SMALL FARMER’S GLOBALISATION EFFORTS – through Mini Rural Godowns - CASE STUDY

Harbhajan Singh, a hard working Punjabi farmer is a willing partner in contributing to the food security of the country. At the age of 20 in 1966, he along with his brothers who jointly owned 50 acres of land in LAKHANPUR village of Fatehgarh Sahib District of Punjab had embraced the spirit of the Green Revolution and took up the cultivation of HYVs of Paddy and Wheat.  Further, Harbhajan Singh is a keen enthusiast in knowing the developments in agriculture, winds of change with regard to commodity prices, procurement mechanisms so as to keep his farming profitable. 

In the last 40 years, he had made quite a few investments in his farm thanks to the financial assistance extended by the Primary Agriculture Development Bank (PADB), Khamano of the Fatehgarh Sahib District. The 50 acres farm has 5 bore wells which are all networked, 1 tractor with trolley and needed implements. On seeing the opportunities for diversification, Harbhajan Singh had even taken up cultivation of GRAPES on 2 acres and is harvesting bountiful crop.

He also borrows money for his production related activities from the DCCB and also the nearby Commercial Bank. Till 2001, Harbhajan Singh was taking up only Paddy & Wheat cropping pattern as these crops are widely grown and the procurement by the Government Agencies like FCI, PUNSUP, MARKFED are assured. However, of late with the improvement of communication systems, Harbhajan Singh was  keeping a watch on the Market trends of various commodities, higher price realization for the same Wheat after 2-3 months of the cessation of procurement, possibilities of growing other crops in place of Paddy / wheat which can get higher prices.

While collecting the information on the above, Harbhajan Singh had felt that the basic constraint for realizing higher prices for his commodities would be lack of scientific storage structures with him and therefore, has to dispose off the  produce immediately after harvest. 

To create a storage structure which otherwise was found only in the Public sector, Harbhajan Singh was looking at the literature and finally he could lay his hands in 2002 when his PADB had informed all the members about the GOI’s Grameen Bhandaran Yojana’s scheme and the scope to construct MINI godowns of 100 MT. Harbhajan Singh was happy to get all scientific details of the scheme coupled with the availability of Subsidy for creating a storage space for himself as well as to help his neighbors who were otherwise disposing off their produce in  distress.

Harbhajan Singh had collected data related to the Marketable surplus of various commodities / crops and had made up his mind after analyzing the storage structures situation and price movements as detailed below:

	S.No
	Crop / Commodity
	Acreage
	Marketable surplus (tons)
	Price Movement
	Duration

(storage time )
	Godown availability

	1
	Paddy
	71000
	284000
	No significant Change
	 NA
	NA

	2
	Wheat
	74000
	318200
	Rs 200 per qtl
	6 months
	Not in Pvt .sector

	3
	Maize
	 2000
	5800
	Rs 500 per qtl
	6-8 months
	Not in Pvt .sector

	4
	Sunflower
	2500
	3000
	Rs 250 per qtl
	4 months
	Not in Pvt .sector

	5
	Potato
	1500
	18000
	Rs 100-400 per qtl
	2 months
	Not in Pvt .sector

	7
	Sarson
	   276
	332
	Rs 300-400 per qtl
	3 months
	Not in Pvt .sector

	
	
	
	
	
	
	


After going through the data, Harbhajan Singh was convinced about owning the Mini Rural Godown of 100 MT canvassed by Banks with the following details:

1. Capacity of the Godown


:100 MT
2. Dimensions 




:30’ X 20’ X 15’

3. Total Financial Outlay


: Rs 2.00 Lakhs

4. Bank Loan




: Rs 1.43 Lakhs

5. Borrowers Margin



: Rs 0.57  Lakhs

6. Subsidy given by GOI


: Rs 0.50 Lakhs

7. Effective Borrower’s Margin

: Rs 0.07 Lakhs

8. Loan to be repaid in 


:120 months

9. Loan installment (on reduced balance)
: Rs 20,000/  per year
10. Collateral Security



: 1.00 acres of agricultural land

On constructing the 100 MT godown in 2003-04, Harbhajan Singh got serious with business ideas as to utilize the godowns in the most profitable way and at present he is busy in knowing the market pulse as he had successfully made money in the following way:

	S.No
	Crop /Commodity
	Quantity

Stored

(qtls)
	Price at harvest  (Rs /qtl)
	Storage duration

(Months)
	Disposal price

(Rs /qtl)
	Gain

(Rs /qtl)
	Remarks

	1
	Wheat
	500 
	610
	6 months
	945
	330
	Profitable

	2
	Hay (wheat)
	300
	100
	3 months
	210
	110
	Profitable

	3
	Paddy
	100
	650
	4 months
	650
	0.00
	Loss 

	4
	Fertilizers
	100
	 --
	2 months
	  --
	20.00
	Profitable


During the year 2004-05 Harbhajan Singh had made a profit of Rs 1, 98,000/- from the godown and his own farm produce itself.

Harbhajan is very happy with the returns from the godown but he is perplexed with twin issues of (a) Not able to get money immediately after harvest to meet his requirements as well as paying the crop loan dues and (b) Not able to get any pledge loan for the produce lying in the godown so as to meet his next crop sowing requirements.

When he approached the banker for the produce pledge loan, bankers did not entertain his request on the following grounds:

1. Though APMC Act had been amended in Punjab, the state still believes in the Monopoly Procurement Scheme and therefore, ensuring definite and timely payments into the farmer account. Bankers are comfortable with the existing mode.
2. In case of Government owned godowns, the bankers were sure of the produce quantity as well as quality lying in store and therefore, valuation to advance pledge loan is not a problem.

3. In the case of Private godowns like those of Harbhajan Singh, bankers were not sure of procedure to adopt to ensure the quality, quantity of the produce stored. Valuation of stocks is another sticky area where bankers were not so comfortable.

4. In case of default of the loan, how to dispose of the produce and realize the dues.

In view of the above, all PSU banks, RRB as well as DCCB have refused to entertain his request.

While one New Generation  Private Sector Bank which is active in giving loans against Ware House Receipts had evinced interest in the beginning, they could not honor the commitment due to relatively small ticket loan, high transaction cost, lack of security as per their expectations and non-negotiability of the Private Ware House receipt.
The New Generation Bank though had not given the loan, it had assessed the potential of such loaning since many godowns of similar capacities have come up in the state as detailed below:
1. Fatehgarh Sahib district

35

2. Sangrur district 


114

3. Ludhiana



63

4. All other districts in Punjab

1700

Not withstanding the negative reply he got, Harbhajan Singh is undeterred in his attempt in convincing the bankers about his necessity to get loans against his produce stored in his own godown.

ADDITIONAL INFORMATION

a) Margin being obtained by the New Generation Pvt Bank from big clients is in the range of 20-40% depending on the Crop, variety, market movements and easy disposability in case of default

b) Interest rate being charged is 12%

c) Experience so far - default rate is less than 1% till date

TASK 

1) Find out the reasons why bankers are reluctant?

2) Assess the feasibility of this business since the quantities to be stored are very huge
3) Assess the Margins to be taken if you have to finance and basis of arriving at such margins

4) Why the bankers are reluctant to finance against the Private Warehouse receipt despite the authentic background of the farmer and his previous credentials of repayment?

5) Is New Generation Pvt Sector bank is justified in denying loan to Harbhajan Singh?

6) Estimate the Potential Quantum of Pledge loan in the Fatehgarh Sahib district where 100 such godowns have already come and the scope to construct more is ample due to profitability on account of price movements?

7) As a banker, do you see this as a business proposition in the current scenario of shrinking investment avenues, reduced financial margins, escalating COM and need to churn profits to post a very strong balance sheet? 

8) Would you like Harbhajan to reap the benefit of Globalisation and Liberalisation and if so, what more is needed to extend Pledge loan against his Warehoused commodities?
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