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Willingnessto Pay for a Fee-Based Extension
Service by Tea Smallholdersin Galle District

K.D.A.J. Yapaand A. Ariyawardana’

ABSTRACT

The agricultural extension service in Sri Lanka dgenerally
considered as supply driven, and limitedly focusedfarmers’ aspirations
and needs. The state services are also said todfficient and operating at a
high cost. From the farmers’ point of view it is @amcomplete service
provider. This has increased attention towards pibéential for privatization
of agricultural extension services. Therefore, thiigdy was conducted with
the objectives of analyzing the tea smallholderflingness to pay (WTP) for
a fee-based extension service and the factorstaffetheir WTP. A sample of
100 tea smallholders was randomly selected from $ab office areas under
the Tea Small Holdings Development Authority, Galdmary data were
collected through a pre-tested questionnaire. Opeded elicitation method
was used to obtain the WTP and a probit regressiadel was used to
analyze the factors affecting their WTP.

Although 66% of the tea small holders have receiegtension
services from the Tea Small Holdings Developmerihdkity, only 42% of
them have had services at the right time. A majasftthe tea smallholders
rely more on their own experience. Although 42%heaf tea smallholders
have indicated that they would like to have sorheroéxtension service, only
24% were willing to pay for such a service. Therage WTP was Rs. 85.62
per month by a tea smallholder. According to thebitr analysis, proportion
of income had a significant positive influence dadning experience had a
significant negative influence on the WTP. Basedhenanalysis it could be
concluded that the tea small holders’ in Galle disthave a minimal interest
towards a fee-based extension service and hendermeptation of a private
advisory service in the tea smallholding sectamasviable.

The authors are, respectively, Final Year Undergraduate Studet tihe the
study was conducted and Senior Lecturer in Agricultural Ecorsonaind
Business Management, University of Peradeniya.
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I ntroduction

Producers must receive current information and neldgy for
effective management of their production, marketangl financial decisions.
Individual characteristics of producers impact ba temand for information
services while confidence in the information seggiés a central determinant
of the frequency at which a producer refers tosdices. Such information
services are used as an intermediate good in ti@uption of an agricultural
commodity and are referred to as extension services

Extension is often defined as a combination of anroinication
dimension and educational dimension, meaning trassom of technical
information to farmers and assisting them in depelent of skills to make
use of technical information (Second Perennial Cibgvelopment Project,
1999). Irrespective of interpersonal disparity,nfars who are the direct
recipients of agricultural extension benefits, hthair own expectations from
an extension service. However, the agriculturaéesion service in Sri Lanka
is generally considered as supply driven, limitedbcused on farmers’
aspirations and needs and institutionalized cragewsecond Perennial Crop
Development Project, 1999).

Although Sri Lanka is renowned for its tea plamas, 60% of its
total tea production comes from the smallholdingstar. The highest extent
of tea smallholdings is located in the Kandy désteind it amounts to around
25% of the total tea smallholdings. Next highedbtated in Galle followed
by Matara district. The number of tea smallholdingson the increase.
Therefore, in order to cater to the growing demérdinformation by tea
smallholders, Tea Small Holdings Development Autilo(TSHDA) was
established under the Tea Small Holdings Developroaw No. 35 of 1975.
Tea smallholders are taxed indirectly for the esiem services provided to
them through TSHDA. Government charges a Cess gweny kilogram of
tea exported. This money is reinvested in the &zdos. All the institutions
that are responsible for tea, namely, Tea Resdasthute, Sri Lanka Tea
Board, Tea Commissioner's Department and TSHDAfamded through this
Cess fund.

TSHDA delivers extension services to approximat2B0,000 tea
smallholders in the country. There are nearly 2@dflevel extension
workers and around 30 supervisory level extensiffitens. The extension
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service of TSHDA is under the supervision of theplty General Manager
(Extension). Extension services of TSHDA use sdvethannels to
communicate with the tea smallholders. These imclumdividual visits,
seminars, field days, farmer training classes,dfidemonstrations, radio
programs, periodicals, leaflets and competitiongrfsfadharma, 2003).

Problem Justification

The tea smallholding sector plays a very vital rialéhe economy of
Sri Lanka. Although its contribution to the totaat production shows an
increasing trend, it operates under a number oblpnes. Some of these
problems are financial constraints, insufficientniner of Extension Officers,
inadequate knowledge of the tea smallholders (TSkig) greater time lag in
transmitting research information to TSHs. Evengbpportive organization,
the TSHDA is faced with a number of problems whilifectly influence the
performance of the smallholdings. The TSHDA is ligagependent on the
cess funds for disbursement of subsidies as welloagrovide extension
services. The cess funds are also used to meatitdnistration costs. This
has not increased in proportion to the increasirgrg of smallholder’s
contribution to the country’s total tea exportsefidis also a delay in receipts
of the cess as it is not remitted directly by thes®@ms Department to the
TSHDA. The amount received by the TSHDA has notnbgeovided
regularly and according to the entitlement as datidy the cess committee
(Tea Small Holdings Development Authority, 2003).

TSHDA is over burdened with high administrative tsokr salary
payments. Of the cess funds received, every R8.df.4he Rs. 2.50 per kilo
of tea exported is applied for administrative costsspite of this difficult
financial situation, the TSHDA has had to incre#gsasubsidies in view of the
increasing cost of fertilizer and other inputs fhdey smallholders. The
portion of the cess money remaining for extensiamkwdeclines due to the
increased payments for replanting, new planting iafiing subsidies. This
compounds the gravity of the financial situationheT extent of tea
smallholdings has increased over the past decaa@g 1) but the number of
Extension Officers is almost the same during tleisqal.
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Table 1: Extent of tea small holdings
Y ear Extent (Ha)
1996 78 776
1997 79 998
1998 79 367
1999 83070
2000 81 259
2001 86 481
2002 91 667

Source: Department of Census and Statistics, 2003

At the Tea Research Institute, only the Agronomyg &mtomology
divisions have direct contacts with TSHDA stafffield level. Therefore, it
takes time for research level information to re&aimers. It is also revealed
that in most instances researchers are not geanedds solving the problems
of smallholders. Apart from the above institutionaloblems, the poor
knowledge on agricultural practices and soil mansgde of the TSHs
aggravates the problems of the tea smallholdingsoseAccording to a
survey carried out by Mahaliyanarachchi (1996),tba knowledge of the
TSHs on fertilizer usage, 32.5% had full knowled§6,41% had partial
knowledge, and 17.09% had no knowledge. Furthggrding the knowledge
on pest and disease management, only 13.25% Hddbwledge and others
had partial or no knowledge. He also has foundtthafverage yield of a tea
smallholding is nearly 2286 kg/ha and is below plogential yield of 2400
kg/ha.

Given the above problems in the tea industry, ajeptowas
introduced in 2003 to restructure the tea relatstitutions in order to reduce
the financial burden on the government. This waarfcially supported by the
Asian Development Bank. They have published a decunregarding
proposed future strategies. This document cleag shat, to reduce the high
dependency on the cess fund and also to meet giegeaost of inputs and
services, the TSHDA needs to generate its own revém activities that can
be commercialized and it is also necessary to eefees and charges for
certain services performed in its regulatory fumesi (Tea Small Holdings
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Development Authority, 2003). The TSHDA also neégedom in raising
finances, in investing funds, in borrowing and imrquit of potential
commercial activities.

The suggested rationalization of TSHDA's organizadil structure
and the reduction of its regional branches fromheig five will lead to
inadequate distribution of extension workers amimaggrowing districts. The
current and proposed staff cadre, along with tlsecated costs of personnel
emoluments is shown in Table 2.

Table 2: TSHDA's current and proposed staff cadre

Grade Approved Existing Proposed Cost of Cost of
cadre cadre cadre approved proposed

cadre cadre
(Rs. MIn) (Rs. MIn)
Management 19 16 12 6.6 4.2
Executive 100 113 72 20.6 14.6
Middle 430 399 220 67.8 28.8

Minor 155 133 24 17.7 2.7
Total 704 661 328 112.7 50.3

Source: Tea Small Holdings Development Authority, 2003

They have also proposed to introduce a VoluntamlyEgeparation
Package (VESP) to reduce the staff and the funetdithe extension division
of the TSHDA, such as conducting training progrdorstrainers, tea small
holders and special training for community develepmwhich have been
excluded from the proposed functions.

All these above facts show the risk faced by tre dmall holding
sector in receiving extension services in the futdrherefore there is a need
to have a fee-based extension service to root loeget inefficiencies and
limitations. Under this approach producers will m@e clients instead of
beneficiaries. Similarly, a study done by the WoBdnk pointed out that
there is a greater potential for privatization gfieultural extension services
because the state services are said to be ineffiaired expensive (Umali and
Schwartz, 1994).
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Objectives

Given the above background, this study was condueti#h the
objective of analyzing the tea smallhloders’ wijjiress-to-pay for a fee-based
extension service. The specific objectives of #tigly were to determine the
tea smallholders’ perceptions on the present inftion flow, to determine
the tea smallholders’ attitudes towards a fee-bast#ension service and to
analyze the factors affecting the tea smallholderidlingness-to-pay for a
fee-based extension service.

Literature Review

In most countries, the relative share of natioeaburces earmarked
for agriculture is decreasing. Therefore, extendi@s been and is under
attack from a wider spectrum of politicians andremuists over its costs and
financing. As a result, extension systems have foagnake changes by
restating the systems mission, developing a nevorvifor the future and
formulating plans for necessary transition to aehielesired change. One
such change is privatisation of extension services.

Privatisation of extension services is typical gveloping countries
like Australia, New Zealand, France, United Kingdamd Netherlands. The
Australian state of Tasmania has the longest espeei with fee for service
activity in the world by having introduced a feesbd advisory service in
1982. In 1990, New Zealand initiated its first stdporivatisation by making
the advisory services of the Ministry of Agricukuand Fisheries completely
commercial. In France, nearly three quarters of tttael resources for the
operation of the system are collected at the fawellthrough direct payment,
voluntary fees from farm organisations, compuldess levied in the form of
taxes on a variety of products or land taxes ctdtbcby Chambers of
Agriculture. The United Kingdom promotes direct pent by users without
privatisation of extension services. The noveltyhaf British approach is that
it is a system of charging for certain servicegiore on cost basis that were
previously offered free and financed by tax reveniddese examples suggest
that the privatisation of agricultural advisory\dees is widespread and the
main reason behind the trend towards self financiglgtes to budgetary
problems.
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Although the extension services are not privatige®ri Lanka, the
Second Perennial Crop Development Project that fiwaded by the ADB
used extension services as a spring board to eratmnfeasibility of private
advisory services and to implement such a serVice.most important radical
change was to adopt a fee charging system foritimh loans with farm
advice as well as subsequent advisory visits. Tdwimuous monitoring of
the progress of the firms indicated that all firtmad acceptable targeted
achievements. An evaluation done after two yeatimmpfementation showed
that many relevant indicators of progress are featisry and in time to come
with experience and competition the service counlgrove.

Saravanan and Gowda (1999) have used three statedia, namely,
Maharashtra, Rajastan and Kerala and have anathsetirmers WTP for
agricultural information. They have used a line@cdminate function to
identify the variables that discriminate farmersoinvilling to pay and not
willing to pay. Primary source of information, ageducation level,
occupation, total land area, irrigated land areegine from agriculture, total
household income, area under non-food grains, lef/@puts used and the
level of satisfaction with the primary source ofoirmation are the variables
used in the discriminate function. Their resultgeaded that only 48% of the
farmers are WTP Rs. 25 for agricultural information

Malkanthi and Mahaliyanaarachchi (2001) have cotetia study in
Nuwara Eliya district, Sri Lanka to examine theitattes of the vegetable
farmers towards privatisation of agricultural exdéiem services. They have
used 21 items to determine the attitudes towardsafgation of extension
services. Nearly 41% of the farmers had least fealtle attitudes toward
private extension services. Only four out of sirteariables, namely, type of
labour used, monthly profit from vegetable cultisai monthly total income
and management ability of the farmers were posytiassociated with the
farmer attitudes towards private extension services

M ethodol ogy

Galle district was selected purposively and a sangdl 100 TSHs
were selected randomly from 4 sub office areas, elmmAkmeemana,
Wanduramba, Elpitiya and Hingalgoda. Data wereectdld by using a pre-
tested questionnaire.
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Determination of Attitudes about the Fee Based Extension Service

Attitude measurement scale was developed baseca@vaéhan and
Gowda (1999), where the final results were expiksse frequencies.
Accordingly, attitudes of the interviewees of av@yr were categorized into 3
categories after giving values to the attitude msgag statements they have
answered.

¢ Least favorable response to the attitude tested
Favorable response to the attitude tested
¢ Most favorable response to the attitude tested

<

In the survey questionnaire, the respondents wigend 0 statements
that concerns the privatization of extension sewiand were asked to choose
from either disagree, undecided or agree. The fioate for the respondent
on the scale was the sum of their rating for alihaf items and is also known
as the summated scale. If there were items that warersed in meaning
from the overall direction of the scale, they weedled reversal items. The
response value has to be reversed for each of ife@se before summing for
the total. After assigning values to the individséhtement, the final score
was obtained. The final score ranged from 1 intmiper of statements to 5
into number of statements.

Response Category Values for Positive Values Egdtive

Statements Statements
Strongly satisfied 5 1
Satisfied 4 2
Undecided 3 3
Unsatisfied 2 4
Strongly unsatisfied 1 5

Factors Affecting the Willingness-to-Pay (WTP)
Probit Regression M odel

The probit model is one of the regression modeiswhich the
dependent variableY] is dichotomous in nature, i.e. a binary varialllae
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coefficients measure the difference that the uh@nge in the independent
variable makes in terms of cumulative probabilifytlee dependent variable.
In the model, the dependent variable was specifiethe willingness to pay
(WTP for private extension services. One was assigagueople who were

willing to pay for a fee based extension service @aaro was assigned to
people who were not willing to pay for such a segviSocio economic

characteristics of the TSHs were used as indepéndeiables (Table 4). The
model of the probit regression is as follows;

WTP =5+ BXi+ BXo+ BXa+ BXy + fXs + LXe + BrX7 +&

Table 4: Variables used in the probit regression
Variable Unit Expected Sign Definition
X1 Years _ Age of the TSH
Xz Number + Family size
X3 Years + Education level of the TSH
X4 Years _ Farming experience
Xs Acres + Land size
Xs Percentage + Income from tea/Total
household income x 100
X7 Dummy ? Gender of the person who

was directly involved in
cultivation (1 for male)

Results and Discussion
Present I nformation Flow

Only 66% of the respondents have received extersgovices from
the TSHDA. Of those, only 42% have received extamservices at the right
time. TSHDA has used several methods in dissemigatiformation. The
TSHs who have received extension services froml®ldDA, ranked those
extension methods as in Figure 1. Seminars have theeprimary method by
which respondents have received extension serv@ethe 66 TSHs, 61 have
received extension services through seminars argdry the TSHDA. Only
2 of them have indicated that they have receivadresion services through
individual visits.
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Figure 1: Extension methods used by the TSHDA
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I nformation Sources

Majority of the TSHs rely on their own experienegher than seeking
for other information sources to get the requiradwledge on tea cultivation.
They also have had greater reliance on the rathoitéon and neighboring
farmers (Figure 2). A minimal number of TSHs hasked on new papers.

a — Radio/TV
b — News papers
¢ — News bulletins/

Leaflets

d — Neighboring
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e — Based on own
experience

Figure 2: Usage of information sources other th&RIDA
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Demand for Information

TSHs have shown a greater demand for new informaaod
technology and it was 38%. They also had a coraliferdemand on advice
to increase the productivity and advice to solvecd problems in the field.
They had a very low demand on advice on marketmd) @ant protection
measures (Figure 3).

Figure 3: Demand for various information
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Type of Information

In terms of the demand for information on cultupaactices, TSHs
had the highest demand for information for soil durctivity management.
Weed control and Nursery management were the dierareas that they
required information (Figure 4). Very few requireadormation on pruning
practices, fertilizer usage and pest and diseasagament.
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Figure 4: Demand for information for cultural praes
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Willingnessto have a Fee-Based Extension Service

Forty two percent of the TSHs were willing to harether source of
extension service. Of those, 92.9% were willinghttve extension services
through a private organization while the rest pref@ a government
organization. Of those who preferred to have agpeivorganization to get
extension services, 82.1% liked to have an orgépizavhich delivers only
extension services whereas 15.4% and 2.6% of tHésTi&ke to have tea
factory owners and input supplying companies tavdelextension services,
respectively.

Attitudes towards a Fee-Based Extension Service

Eighty percent of the respondents had favorableraast favorable
attitudes towards a fee-based extension servicke\20P6 of the respondents
had a least favorable attitude (Table 5). Howewemly 24% of the
respondents were actually willing-to-pay for such sarvice. Of the
respondents who were willing to pay, 13 of themegthe question prolonged
consideration in an effort to arrive at the besigille value, 6 of them gave
the question careful consideration but the effaswot prolonged, 2 of them
gave the question some more consideration, onéearh tgave the question
very little consideration and 2 of them did not egigny consideration and
wanted to give some answer to finish the interview.



81

Table 5: Attitudes towards a Fee-Based Extensiami&e
Attitude Category Score Range Number of TSHs
Most favorable >24.13 26
Favorable 24.13 -20.91 54
Least favorable <20.91 20

Of the respondents who were not willing to pay, ohthem gave the
guestion prolonged consideration, 36 of them gawe question careful
consideration but the effort was not prolongedofighem gave the question
some more consideration, 11 of them gave the arestiery Ilittle
consideration and 8 of them did not give any cogrsition and wanted to give
some answer to finish the interview.

AverageWTP
Average WTP = Suhthe bidding amounts
Total number of respondents who were willing-to-pay
= Rs.2055/24
= Rs. 85.62

The average WTP for a fee-based extension seryice farmer per
month was Rs.85.62.

Factors Affecting the WTP

As explained in the methodology, a probit regressimdel was used
to determine the factors that influence the WTResus of the analysis are
represented in Table 6. Of the 7 variables in tloeleh only two — farming
experience and the income proportion — were sicgmifi.
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Table 6: Results of the probit regression analysis

Variable Estimated Standard t-ratio
Coefficient Error

Age 0.0031 0.0350 0.0877
Family size 0.0657 0.2812 0.2338
Education level 0.1143 0.1222 0.9357
Experience -0.1740 0.0538 -3.2353*
Land size 0.2525 0.6014 0.4199
Income proportion 0.0002 0.0001 2.5965*
Gender -0.0606 0.7333 -0.0826
CONSTANT -2.6800 2.3481 -1.1414

* Significant at 0.05 level

Log-likelihood function = -17.271

Log-likelihood(0) = -55.108

Likelihood ratio test 75.6748 with 7 d.p-value = 0.00000

The slope coefficient of farming experience was atieg and
significant. This suggests that the change in tegted log of the odds ratio
of paying for private extension services decreasgits a unit increase in
weighted farming experience. Taking the antilog 6f1740 gives
approximately 1.190, which means that for a unitreéase in farming
experience the weighted odds in favour of paying gavate extension
services decreases by 1.19 or about 19%. This doeilgrimarily because
when the farming experience increases, TSHs tendude their own
experience in cultivation rather than seeking ftreo information sources.
Since they rely largely on their own experiencesytlwere not willing to
obtain new information for a fee.

The variable, income proportion was computed agagpgstion of
income accruing from tea with respect to their lttt@usehold income and
represented as a percentage. This was used inndlgss in order to
overcome the effect of multicolinearity. This vdnlia was significant and had
a positive relationship with the dependent variablee slope coefficient of
0.0002 suggests that the change in the weighted log ofott@s ratio of
paying for private extension services increases vat unit increase in
weighted income. Taking the antilog of 0.0002 giegproximately 1.0002,
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which means that for a unit increase in proportieniacome from tea the
weighted odds in favour of paying for private exdien services increases by
1.0002 or about 0.02%. This reveals the TSHs mihimarest in private
extension services. Although the variables, agaijlyasize, education level
and land size were not significant, they had atpasrelationship with the
dependent variable (Table 6). Gender was also ssigmificant variable and
had a negative relationship with the dependentabéei This could be due to
female TSHs willingness to pay more for a fee-baseension service than
the male TSHs.

Conclusions and Recommendations

Privatization of extension services is importanbider to reduce the
financial burden on the government. Currently, l%mka is looking into the
feasibility of implementing private advisory semc Given the situation, this
study was conducted with the objectives of analyzime tea smallholders’
WTP for a fee-based extension service and the riaeffecting their WTP.
Results revealed that 66% of the respondents leaived extension services
from the TSHDA, but only 42% have received inforimatat the right time.
This is because most of the Extension Officers edissate information
through seminars and they rarely make individusitsi Although a majority
of the TSHs rely greatly on their own experienberé was a high demand for
new information and technology, advice to incregm®ductivity and
information on soil productivity management pragsic

Although 42% of the TSHs were willing to have aresthource for an
extension service, only 24% were willing-to-pay feuch a service. The
average WTP was Rs. 85.62 per month by a tea smdglh Given the
minimal willingness in contributing to a fee-basatvice, it could be pointed
out that any organization delivering extension &y for a fee will not be
able to make a considerable profit out of the servihis minimal willingness
in contributing to a fee-based service is primabgcause most of the TSHs
do not have enough income to pay from their red¢dgivsmall and marginal
operational land holding. This was proven to beexirin the analysis of the
factors affecting the WTP where results showed thair marginal
probability to pay for a fee-based extension servicreases along with the
increasing income from tea. Further, the lower imeccould be the primary
reason why there were only 24% who really wantegap out of the 80%
who have had positive attitudes towards a fee-bagtghsion service. Given
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the tea small holders’ minimal interest towardeerthased extension service,
it could be concluded that implementation of a gtévadvisory service in the
tea smallholding sector in Galle district is noable. It also shows that the
government still has a role to play in deliveringtemsion services to the
TSHs.
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