
existing state of affairs is to reorganize the

39 Government of Pakistan, Credit Enguir
Commissgsion Report 1 sy PDe 3?-3%
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cooperative banks into strong and autonomous in-
stitutions, completely independent of the coop-
erative departments. The existing control of these
banks by the Registrar has been found to be in-
effective and may have contributed to undermining
the financial solvency of the banks. We, therefore,
recommend that the reorganized apex banks should be
declared scheduled banks and subjected to the
control now exercised by the State Bank over all
banking companies under existing banking legis-
lation.40

40 1p3i4., pp. 48 and 57.
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CHAPTER VII

CONCLUSIONS

Inspite of its major contribution towards the
economic development of the country, agriculture still is
beset by numberous problems which, if not properly handled,
may deter the much needed and the speedy growth of the
nation. The yield from the land is one of the lowest in
the world (the average yield of wheat per acre in Pakistan
is 11.9 bushels as compared to 40.8 bushels in Japan and
average yield of rice per acre is 1,457 pounds as against
4,199 pounds in Japan1). This low yield from land is said
due to the illiteracy and ignorance of the farmer who is
quite stuek up with the traditional ways of farming and
is unaware of the modern methods of cultivation and the
advantages it has brought to the cultivators of the other
countries of the world. This lack of knowledge as exhi-
bited by the farmer about the modern methods of farming
can be attributed to the inefficiency of the departments
concerned with educating and guiding the farmers in the
field of agriculture and who have failed to carry out
the responsibilities with any success. This failure on
the part of the departments is said to be because of the
lack of adeguate and properly trained personnel and

because of the ineffective research and extension arm

! state Bank of Pakistan, Agricultural

Credit in Pakistan, p. 5.
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of the Agriculture Department. This problem of lack of
education and the ignorance of the farmer about the im-
proved farm practices and other modern methods of culti-
vation ete., was also recognized by the Food and Agricul-
ture Commission which stated that

it is necessary that any attempt at increasing

agricultural production on a large scale must

provide for a spread of knowledge, availability
of capital and credit and the setting up of
organizations to bring this abouteieseeececssIt
feels that in agriculture, the problem is less
that implementing a poliey than one of persuading
the farmer to implement such a policy and pro-

viding him with means to do so. 2

To free the Agriculture Department from the res-
ponsibility of over-all agricultural development, two
semi-autonomous corporations were created and the Agri-
culture Department was left with agricultural research,
education and extension services so that proper atten-
tion could be given to research and extension services
and thereby educate the farmers in the modern methods
and practices of farming.

But due to the non-availability and lack of
properly trained persons in the country, the Agriculture
Department had to sacrifice a large number of its
employees who were transferred to the newly established
corporations. This reduction in the personnel strength
of the Agriculture Department will effeect its research

and extension work. Moreover, the establishment of the

2 Government of Pakistan, Report of the
I oYl c nigsion, p.jBB.
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new corporations without accounting for their personnel
and other requirements seems to be an addition to the
already existing multiplicity of ageneies and organiza-
tions in the field of agriculture and rural credit. The
lack of any unified control and coordination and because
of the absence of any concerted effort by these agencies
and organizations, especially in the field, towards a
common basis to deal with the manifold problems as

faced by the farmer, the cultivator is baffled by the
multiplicity and variety of advice and guidance provided
in different fields of agriculture by different agencies
concerned. The farmer faced with different solutions,
sometimes to a single problem as suggested by different
agencies, looses faith in all and prefers to adhere to
his traditional ways.

The effects of land reforms in the country is
also not encouraging because of the unplanned distribu-
tion of the acquired land to the landless peasants with-
out any provision for credit to buy seeds and implementa;
proper marketing, irrigation and drainage facilities etec.
The absence of these facilities along with the lack of
extension services due to the reason mentioned before,
the farmer could not utilize his land to the maximum
extent and the effeet of redistribution of land through
the reforms has failed to register any increase in the
productivity of land and in alleviating the condition of

the small farmer.
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Any appreciable increase in the produectivity of
land and the well being of the farmers can be achieved
through a planned and coordinated efforts of the various
agencies concerned in the field of agriculture and credit
and by influencing the farmers to change their present
outlook and guide them towards the utilization of better
methods and implements for increased production.

The Agriculture Department which is responsible
for research and extension services can very well be logi-
cal center through which coordination of the wvarious
activities in the field can be achieved and the sugges-
tions of various agencies can be disseminated to the
farmers through its extemsion arm. But the personnel
strength of the Agriculture Department both at the center
and the field is inadequate to achieve the above end
successfully and consequently the writer suggests the
increase in the personnel strength of the department with
special emphasis to the training and education of the
field staff who is supposed to work as a change agent.

The importance of research in agriculture should
never be overlooked and more funds and trained staff
should be provided both at the center and the provinces.
All the research activities carried out by the center
should be coordinated and directed through a single
authority such as the Agricultural Research Council of
Pakistan, under the central Ministry of Agriculture.
Similar agencies should also be establighed in both
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the provinces under the direction of the Food and Agri-
culture Departments so that proper research could be
carried out in the field of cash crops like jute, cotton,
etec., and for staples like rice and wheat, to find out
better varieties and the ways for increasing yield,
thereby adding to the farmers' income and enhancing the
foreign exchange earnings of the country.

As to the controversy about the generalist or
the specialist approach in the administration, the sub-
ordination of the specialist to the generalist is al-
ready having a bad effect on the progress of the work of
the specialists.

The writer recommends more discretion for the
specialists and technicians in the field, as well as,
at the headquarters, and that increased power should be
given to the personnel from specialized agencies such as
the Agricultural Development Corporation and the Agri-
cultural Development Bank, who may be made respon-
sible to their superiors in their respective fields and
not to the generalist administrator in the distriet, who
should aet more as a coordinating than directing head.
Organization for Agricultural Credit

Before giving any suggestion about the type and the
working of the organization for procuring and administering
rural credit to agriculturists in Pakistan, it is essential
to keep in mind the basic characteristics of the farm popu-

lation. It is poor, igﬁorant and conservative, sticking



-119-

badly to the traditional ways of farming on their sub-
divided and fragmented tiny holdings. Secondly, the multi-
plicity of organizations in the credit field, overlapping in
functions and lacking coordinated and unified control,
further aggravates the situation in the field.

Village cooperatives with efficient managers and
staffs to supervise and guide the farmers in the proper uti-
lization of the credit and to advise them on the use of
better methods of cultivation and cultural practices, are
the only solutions for increasing the ﬁroduction potentials
of the low-risk farmers at the lowest level.

The primary credit societies should have an elected
committee and a full-time paid secretary or manager to look
after the business of the society. Capable managers will bhe
necessary and training programmes by the Registrars of the
cooperatives should be expanded and improved to train men
for positions as managers for the societies. Cooperative
societies should be organized on single purpose -- limited
liability -- basis and should be linked with marketing @nd
other societies at a higher union or thana level for the
lstorage end marketing of the agricultural products.

At the secondary and provincial levels, the central
banks should be merged with the provineial banks and these
apex banks in the two provinces should have their branches
in places of the central banks under their direet control
and have the primary societies as the members of the

branches in their particular territory.
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The control of these apex or provinecial coopera-
tive banks should be entrusted to the Agricultural Develop-
ment Bank, instead of the State Bank or the Cooperative
Departments, for the sake of a unified control. The Agri-
cultural Development Bank should have the power to inspect
the working and finance of the banks and provide financial
and technical assistance to them and take special care
about the training of their staffs.

The State Bank should try to pull out from giving
direcet financial help through the cooperative banks and
should also leave the power of inspection and control of
the apex banks to the Agricultural Development Bank. It
should have only the general control of the credit policies
of the Agricultural Bank and other institutions and provide
all possible technical and financial help to them through
the Agricultural Bank.

Instead of establishing pay offices at the union
and village levels to provide short-term loans, the Agri-
cultural Development Bank should take care of the mediuﬁ
and long-term credit needs of the farmers through their
regional offices, branches and sub-branches at division,
district and sub-divisional levels, and finance primary
cooperative societies through the apex banks and its
branches through administrative and financial advice and
by having a striect supervision.

Government should limit its direct loans to dis-
tress purposes only and through the cooperatives on the
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advice of the district revenue head, and not through the
Revenue Department, to overcome the inefficiency, fa-
vouritism and the delays attributed to it in its adminis-
tration of these loans.

The expansion of the Cooperative Departments is
essential to perform its task of strengthening the move-
ment, and to supervise and train the managers of the
primary credit societies. For an effective leadership of
the movement, the Registrar, cooperative societies, should
not only be a man of outstanding ability but should also
be temperamentally suited for the work of running a move-
ment of this kind. Before he assumes the post of Regis-
trar he should undergo a thorough training and should be
promoted from among the ranks of the Joint or Deputy
Registrars. In view of the responsible nature of the duties
of the Registrar, he should enjoy a higher status than he
does at present. The Credit Enquiry Commission recommends
"a rank not below that of a Divisional Commissioner."3 He
should also have a longer term of office. |

Supervised Credit: To increase the yield from the

small land holdings and to strengthen the credit worthiness
of the poor-risk farmers, supervised credit, that is credit
combined with technical guidance, would be an effective
means. In organizing such a programme it will be desirable

to establish an independent government corporation, with

3 Government of Pakistan, Credit Enquiry
Commission Report 1959, D. 1064,
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adequate capital, under the Ministry of Food and Agriculture,
with authority to make loans to farmers who do not have
credit from established agencies, give technical guidance to
borrowers, to provide farm supplies, and where necessary
engage in marketing of farm products. Men should be trained
to serve as the locel supervisors in the villages and would
work closely with borrowers in improving farm operations.
When an effective credit society or a multipurpose society
is established and is funetioning in a particular area, the
said corporation would plan to turn its activities over to
the society as far as possible. This would help to some
extent, to solve the need for credit of the low-risk farmers
and provide a chance to improve their lot.

But credit alone is not the open sesame, it is only
a necessary key which, however, must be used with others to
open the door to a more plentiful future. Accordingly,
efforts towards solving the various problems in agriculture
must range beyond purely financial considerations, and
consider other processes, such as marketing and agricﬁltural
extension with which the provision of credit has to be in-
tegrated for gefting the maximum benefit out of it.

The work presented in this thesis by no means
completes the study of the various problems involved in the
administration of rural credit in Pakisten. More research
and increasing effort will be needed to cope with the many-
fold problems arising in the field, and for evolving an
integrated scheme for the overall agricultural development.
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Improved and efficient schemes perfected through research
and by the application of science and technology must be
prepared to ameliorate the present condition of the
peasant population in particular and the common man in

general in Pakistan.
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