Chapter 1
Introduction
1.1 Introduction

Agricultural sector in Karnataka is at crossroads with different forces operating on it simultaneously. Initially, it is the large share of the rain fed regions of the State, that inhibits the growth followed by vagaries of the weather. High instability in productivity is a natural outcome of such situation, which sets back the development clock in the agricultural sector. The State has a very low share of area under irrigation and therefore, protective irrigation does not play any significant role. Dominated by the low-value low- density crops, the farmers’ income is continuously depressed and with the increase in prices of inputs (specifically of the cash inputs), farmers’ net income is continuously shrinking putting them under financial stress. As a result meeting production needs through their own savings is becoming difficult especially for the small and marginal farmers. Credit therefore has become an essential need for the farmer.  
Farmer’s indebtedness in India is not merely an economic problem. It is embedded in social structures and this embedding adds a historical dimension to the problem. The success of economic policies designed to solve farmers’ indebtedness, is to a large extent contingent on the simultaneous existence of necessary political will to tackle the corresponding social aspects of the problem. This problem assumes particular importance in Karnataka, given the existence of dry land, low irrigation, and resulting indebtedness due to crop failure leading subsequently to suicide. In this report therefore we try to look at indebtedness across various social classes and economically backward groups such as women headed households. 
Extent of farmers’ indebtedness in India in general is rather significant and falls naturally on the households of rural people. As per 59th round of NSSO survey, at all-India level, estimated number of rural households reached 147.90 million, of whom 60.4% were farmer households. Again out of 89.35 million farmer households, 43.42 (48.6%) were reported to be indebted. Households with 1 hectare or less land accounted for 66% of all farmer households and about 45% of them were indebted. As per NSSO estimates on Karnataka there are 40,413,00 farmer households , 61% are indebted . Thus, Karnataka figures are much higher than the All India average. Out of these indebted farmer households in Karnataka, 60% are cultivators, 23% are involved in other agricultural activities. Indebtedness however, need not necessarily have a negative connotation. Indebtedness also implies accessibility to credit. Only when loan is taken under unfavourable terms or, for non-income generating purposes and a farmer in turn is unable to repay over time and fall in perpetual indebtedness, it is a matter of concern. 
Rural farmer households require credit for a number of reasons, which include both income generating and non income generating purposes. Short-term requirements of credit to meet the working capital needs and long term credit needs for the capital goods for farm sectors are well recognized (Ramachandran et al, 2001). Savings of these households being small, any other needs such as health related expenses, social obligation are also met through borrowings. This becomes necessary in the absence of any social security or other risk mitigation schemes. The so-called unproductive needs are often not met by the institutional sources. Indeed institutional sources have been unable to meet the demand for credit even for productive purposes. In the process of rationing it has been observed that the neediest ones get eliminated from the system. Given widespread indebtedness   and resulting suicide by the farmer class, it becomes important to examine closely the nature and extent of farmer indebtedness in Karnataka. While NSSO 59th round (January-December 2003): Situation assessment survey (SAS) of farmers, Indebtedness of Farmer households’, makes available a large set of data on indebtedness, comprising of over 51,770 households (at all India Level) and 6000 households for Karnataka
 , there is not enough use of this information by the researchers to study this important phenomenon. Conclusions are often drawn on the basis of the aggregative level information published in the NSSO reports. Unit level analysis is not carried as handling the large NSSO data is a non-trivial task. The current exercise will do a careful analysis at the household level for the state of Karnataka.

In this study we therefore intend to look at this information on farmer indebtedness concentrating in particular on the sources of credit and other aspects and relating them to social and economic status of the farmers. In this context purpose of loan assumes importance, as consequences of indebtedness arising out of production loan can be very different from that of the unproductive borrowings. Furthermore, the cost and income comparison of the small and marginal farmers in Karnataka is especially stressed due to climatic aberrations and absence of any risk management strategy on the part of the farmers as well as failure of any in-built in the Policy. In order to understand the problem of farmers’ distress , risk management, resulting indebtedness  we  supplement the analysis of secondary data with primary survey  carried out in 3 districts of Karnataka. 

1.2 Researchable Issues
1.2.1 Issues on the Farm Sector: Risk Management and Comparison of Cost and Income 

Inadequate access to credit is one of the major impediments to growth in the farm sector specifically due to low savings of the small and marginal farmers. One of the major reason behind less saving and income generation is small holdings, lack of marketing and irrigation facilities and high labour and input costs.  We therefore look at the income and costs of a farmer household and examine to what extent a household is able to meet its necessary expenditures. 
The cost and income comparison of the small and marginal farmers in Karnataka is especially stressed due to climatic aberrations and absence of any risk management strategy on the part of the farmers as well failure of any in-built in the Policy. It is true that in Karnataka, we have an early warning system to understand the climatic aberrations; however, it would be necessary to translate this into contingency plan to put in action at the instance of the first signs of climatic distress. In order to work on this, it will be necessary to provide institutional training to the farmers as well as enhance the capability of the farmer to interpret and work on a given operational and decision-making universe. Today, due to the economic stress, farmers do not find agriculture as a lucrative action both due to stagnation in production and increasing cost of cultivation. These two cause a joint and depressing income effect on the farmers. In this study, we look at the success of institutional mechanism to mitigate risks such as crop insurance schemes etc. 
1.2.2 Study of Nature and Extent of Indebtedness 

Distribution of Outstanding Loan by Purpose of loan

If one consider the purpose for which a loan has been taken by farmers in different states from NSSO survey (2002-’03) results, one observes that loans taken for the productive purposes are much higher than for the non-productive purposes. Classification of the states reveal that Assam, Kerala, Bihar, Tamil Nadu and West Bengal use comparatively larger proportion of loans for non-productive purposes. On the other hand, Andhra Pradesh, Karnataka, Maharashtra and Gujarat channelize borrowed funds more towards productive purposes. In particular, in Karnataka 75% of the loans are used for production related purposes. However, for the poorest category of households (land holding below .01 hectare) this figure is as low as 16%. For the poorest of the poor, for most states, indebtedness is to a large extent also due to expenditures incurred in marriages and ceremonies. Are there  differences between different social classes in non-productive use of loan? These are certain important aspects that need to be explored further.

While loans used for unproductive purposes can become a problem especially for the economically backward farmers, they can be particularly burdensome if accompanied by high rates of interest; as is well known this depends on the sources of funds.

Sources of Funds
Sources of loan reveal important information regarding the burden of debt. If loan is taken from institutional sources rather than private moneylenders then extent of indebtedness will be comparatively less due to the differences in the rate of interest charged. From NSSO survey (2002-’03) we observe that while farmer households are able to avail loan from the formal sources, they borrow considerably from the informal sector as well. There exist state-wise variations with respect to sources of credit available to farmers. For example, in states like Andhra Pradesh, Tamil Nadu and Punjab , more credit drawings is from Professional  Moneylenders i.e. from non-institutional sources. Whereas, in Karnataka, Kerala and Uttar Pradesh larger percentage of credit has been made available by the  Banking sector. On the other hand, state like Gujarat and Maharashtra are approaching more to Co-operative Societies for their credit needs. Classifications of states according to sources of borrowings reveal that AP, Assam, Bihar, Punjab and Tamil Nadu are dependent more on informal sources. Though Maharashtra and Karnataka farmers depend more on formal sector, it is important to note that farmers distress is prevalent in these states. In particular, in Karnataka, if we look at the richest category of farmers (land holding 10 hectares and above),  97% of the households get loan from the institutional sources. This percentage, however, is as low as 15% for the poorest category of the households. Is this the category that faces suicide? 

It is therefore of interest to study some of these differences and examine how sources of loan varies with respect to social and more importantly, economic status of the households. In this regard landholding size can be considered as an indicator of the economic status of a farmer. 

Indebtedness and landholding of households
It has been observed from the NSSO survey that the economically better off households (with higher land holding size) are more indebted than the comparatively poorer ones (Table 1.1). This may be because richer households are comparatively more credit worthy and hence their access to credit is higher. It is necessary to look at this issue carefully to see the terms and conditions of credit availed by the richer class vis-a-vis their poorer counterparts.  

Table 1.1 Estimated Number of Total and Indebted Farmer Households in Each Size Class of Land Possessed, All India
	Size class of land Possessed
	Estimated number of farmer households (’00)
	Estimated number of indebted farmer households (’00)
	Prevalence/ Rate of Indebtedness (Percentage)

	<0.01ha
	12594
	5708
	45.3

	0.01-0.40ha
	292867
	130112
	44.4

	0.41-1.00ha
	283610
	129211
	45.6

	1.01-2.00ha
	160600
	81920
	51

	2.01-4.00ha
	93504
	54409
	58.2

	4.01-10.00ha
	42581
	27734
	65.1

	10.00+ha
	7748
	5148
	66.4

	All sizes
	893504
	434242
	48.6


Source: -NSSO 59th Round (January-December 2003)

In case of Karnataka, estimated percentages of indebted households do not differ considerably across different land holding size. They remain more or less around 60%. However, as mentioned above the sources of credit (institutional vs. non-institutional) or uses of credit across different land holding sizes differ significantly in case of Karnataka.   

In this background, the proposed research work intends to address the following issues. 
1.3 Objectives

1. To examine the cost of production and income of farm households and the existing risk management strategy, if any and derive policy implications.

2. To examine the nature (terms and condition of a loan), and extent of farmers’ indebtedness according to the economic (measured by landholdings) as well as Social Status (schedule caste or tribe or other backward classes) of households (secondary data based).

3. To explore the relation between sources of credit (institutional credit or private lending), rate of interest, economic and social status of the household (secondary data based).

4. To study the uses of loan for different purposes such as productive purposes (for example, capital expenditure on farm business, current expenditure on farm business) and non productive purposes and relate with the rate of interest, sources of funds and status of the farmer household (secondary data based). 

5. To understand in detail the cascading effect of loan, Scale of finance necessary at different points of the production process. 

1.4 Structure of the Report

 The report is organized as follows. The next chapter presents a brief review of literature. Chapter 3 focuses on farmer’s indebtedness and risk management based on secondary data provided by NSSO. As secondary data does not provide detail information about all aspects of indebtedness and the problems faced by farmers a primary survey is carried out. Chapter 4 to 8 discusses our findings from the primary survey. Chapter 4 in this regard discusses the sampling methodology of the survey. This is followed by a chapter focusing on the description of districts selected for our study. Chapter 6 focuses on the issue of accessibility to credit. Risk faced by farmers along with the risk management strategies is provided in chapter 7. Chapter 8 discusses about the cost and income of farm households. A concluding chapter is there at the end.
� As per to the NSSO debt and investment survey rural household covered are 3500 and as per NSSO 


Farmers Situation Assessment Survey rural household surveyed are about 2000. 





PAGE  
1

