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Summary

The Mahaweli river project is the largest agricultural scheme ever implemented in Sri Lanka
since independence. Unfortunately, the project has contributed to dramatic increase in the
displacement of people in the country*!. This study mainly focuses on three subjects within the
Mahaweli “H” zone. Firstly, it will examine the operations of the existing private and the public
marketing channels. Secondly, we will present an analysis of the trading competition among
private and public marketing channels in terms of their behavioral patterns. Thirdly, it will also
attempt to explore the extent in which the private trader has exploited the farmer in the
Mahaweli “H” zone.

The master plan for this project was formulated in the 1960s by the United Nations Develop-
ment Programme and the Food and Agriculture Organization, and was intended to be implement-
ed over a period of 30 years. However, in 1977 the newly elected Sri Lankan government
accelerated the programme and settled 100,000 families within a period of 6 years.

The main objective of diverting Mahaweli River, which is the longest river in Sri Lanka (335
km), was to maximize the country’s agricultural production and to alleviate poverty in the rural
sector. This project consists of 13 sub projects and it covers 40 9% of agricultural land in the
country. System “H” which provides irrigation facilities for nearly 70,000 acres, is one of the sub
systems. In order to maintain price fluctuations for daily agriculture of the farming community,
the government institutions came into operation in the field of marketing within the zone, by
introducing buffer stock scheme and control price scheme for both paddy and subsidiary crops.
However, due to the powerfulness of the private trader and some deterioration in the institutional
sector, the private oriented marketing system was forced to play a significant role now. This
situation has created additional burdens to the poor farmer.

‘With this development, reliance on the government institutions have significantly declined,
although the government provided a package of benefits to the farmer. In 1998, closing of the
Paddy Marketing Board of Sri Lanka, which had the authority of agricultural marketing, is an
apt example of government apathy. The private trader gains his popularity among the farming
community by giving generous options such as giving credit during the off season as well as for
agriculture and personal purposes. In most cases the assistance given by the private trader is
compensated by the farmer from his future harvest. At the time of repayment of credit, the
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normal circumstance is to undervalue the harvest by the private trader. The majority of the
farmers repay their loans by giving 75 per cent of their harvested agricultural stock to the private
trader normally valued a one-fourth times less than the existing market price. This situation
represents the current relationship between the farmer and the private trader.

Key words: Fair system*?, marketing channels, price stabilization and exploitation

Introduction

Since independence, industrialization was the theme of almost all the economic
projects (except Galoya agricultural project*®) which were implemented in Sri Lanka.
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Fig. 1 Map of SriLanka and the Mahaweli development project

* 2 Fair is an event where people sell their agricultural goods such as vegetables, fruits etc. at out door.
This is being held periodically in a particular place.

% 3 The Galoya agricultural project was the first agricultural zone implemented by the Sri Lankan
government during the 1960s.
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Fig. 2 Map of Mahaweli “H” agricultural zone.

This was mainly because industrialization in the past, was the key factor in attaining
economic development in almost all the developed countries. To achieve economic
development goals for a country, mainly through industrialization, the needed ingredient is
a sound industrial base. Sri Lanka in particular has limited advantages in this regard and
a number of problems were faced with the initially implemented projects in the past
decades. These have resulted to deteriorate the targeted development goals of the country.
Efficient development of the agricultural sector which enables a country to reach its
development goals has today become a generally accepted idea among development
economists.** Since Sri Lanka is rich in water and fertile land with regard to agricultural
resources, investment on agricultural sector would be a short cut and an appropriate
method of achieving the development targets. Even today about 70 per cent of the rural
population is engaged in the agricultural sector. Developing the agricultural sector will
invariably upgrade the quality of the living standards of the rural population.

Diverting the Mahaweli River, which is the longest river in Sri Lanka, developed this
project and it consists of thirteen sub systems (see fig. 1) where credit assistance to this
project is given by almost all the developed countries including the World Bank and the
International Monetary Fund (IMF). The entire Mahaweli project covers 40 percent of the
agricultural land in the country. The first system, which was implemented among the
thirteen sub projects, was the Mahaweli “H” system to which this study focuses attention

* 4 Economists who are involved in developing economies.
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(see fig. 2). The main objective of the Mahaweli project is to maximize country’s
agricultural production in order to develop the agricultural sector thereby to save foreign
exchange by reducing the agricultural import bill. As in the other developing countries, Sri
Lanka’s agricultural sector too suffers from the problem of the intermediate personnel who
create excessive profits in the marketing system between the farmer and the consumer,
Under valuation of agricultural products has today become one of the main problems and
this has led the private trader to dominate. In upgrading the agricultural sector, agricul-
tural marketing plays a vital role. Therefore the main objective of this study is to evaluate
how the marketing activities are operated in the Mahaweli “H” economic zone.

Marketing system of paddy rice in the public and private sectors

Different paddy marketing channels have been used in this agricultural zone. Govern-
ment sector and the private sector have become the principal channels of purchasing paddy.
The Purchasing system of the government is mainly based on the control price scheme,
while the private purchasing system is mainly based on a number of other factors such as
barter system etc. The Mahaweli “H” zone adopts the generally accepted paddy marketing
system in Sri Lanka which is also the longest and the most popular channel of paddy
marketing (see fig. 3).

The following system is being used in rare instances.
Farmers — Mill owners and shop keepers — Consumers
These two channels have been used to market paddy by the private sector in the zone.

arme Gate Colecto
; Unit Level Assemblers

Commissioned Agens X

=

Retailers

Consumers

Source: Survey on Mahaweli “H” area in 1990/1995/1996 and Mahaweli Economic
Agency (MEA)

Notes: Farm Gate Collectors purchase the harvest at the farmland

Unit Level Assemblers gather in small units and collect harvest within the zone

Fig. 3 Private marketing channels for paddy rice
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Paddy Marketing Board (PMB) purchases paddy in co-operation with the agents,
farmers, and farmer organizations in the zone. In some instances the PMB purchases
paddy from commissioned agents too. Purchased paddy by the board is being collected and
sent to its milling centers. Distributing paddy stocks to the private traders who do milling
for the board is another way of milling. The rice stocks which belong to the board are sold
first to the food commissioner and then to the co-operatives and finally to the authorized
private dealers.

Stabilization of paddy price has become a principle activity of the PMB. For this
purpose the board adopts the buffer stock scheme. On the one hand, if the demand for
paddy becomes higher due to a downfall of price, the fluctuation is being settled by issuing
more stocks from the warehouse of the PMB. On the other hand, if there is an excess
supply of paddy, the downfall of the paddy price can be avoided by purchasing paddy in line
with the demand. By adopting this system under the existing conditions, the board takes
every step to maintain the price stability of paddy.

The private trader purchases paddy for a comparatively higher price than the govern-
ment institutions such as PMB. This has led to create unpopular attitudes towards the
PMB among the farmers. Figure 4 represents the PMB’s purchasing system. How the
stocks come to the hoard’s centers is shown below.

Farmers — Private agents or Authorized government purchasing centers — Rice millers
(Public or Private) - Co-operatives — Consumers.

Farmers, unit level assemblers and rice millers of the zone are the people who are
involved in marketing of rice. After selling paddy rice to the board, the farmers receive
a cheque equal to the amount of paddy sold to the board. The farmers are supposed to get
this cheque realized at the bank to which they lend credit for crop activities. After
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Notes: Mahaweli Economic Agency (MEA) L IYIam sztlrlbutors
Paddy Marketing Board (PMB) L] Sub Distributors

Praja Sala (Sales Outlet) Sub Channels
=—=  Main Channels

Fig. 4 Public marketing channels for paddy rice
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recovering the credit, the balance is being given to the farmer. After harvesting, most of
the farmers take their produce to the farmland*® and store them in the warehouse, once
cleaning and preserving methods are being taken to avoid perishability. The commonly
practiced method of packing Paddy is to put them into 65kg gunny bags.

Transporting of paddy upto the place of purchasing (PMB) is a duty of the farmer.
Generally this activity is done by using tractors (two wheel and four-wheel tractors),
lorries, bullock carts, handcarts etc. At the purchasing place a quality control test for
paddy is held in order to maintain the following conditions.
 Fulfill that there should not consist a moisture for over 15 per cent.

« Seedless paddy should not exceed 9 per cent.
» Mixture, which is free of insects, should not exceed 10 percent.

Because of the problems arising between the farmer and the PMB (at the initial
transaction stage), the PMB changed the system so that, when the farmer sells paddy to
the PMB, an amount worth 10 to 20 percent will be received by cash and the rest of the
money will be received in the form of a cheque (Issued to the bank where he obtained credit
for agriculture) by the farmer. To avoid repayments the farmer generally tries to sell the
harvest to the private trader. To overcome non-payment of credit and to collect all the
stocks of paddy in the zone, the PMB cancelled this method of payment since 1987 and took
steps to give the entire money to the farmers. From this they got the opportunity of
repaying the loan in small installments.
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Source: Survey on Mahaweli “H” area in 1990/1995/1996 and Mahaweli Economic
Agency (MEA) o

Notes: Mahaweli Economic Agency (MEA) L] Main Distributors
Co-operative Wholesales Establishments (CWE) L] Sub Channels

Marketing Department (MD) Main Channels
—— Sub Distributors

| Farme Gate Collectors |

CWE

Fig. 5 Private and public marketing channels for subsidiary food crops

* 5 Farmland is a place which is situated in one of the corners of the farmer’s own agricultural land,
where cleaning, packing etc. are being carried out.
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Marketing of subsidiary crops in the public and private sector

Chillies are the most popular subsidiary crops in the zone while all the other crops play
a secondary importance (see fig. 5 for the public and private marketing channels for the
subsidiary food crops). From the subsidiary crops produced in the Mahaweli system, about
90 percent of the chilies, 85 percent of kawpi*®, 70 percent of red onions are being produced
in the “H” system. The supply of chillies in Sri Lanka recorded a drastic decline due to
civil riots in the eastern and western provinces. However the farmers of the Mahaweli “H”
area took this as an advantage and tried to maximize the production.

For certain types of subsidiary crops the paddy marketing board*” adopted a
controlled price system*? in relation to purchasing activities. This measure has been taken
only for the subsidiary crops, which are consumed domestically. At the inception of the
Mahaweli project, the Mahaweli Economic Agency (MEA) purchased subsidiary crops
according to a minimum price scheme*® in order to encourage the farmers in these
activities. These purchases were done by MEA on behalf of the government and the other
selling institutions.

The MEA had purchased the subsidiary crops until the government and the private
traders came for purchasing activities. In 1985 the Co-operative Wholesale Establishment
(CWE) was opened in the zone. As a result the MEA gradually stopped selling activities.
MEA acted as the agent for collecting Corn and Soya Beans for the CARE*!® institution
even after 1985. Normally the price paid by private traders for chillies is about Rs. 90 per
Kg. The CWE has initially (in 1980s) planned to purchase red onions from the farmers at
the rate of Rs. 10 per kg. However, the farmers have sold red onions to the private traders
at the rate of Rs. 16 per Kg. Likewise most of the private traders have offered higher
prices for almost all the subsidiary crops when compared with government institutions. As
a result the reliability of government institutions had gradually declined among farmers.
Agricultural crop collectors (unit level assemblers) or agents play a significant role in
private purchasing system. These agents purchase stocks from farmers and for this, they
keep a commission and resell to the crop sellers. The crop sellers sell the stock to the
retailers and finally the retailers sell to the consumers. At this level, the commissioned
agent pays to the actual farmer for the stock after keeping about 10 percent of retailer
price as his commission.

' The following is the pattern indicating how crops are marketed from farmers to
consumers:

Farmers — Unit level assemblers — Agricultural crop collectors who come by vehicles —
Village fair (a place where village level traders sell their products once a week)— Co-

* 6 Some kind of bean cultivated in Sri Lanka.

* 7 As a service from a public marketing institution, PMB has purchased subsidiary food crops in the
zone apart from paddy rice marketing activities in order to protect farmers from private traders.

* § To encourage subsidiary food crop agriculture the control price scheme is being adopted as a
minimum price security.

* 9 Minimum price is the price, which has been set as a guaranteed price to encourage the farmer.

*10 CARE is one of the main industrial consumers of Mahaweli products.
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operative Wholesale Establishment (CWE) — Paddy Marketing Board (PMB)— Co-opera-
tives — Consumers.

In order to convert green chilies into red chillies (dried chilies), the green chillies
should be dried outdoor for 7 to 8 days in the hot sun during daytime. To become perfect
red chillies it should only permit 19 percent of raw substance. However within the zone
chillies are dried for only about 5 days. Without the quality control test and by non-
adopting of grading system, the stocks are handed over to purchasing institutions. Because
of this reason the CWE gives a second class grading for these stocks and pay around Rs.
28 per kg. The CWE again takes steps to dry these stocks since it is not properly dried.
Therefore, the CWE has to bear an additicnal cost for drying purposes apart from the
initial purchasing cost.

The fair system plays a major role for day to day purchasing activities. Here the
farmers sell their stocks and fulfil their basic needs. This is held once or twice a week.
Since the institutional marketing channels are rare in numbers, fair system has become a
useful channel of marketing the farmer production. It represents the cultural features of
the village and has become a popular place where the farmers spend their leisure time.
Currently there are about 650 fairs in Sri Lanka. Within the Mahaweli economic zones,
half of the fairs have been placed in the Mahaweli “H” system and are placed in such a way
that the distance between 2 fairs is about 20 km. Here bargaining has become the key
factor in determining the price. However this is not an auctioning systém and trading
according to the commissioned-based system*!' is the popular one. The commissioned
agent purchases the stocks from the fair in order to sell them to the wholesalers. Generally
the private trader has more capability of bargaining.

Compared to the farmer the trader has more knowledge regarding the outside activ-
ities, such as price, demand, transportation cost etc. This has led the private trader to
purchase the agricultural stocks from the farmer at a comparatively low price.

Marketing practices adopted by the farmers in the zone are some what deteriorated.
A very good example for this is the use of an improper weighing scale in order to weigh
his stocks. Hence for weighing purposes the stocks are put into equal size bags.

The extent of assistance provided by way of marketing facilities

1. Credit burden

The marketing officers of the MEA provide necessary information regarding prices
and market situation to the farmers. However, only providing information to the peasant
farmer*'? is not enough for his marketing activities. Collecting wrong information by
officers, problems arising from intermediate traders are some of the problems. According
to the information provided by the research division of the Peoples Bank of Sri Lanka, it
is revealed that the influence of the private trader has made the peasant farmer to obtain
incorrect information regarding trading activities. A research study done by this institu-

#* 11 In the commissioned based trading the agent keeps certain percentage in each transaction.
% 12 Peasant farmer is a rural farmer who is engaged basically in paddy cultivation in small scale.
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tion states that, in 1978 about 90 percent, in 1982 about 64 percent and in mid 90s about 70
percent of the farmers in the zone purchased their equipment and consumer goods on a
private loan basis. Especially during the off season, lending activities have become popular
since the farmers do not have sufficient funds for existing purposes. This is because the
private trader has the chance of purchasing the agricultural stocks at the harvesting season
for reasonably low prices. Therefore, selling goods to farmers on a credit basis during the
off season has several influences to the future harvested stock. Hence the traders normally
have this type of trading transactions with the farmers. Because of the comparatively low
knowledge and lack of information, they do not keep proper records of these transactions.
This has worsened the problem further and the farmers have to depend more on private
traders. Since the private trader sells his goods to the farmer on a credit basis, he normally
sells his goods at a higher price, which is above the market price. After the harvest when
the stocks are in the hands of the farmers, they are forced to give the produce to the private
trader in order to settle their loans, which leads to a reduction of the real income of the
farmer. These types of hidden disadvantages are not reflected and are not captured under
normal marketing channels.

2. Mortgage of the yield

Mortgaging of the yield has become a new feature in selling the stock on credit. Most
of the farmers, who receive a comparatively low income, face financial difficulties during
the cultivation period and the harvesting period. As mentioned above, this type of peasant
farmer gets money from the private traders with the understanding of settling the loan by
giving the future yield to the private trader at a pre determined price level (at the time the
loan was obtained). According to the information gathered*'® from this zone, it is
ascertained that the majority of the peasant farmers repay their loans by giving 75 percent
of their harvested agricultural stock. It has been found that under the system of mortgag-
ing of the yield, the price of a bushel (20.87 kg) of paddy is normally determined as 25
percent less than the existing market price. Due to personal reasons*!* the farmers do not
disclose the exact price at which they sell paddy to the private trader. The official prices
are normally determined by considering the open market selling activities of paddy. It is
being revealed that under this system the farmer receives money only to cover his day to
day activities. Most of the farmer families keep around 50 to 60 bushels of paddy for their
own consumption during the off season. However at the time when farmers do not have
much money to purchase other food items and goods such as, bread, sugar, kerosene oil etc.
they try to sell the stock of paddy in order to purchase these essential items. It is found
that under bartering of the yield with consumer goods, price of a bushel of paddy is
determined normally 50 percent below the prevailing open market price.

% 13 In this particular field survey carried out in the Mahaweli “H” zone.
* 14 Because at the time the farmer sells the paddy stocks, it is sold at a very low price and he does not
like to disclose this fact.
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3. Integration of the market

The main objective of the government was to exclude the intermediate private traders
as much as possible from the farmer’s marketing activities in order to prevent money
exploitation. Since the accurate operations of the government institutions in the zone are
at a minimum level, it has become easy for the private trader to have close relationship
with the farmer in marketing activities. Implementation of the free market policies into
the economy has resulted in the private trader becoming a significant person in marketing
of agricultural stocks within the zone and this has currently become a serious problem. To
overcome this problem, the PMB started a scheme to appoint private commissioned agents
who will collect paddy from the farmers. However, according to this scheme the under-
standing was to charge a commission from the private agent at the time of handing over
the paddy stocks to the PMB. It has been found that these appointed agents exploit the
poor farmers and charge a higher percentage than the earlier agreed commission with the
PMB. Hence this system also has failed to fulfil the objectives of the PMB.

Conclusion and proposals

The government institutions came into operation within the zone in order to upgrade
the farmer’s stability in their day to day agriculture by introducing a buffer stock scheme
for minimization of paddy price fluctuations, control price scheme for subsidiary food
crops, etc. However, in considering the marketing activities there is enough evidence to
conclude that the private trader plays a vital role in comparison to the government
institutions within the zone.

The poor farmers in the area at a loss when the marketing power is in the hands of
the private trader. The role of the co-operative societies takes a paramount position in the
socio~-economic development. However, the co-operative societies have limited access to
compete with the private traders. Therefore the government should establish a co-
operative security system in order to protect farmers and certify their purchases at the
market value and selling agricultural inputs at minimum rates, because this type of
services will not be provided by the profit oriented private traders.

Lack of information to the farmers is another main problem. Providing information
by the government authorized research unit will be an essential activity.

The government co-operative system can plan a system to prevent the marketing
problems, and there by the poor farmers can receive a high level of income, which will be
an ingredient to upgrade the quality of life and finally to reach economic development. By
implementing such systems farmers can avoid mortgaging of their harvest and barter
systems with private traders. The problem of non-payment of the agricultural loans by the
farmers to the public banks can also be avoided greatly under such circumstances.
Establishing an effective co-operative planning system by the government rather than
promoting profit oriented private entrepreneurs is a very important condition for the
development of agricultural production.

Improving the government infrastructural facilities and the competitive price mecha-
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nism policy have recorded a positive trend of developing the private trader in marketing
activities within the zone. Most of the co-operative societies and branches of the
Marketing Development Department, which were efficient at the time of inception, have
been abandoned at present. At the inception, one of the main objectives of the zone was
to provide a separate institution for agricultural activities. Thus, the co-operative society
acted as the chief institution for selling of consumer goods as well as purchasing of
agricultural stocks from the farmers. In collaboration with the Peoples Bank the co-
operative society had a financial assistance scheme for the farmers.

However with the implementation of the liberalization policies in 1977 the co-opera-
tive societies had difficulties in competing with the private trader. This had negative
effects to proper functioning of co-operative societies. Initially at the time of purchasing
the agricultural harvest from the farmer, the co-operative society offered a higher price
than the private trader. Because of this, the farmers sold their stocks to the co-operative
societies. However, later, the functioning of co-operative societies became inefficient in
number of activities such as improper grading of paddy, corruption etc. This led the
private trader again to become popular in marketing activities.

There is a gradual tendency by the private trader to offer higher prices for the harvest
to the farmer. This has further weakened the efficiency of the co-operative societies. The
marketing of subsidiary crops by the private traders has amounted as 70 percent higher
than the purchasing done by selling outlets of the Mahaweli authority. In some instances
the private trader purchases the harvest from the farmer, there after it is again sold at a
higher price to the government outlets by the trader by taking the full benefit provided by
the government to the farmer.

According to the information from the Mahaweli authority, in most instances the
agricultural stocks which have been sold to the outlets of the authority have been sold by
private traders and not by farmers.

On the one hand powerfulness of the private trader has further deteriorated the
effective functioning of the institutional sector. On the other hand the private trader is
becoming popular since he provides assistance to the farmer during the off season as well
as the harvesting season. With this development, even though the government provides a
package of benefits to the farmer, relying on the government institutions has deteriorated
within the zone. Closing up of the Paddy Marketing Board of Sri Lanka in the recent past
could be given as a very good example in this direction.

Most of the information for this study was obtained mainly through creating a friendly
atmosphere with farmers in the zone which was built by living together with them for a
considerable number of days during the study period. Without developing such personal
relationships it was impossible to make them disclose extreme personal information such
as mortgage activities or problems prevailing in the government institutional sector, which
greatly affects the farmer’s life. Therefore, this study was based heavily on empirical and
descriptive method. Our next step of this study will be to carry out a field survey in the
future in order to get more detailed data likewise.
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