FARM SECTOR IN KARNATAKA
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Farmers' Indebtedness and Risk Management

he agricultural sector in Karnaiaka s at crossroads
with differznt forces operating on it simuliansoushy.
#5 13 well known, Kemateka is a drought prone siale
with comparatively low emount of rainfall. The state also
has & very low share of area under imigafion and the crop
patterns are dominated Dy low-vaiue low-density Crops.
High instability in produchvity coupted with increases in
prices of inputs (specifically cashinputs) have rasulied in
agdecline infarmars’ realincomes. As aresyll farmers find
it increasingly difficult 1o meet their production nezds
{hrough their savings. This i= especizlly ue for small
and marginal farmers. Conseqeently, credit becomes an
essential needfor farmers

Aural farmer houszholds require credit for 3 number of
reasons including income generating and non-incomz
generating purposes. Shorl lerm regquirement of credit to
mest working capital needs and long term capial nesds
for capital accumulaion n farm sectors are . well
recognized. Savings of farm houssholds being typically
small, other needs such as health releted axpenses or
social obligation are also mel through bomowing. This
becomes necessary in the absence of socisl security or
olher risk miigation schemes: However insthurtional
sources (or formmal financial institutions) have besnunable
te meet the demand for credil for even productive
purposes: It is observed that in order to access loan
farmers.get indetited to various sources includmg money
ienders, Given widespread indebiedness and the resulting
consequences, the issue of farmer indebiedness in
Karnalaka acquires added significance.

There are 4041300 farmer households in Karmataka of
witich 2% are indebied while the all Ingia average 5 49%.
Compared toother states, Karmaiaka ranks fifthin termsof
ihe incidence pf indebiedness (61.6%). Andhra Pradesh,
Tamil Nadu, Punjab, Kerala are fhe slates which hava
higher incidence of mdebledness than Kametaka. In
particular, the share of indebled farmers in Andha
Pradesh is:82%. Of the indzbied farmer houssholds in
Karnatakz, 60% are culfivalors and 23% are invalved in
other agricuitural activities.

This poficy brigl examines the nature and extent of fanmar
indebtedness across vanous economic classes and
social groups in Kamataka ® Specifically, the brisf sheds
light on the problems fzced by farmers in acoessing cradif
markeis through both formal and informal sources, the
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rolke of the Kisan Credit Card (KCC) Inmeeting seasonal
credit demand, gander differentials and access to credit,
and the risk mitigating strategies followed by tarmers in
Karnataka, among others.”Based on an analysis af surey
data as well as gualitative field observations, this policy
briel suogests, specific policies aimed at addressing
indebiedness and risk managementin the farm sector in
Karnataxa.

KEY FINDINGS

+ (One of the important findings from the analysis of
NS50 data Is that indebtedness, need not
necessanly have a megative connotation which is
often attached to it Indebledness also capiures
accessibilty fo credit as richer states or richer
housenaolds within 2 state are found to. be more
indebted. Onlty when a floan is taken under
unfavouraiie terms or for non-income: generating
purposes, and & farmer inwrn is unable io repay over
time resuiting in perpeial indebtedness, ff becomes
amatter of concem

+ According o N3S0 data at the all India level, 525% of
loans are from formal sources and the rest from
vanous informal sourees (in terms of number of
ioans outstanding). Interstate variation in formal
sactor logns is quite noticeable. Forinstance, Andhra
Pradesh which has highest number of lodans per 100
houszholds lags behind many other states when it
comes o credit from formal sector. Out af the
households thal have accessed loans only 31%
loans are from formal sector in Andhra Pradesh but
the corresponding figure for Kerala or Maharashira is
arpund 83%. Out of the number of lnans availad from
formal sources, the share of cooperative banks is
around 21% and the st (78%) are made availabie by
the commercial banks mcluding regional roral banks,

+ The median loan per indebted househald at the all
India fevel is As.10000. In terms of median loan
outstanding, Kamataka stands &t the 10th position
wiih the amount ftte above all India average figure at
Rs.10300. Haryana fakes the top position with
median lpan cutstanding being Rs.24357 followed
by Kerala {Rz.22150) and Punjab (Rs.20000). In
Kamataka, the median loan size from the formal
source is arotnd Rs. 15000 whereas from the
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informal source ftisaround Rs. 800D, During our sureey in Karmat
many farmers teporied the inadequacy of formal seclar §
amounts, and hencethe dependenceantheirtormal seciar

Im Karnataka, 81% of e farmers having lend holdings below 0.0
nectare access loans Tiam the informal secior This perceniage
decreasaes o 42% for farmers with lane nps Lp o 2 heciares
Furtner, the share of =uch loans coming from fermal finercial
ingtiutions baing quits law Tormargrial larmers, they iace 3 high ra7e
af interest. The madalintgrest rale faced by maraingl farmers 2 36%
while 055 arpune 12 = 13% for the other landholding cate
aadition. 2 majonty of marpnal tarmers are fom SCET
70% of SC and B6% of 5T farmers belong to marginz! farmer
category. Further, 37% of the women headed housenolds be
margingl farmer category. Thus these are the groups depriven of
formnal Sources o credil (See Tablz 1)

Table 1: Incidence of Indebledness across Land Heldings in Kamataks

and 23 per gur survey findings tns percentage increases o 100 in
Chamaraianagarand Haver distnicts,

Maor soorces of formal sscior credit e comimercid banks
lincluging regional rural banks) and the cooperative banks. While
COOperative Danks are supposed to play a major role in disbursing
farm sector credit their role is found to be rmixed i the state of
Kamataka. For instance. in Mandya district the farmers have
accassed ioan from coopsrative banks, I is impartant to note that
wherever cooperative bank functions, it 15 successtul in reaching out
1o the poor famers. In Chamarajanagar and Haveri, however
cooperative Danks nave played a mueh smaller robe in helping farmers
acguire credit (See Table 2).

Table 2: District wise Percentage of Loans from Cooperative and
Commercial Banks in Total Formal Loans by
Land Size Possessed by the Households:
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In additian to the issue of imadaquate reach, anoiher problem of
tormmal credii delivery system s the following. At ditferent points of
tme of cropoing, credit neads are different. However. banks often
provide |oans at ongogo in the beginning. Money that remains
unirilized afrer ihe first 2 months osts used for other consumption
ourpases. Thus mongy required for the: harvest season gets
exfausted and farmars naed to then depend on the informal lenders
[=ea Fgure 1)
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Importance of accessibility 10 credit can be seen romthe fact thatthe
marginal and small Tarmers having access lo finance have higher
¥ield rates. Juxtaposing the horrowers’ information wiih ihat of 3057
households shows that access 1o finance acts as amajor consaing
In-the yield rate they are-able to attain.

One of the major reasons behind inaccessiliy to creditis thatz large
number of farmers In'kamataka do not have land ownership records
in‘spite of efforts to compuaterize fand records, Almost all loans from
the farmal secton require ‘coliateral. In contrast, abolt 80% of the
households provide no securty tooavadl loans from the informal
sector, In case of the poorest farmers (with iand hielding up 10 T acre),
B6% provide no security to informal lender (average for 3 districts)

+ Kisan Credn Card has been introduced to address this problem and

can bez useful ool for accessing seasenal needs of credit, Though a
large number of cards have been issued, farmers do'nat Tully ufilize
ihe gard. Lack of inlormation and non repayment of previous |pans
are the two majar reasons for sub-optimal tifization of Kisan Credit
Card

In aadition 1o the lean for production purposes, consumption loan
becomeas essenfial at the time ol crop failure (that oceurs due to
natural causes) a3 risk mitigation instruments are yet to develop fully
in the state. Forinstance, only 17% of the houssholds are covered by
acrop insuranca scheme and the rest are uninsured. One of the major
ress0ns for not faking up crop insurance is lack of awarensss among
farmiers and absence of suftable insurance scheme in the regions, We




also notice fromaur sampla thal around 40% of the farmers arz ool
interestad in crop inswrance (See Figure 2). This 1s-becauss crop
insurance iz ysually area based and a farmer iz wary 2boul geming
compensation. Thus. the farmer considers individuzl-land bazad
insurance. as the besl option. However, such option hes premigm
implications which they faif to grasp.

Figure 2: Reasans lor not taking vp Crop Insurance
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+ In the absence rnisk miligation nsruments tarmers ofen o=

dverburdened with debt as 2 result of ¢rop failire. In order o oive
religf w0 the farmers from accumulated debt burden Govemmens
Tram e to tme waive farmers” lozn 2nd one observas such waiver
itt thi recent past i we examing the f2rmears whi benefited from e
Iean waiver scheme we obserye that amongst aur sempie of marging
farmers only 23.5% of the marginal farmers have been benefited
case ot ChamarajanagariSes Tabie 31 For other two clsinicts. also
the sceness nat encouraging. On the other hang medivm farmers with
comparatively larger l2nd holdings are berefting &l 8 much larger
svale Qurinterview with the bank officials revaals that they a2 naw
warried abaut tne problem of wiliul default 35 the waiver has creaed
untdesired expectations amongst borrewer s regarding futra waiver

Table 3: Percentage of Households who have Benefited from
Loan Waiver Scheme according to Land Size in Each District
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+ Thus even though thére exist a number of infiatives from th
Government of India as well as Kamatakz zimed at improving th
situation of the farmers, and many such infiatives are affzctive, yet,
these endeavours can provide miore froiful resuit if Strengthesed.
Some ol the policy initiatives that can go a long way are addressed in
the policy section.

POLICY RECOMMENDATIONS

£
£

+  The analysis .of crop productivity. across. lamd size shows that for
crops sueh as ricg; productivity of small holdings is Moher than that of
medium or lzrge Size holdings. In addition, access fo credin has
pasitive impact anincrements in productivity. Given that accessibility
of formal credit is refatively lower for the small and margina! farmers
coupled with the fact that the existing schemes do not satisfy the
demand, making ‘credil proactively availabie to the marginal farmer

througn priostized schemas will lkely amediarate the state of farmer
indebiedness.

A3 2 fimangigl nsttution. cooperative Danks are found to be battar in
reazhing out to the small and marginal farmers: than athar formal
insbturiang such as commerdial banks. However, cooperative hanks
always do not have the reguired strength @0 meet the demand. In
Soma regions (N8 cooperative banks are abia to meat the expactations
of the farmars but 7 2 few ather they fail to reach the targel oroup,
This I3 dug to the systemic weaknesses. After the implamentation of
the revival package a5 per the recommendationz af the Vaidyanathan
Commitiae report {2085, it 15 also necessary to grant autanamy o
e cooperatve societiss and equip them to operate as commercal
units. This will likely resuft in a cooperative bank's long-run
sustainabiiity and effectively serve farmerneeds.

Lending By the coopsrative Ganks is opérationalised using the
NABARD refinance facifity. Currently NABARD refinances about 45%
of the credit nzads of farmers 25 astimated by the Apex Bank through
Realistc Lending Programme. The cooperalive banks find it difficult
to raise tha rest 35% of the resources. It refinance from NABARD
MCizases 10 & larger percentage, say, 5%, that will help increase
cradit fiow tosmall and margingl farmees as well a5 incréasethe size
of ioansmads by cooperative banks

Tha rate ol interest in the cooperative banks is currently. 1%, It is
nzcessary o provide funds as advances to the District Cooperative
Banksin order to meet fhe expenditure onthis accounl

The maior hurdie in aceessing formal credit market is the non-
avzilahifty of land ownership records (RoR). Land is transferred In
the family across generations but mutation (or changein the record of
righis} is nof effected for vears, leaving the land in the name of the
oersans who do nat own that land. Even after compuierization of fand
records, s grobiem persists and seversly constrains all farmers,
sspecizlly the 3C houssholds: & strong and time bound drive to
carrect ewnesship records within 2 stipulated period will help a large
seclion of small and marginal larmers’ acecess formal cradit
instititions.

A trend obsarved in Karnaizka is that farmers also access credit
mhrough SHGs formed by their spauses as an altermiative o informal
money lenders. Somebimes SHG advances ars taken even for farm
production purposes. Kamataka fas made good progress in
formation of SHGs. However, faw districts such a5 Haver] have lower
intensity of SHG=_ Special attention needs tobe given to-such districts
where the density of SHGs is low. A special SHE drve for thess
districts.will go 2long way inraducing the rote ol money lenders.

Vihilz Kamaraka has a well developed SHG programme, at this stage
itis necassary Womonitor the workings of e already formed SHES 5o




that thay o rol face untimely closure C;-"--
lozng for wu;]hunlpllu'l HUpoEes l:rI
(EREratnG ;
INAGENVE NGO QEREs all"ls .;I:t VIEE
hi develapad for the 5HG=

AN
‘J'.:t a;.'a _';__- n&ze: neadin

SHE Ipans thouoh useful are smaller insiza znid NEnCE M i,C;:_,j'E far
tarm activities.. Fermatian of joint lizhilsy
can be a useful endeavour Currently
Special drive is necassary for tha formatio
zolve the probleny of non-availability of coliatera) (p
recerds) asioansamventothe JLGS do natreguireo

Given the seasanal mature of credit reguirements. the Kisan credd
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A few farmars receved support from the Govemmeant of Kamatakato
visit countees like Japan W kearm aboul advanced farming tecanigy
inciuding organic farming. i 15 essential that such kmowledge
gathered need 1o be disseminaled o the other farmess throuah the
State apenciss as well by thesa trained farmers.

o

Risk Management

The probability of a meteoroicolcal droughtis very high in Kamataka. On
dverage, every third year comes with weaiher related uncertainly. Given
the intensity with which farm households ae subjecied 1o weather relatzd
rigk, it is essential to address the issug effectively.

+

Crop.insurance can help a farmer during crop faifure. Butinformation
afrout crop insurance is not disseminated sufficiently. Also, & largs
percentage of farmers are not imerested in insurance due 1o the area
approach that is being currently followed. It i n2cessary lo explore
whether individual based insurance could be infroduced. In 2doito

it is eszental to'inform $he farmers about probiems of- introcluging
individual insurance. Group nstrance schemes on the lings of thi

EHGs could also be considered. Sush schemes could be developed
kezoingin view the levalzof nak and farmers awarangss,

Acoption of nan-farm activitiss can act as hedge against risk to the
Tarmers during crop falures or other weather shocks. Most farmers
consider certain petty business like opering a small shop or buying
capital goods such as tractar artruck for renting as their only opfions,
Thus there i5.a nesd to provide & sheif of non-farm activities along
with required training to the farmers based on the available resources
in the region o develop meaningful ron-farm- activities. The skill
devaiopment organization of the state government can consider this
option serfously and develop a shelf of activities with forward and
backward linkages, New non-farm activities could be develaped and
supported though the Business Development Plang (BDPs),
undertasen by cooperative banks.

Managing Olher Expenses

+

+

In order 10 understand economic situaion of the farmers we also
100w at the vanous components of expenditures that a farmer
incurs. Amongst these components of expenditures, share of health
expendiure is found to be sionificantly high. The Yashaswini card
plays an impartant role inthis regard. [tis necessany to popularize the
use of this card by the households belonging to the backward
communities, if necessary through sobsidized schemes. The
scheme also should: be widely spread hke the Employees State
Insurance Scheme.

Similary one can incraass awareness about education loans to the
mizrginal and disadvantaged farmers,

Access to credit forms an imporant factar for rurat households who need
credit at several stages during the farming process. Poor farmers with
smiaier land holdings are relatively much more deprved of formal sources

of cradit

These households including 3G/ST and women headed

nowseholds depend largely on informal sources of eredit. Thus effectively

addressing - ihg

profiems faced by the farmers can 9o & long way 10

=

improve farmers” condrion in Karmataka.
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