A Note on Intemal Resource Management in Arid Regions
Small fammers=Credit Constraintss A Paradigm

SUMMARY

Small fammers and agricultural labourers have very limited investment oppor—
tunities in rain-fed regions. The institutional efforts to reach them through
viable projects and other policy measures have not been very successful. This
note desoribes the intemal resgource management of the small farmer through

a papadigm that raises issues vital for more purposeful project design. |
Credit is one major input that largely determinss the decisicn-making ogt:mns
of a small farmer vis-a-vis his entire farm family and social interaction
processs The paradigm suggests that projects for bettering his lot should not
only be voncemed with the manipulation of the intemal variables of & projects
package, but wpuld have to be so tuned as to fit in m:r.th the intemal dyna—~
mics of a rational small farmer.

-

INTRODUCTION

Small Farmers and Apriculturel Laboursrs have very limited invastment
opportinities in rein-fed regions. Therefors, any analysis to identify the
typs of project interventions needed to make this class of farmers viable,

‘has to start with an wndergtanding of initial resouroe management by asmall
farmers, Their capacity to manipulate the terms of exchange vis-a-vis wvarious .
institutional agenciss and informal sources offering credit, input and

advice is highly limited due to various factors which form an integral part

of their intemal cashflows., A paradigm presenting this aspect of small
farmers' oconditions is giuen in Fig. 1.
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SMALL FARMERS ~ CREDIT CONSTRAINTSs A PARADIGM |
THE PARAD IGM

The factdrs such as source of matorial and financia] inputs, their delivery

- mochanism, allocative efficicncy of such a Pammer vig-a—Vis his decision
making options and capacity, generetion of marketable sumplus, pricas and
re~cycling of funds, otc,, influcnce the intemal pashflow of tho farmer, If
tho ooconomy of the farmor is in deficit, the relative role of those factors
could be modified depending upon tho naturs, extont and timing of deficit,

. Risk and wncortainly, inhsrent in arid environments, woave in a very
procarious . homoostatic balance to support the small Parmer in his. social and’
‘ocological context. This balance ofto acquires the fomm of negative home-
~vstasis (due to heavy indebtednass, traditional tochnology, risk and drought
offects,. otc.), implying a tendency on the part of tho small farmor to adjust .
towards sub_optimal lovols of input invostmmt to ensuro losser but certa in
productions The paradigm doscribos difforent paths that differcont classos
of farmers in different famm situations may tako to survive in a given socip-
gconomic situation, ' . - - .

Roferring to Fige. I, one can obsorva that having decided to entor the -
investmant cycle, a famer mey avail himsdlf of o loan Prom say friends, .. -,
relations, farmors, traders, mondylenders or bankers. However, before actually - - -
gotting oredit, the farmor has to agros to cortain delivery teems’and bear - -
the dirsct and indirect costs of ‘the tmnsaotion, e T

In the process of eredit delivery, the famer may have fo forgs. several
investment option's, dopending upon ‘tho ecrodit terms, including repayment o
schedule, sgourity, collatgrals,. etc. for oxample,-in the caso of .2 monoylpnder -
being the input supplier as well as the sourco of advice, the progess tha. .
farmor has to ndefgo, how and at what cost, s pre~dotermined in the credit
markots The product and labour markets may wall .got inter-ponotratod by .
tho credit market if the same person also purchescs tho produce and labour .
of this farmmer, eithor.partly or wholly, .° A

- In tho eass bf tha ideal’ sub~sot {entitled Most Ragula'n-f ), assuming .. -
that tho famor gote the desired inputs with tho ncoessarpy technological - ..
advico, ho may invost the credit in such entorprises as Cropy Animal:Hus="""", -
bandryy-Minor Irrigation, otc.; hoping to get eiough ma rketablo . sutplus te . ..,
pay back to the initial ‘source,.. Obviously, this is-tho shortost cashflow . -. -
cycle mnning into a'single mun™of the entorprise, Howcvsr,  thost who ago’ oo
Familiar with the“farmers' condition in rain-fod regions know that sugh & - 7 is
an. ideal situation rarcly ebtains. - ik o T

In cases whore thoreds & high possibility that tha entespriso may .., 7«
fFail 8or roasons of natura’ér athorwisé, tho Farmer has to approach. anpther - & .0 -
~ moneylaidor or trader for mofe ersdit oithor to enter the investment egyele . - 7
dgain or pay back thu original sourcec. Pseudorepaymont, so resulting, may.. .-
also occur if .tha farmor prefois té cloar his old debt owing to othars.apd,: « - -
as and when the noed arisss, ‘taka Further credit from a new source topay ., i
pack to the ‘old sourcoy.. Somo implicatipns of such adjustmonts may bo that SR
he resorts to'assot dispodsl, ‘sélls his labour (or beoomes bonded ), or simply ‘
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migratos, Obviously, such cyclos load farmors to a stete of pormpotual indobte
odnoss, paupcm.sation, and social and uconomkc hardsh:.ps of diffaront: sorts.

Tho noxt path before a farmer oould bo that ha consumes his ct‘adit for
any doncastz.c or snc:.al purpose which, again, m:.gh‘ be aveidable oz (.ha\!uidablo.'

At this s’cago, ho may, af‘tcr having consumod tho credit, entar tho
investment cyclo through saving of wegoes plus some furthor borrowings so as
to repay tho. credit from tho first source. This cyclc as montioned in sube-,
set B would be tha- ‘vaso of deolaycd ropayment. Entorprisc failure may striko
hore too, togother with implications of assel disposal, indobtodnoss,
migration, otcs He may, on tho othor hand, also choesc to forgo tho OppOLIw
tunity of invostment cither due to lack of accoss to furthor inputs or '
roduced faith in future petums’ and ho mey choose to invest his and his-
family's labour at bthers' Patms or in public works, to cam wagos. Tho & -
savings from these wages might help in repaying tho original source. Obvie
ously, this will be tho caso of tho longast cic:lay in repaymmt, as, shomn in
sub—sat G,

Thars ape soveral other poss;.blllta.es depcnding upon: the oXtont of the
deficit romaining after paying tho old source and ontering oither an invost-
ment cyecls or @ wage-and-saving cycle. Limitations of projoot managcmunt oan
be visualised because of lack of knowledge about various paths bedng followed -

' by most farmeps in differont egodogical cohtoxts. Existing projoct manage—

ment techniques and supervisod agricultural crodit programmes ofton fail
to takeo dinto account adequatoly the internal TCSOUTS managemat of difforont
clagsos of farmors. At presot,’ uo do Mot have sufficient date to say which

- subwsot or combination of sub-sots includos the groatost pmportion of small

Parmoers: i1 arid regions. Porhaps this pmpartlon would ba dJ.Ff‘arant in.
dif f‘amnt altuatlons. s A :

Houeuer, it is bslmvod that an in-dopth analysis of‘ thaso paths would
help in unravelling tho dynamms of decisojn-making opticns at tho small
farm lovel in rain-fod rogions. - The philosophical wndorstanding of consumption

‘and production activitios of small fapmors boing inscparablo will havo to bo

cloarly accoptod, Tho 'Basic Noods' modol, uhich difforontiatos botween thaso
aptivitios of tho rual poor, obviously cannot mako muoh haadmay at tho proacnt .
lovel of ‘markot mturactmns. N - © ; ‘ '

The cuncapt of’ a projoct as a uohiclo for mJCthng msou:ccas f‘or rural. ‘
Zdovolopmant may thus haUG to undargo soma chango. The . ;nst:.tutlonal framcwgrk
and the builtein Ploxibility ‘vis-a-vis tho accoss. dlf'forantlal Oporatmg in
rural regions will also necd ulaboratlon. Nonitoring of projects requires = -
gencration of information oh 411 aspocte of investmont procoss and impact,

Tho traditional projoct dosign stmtogies do not provide for 'micro' levol
relationship botwoen’ project objective and ipdividual rosourco flouy ° Honecoy
the noad for ‘ra oxamination of 'macro’. assum;:ta.ona to_make projects dolivor AN

tha goods at lmicm' Toval, -, i IR R ST :j:'"-‘iI nohoomh LI by

Sc;mo 01’ the othor J.mplmatlcns of‘ this parad.l.gm aro, for axampla, that
projocts suiting sub—sot A will moroly havo to concem thomsclves with the

- Intomal officiency of tho dolwary systam of creda.t, bunause tho.farmor is.

ablo to got tho reguired inpUts and advice (probably bosausé of officiont
markets) to gonorate mough surmplus to repay the credit, Howsver, in



mp——

4 _
SMALL FARMERS~CRED IT CONSTRAINTS: A PARADIGH

. 8ub~set B, projects will have to take into accont the consumption nseds of

the farmer as well as additional oredit need for any dcrioit remaining aftary
na@voidable consumption. In the case of snterprise failure, the project will
have to provide for the nursing finance as an inherent conetituent of the
project design, to sustain the farmers sconomy, The design will hdve to be
diffarent for high-risk-prone enterprises or regions where flexibility in-
repayment is essential to keep the farmer solvent, - Liksuise, the project
content and schedule for sub—sets C and D will have to be dif fevently
oriented. o : : ‘

' The implisations fop project desigi have a dirsct bearing on the indics:
of monitoring project performance vig-a-vis the target group. It is belisvad
that the typologiss o described can: be explored further to provide desper
ingights for developing a proper theoretical framework fop designing rural
davelopment projacts. : . ‘ ' : :

'-I_t ig arqued that the re-sxamination of functional, sectoral and regisnal
approaches to project design which have not provided any replicsble modal for
developing societies sg far, is called for in tha light of the forsgoing

~discussion. Uhdoubtedly, if the paradigm of compliecated intempenctration of

credit, product, labour and other mapkets in arid regions holds good, as
dascribed, thers ig a definite nesd to look for an altemative strategy,
Otherwise, Pungibility of credit puts at ‘naught any policy that insulates
itself from the intemal cash-flows of the farmor i arid regionsg,



