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"There is an intimate connection between the institution
s and technology

employed, (and) the efficiency of a market (economy) is direct
ly shaped by the

institutional framework."
Douglass C. North (1997)

Winner of Nobel Prize for Economics, 1993.

INTRODUCTION

It is indeed highly opportune that the Indian Society of Agr
icultural Economics has

selected the theme of institutional framework for discussion in
 this Conference. Worldwide,

there has been a great revival of interest in institutions and 
their role in economic devel-

opment. The old institutionalist thinking lead by Thorstein Veb
len, John R. Commons and

Karl Marx, among others, apparently lost its appeal in the dis
cipline of economics with the

advent of neo-classical economics. However, the inability of th
e neo-classical theories and

models to adequately explain the uneven growth across natio
ns, also within nations his-

torically over time, as well as the recent experiences of econ
omic reforms in different

countries including Russia, India and South-East Asia, has led to 
a revival of interest in the

role of institutions. This has led to the emergence of new insti
tutional economic thought

(Rutherford, 1994). The school is lead by the work of economists
 and economic historians

such as Douglass North, Robert W. Fogel, Ronald Coase and Oli
ver E. Williamson, amongst

others. While there are many similarities between the old 
and the new institutionalist

thinking, one of the major differences is the ability of the ne
w institutionalists to bring

institutions within the frame of accepted economic theories. The n
ew institutionalists believe

that neo-classical price theory is central but must be significan
tly augmented to become a

more powerful tool for understanding the world.

Contributions to new institutionalism cut across many discipli
nes such as political sci-

ence, law, business, anthropology as well as of course econom
ics and economic history

(Drobak and Nye, 1997). The contributions generally relate t
o the following areas of

research:
I. Transaction costs and property rights (including agency theo

ry).

2. Political economy and public choice.

3. Quantitative economic history.

4. Cognition, ideology and the role of path dependence.

The agency theory sees organisations as bundles of explici
t and implicit contracts

defining relationships between principals and agents wh
o take actions on their behalf

(Weimer, 1995). The theory is primarily concerned w
ith situations of asymmetrical

information between principals and agents and their differe
nt preferences over outcomes.

The theory assumes that principals and agents seek to 
design efficient contracts that are

* Faculty Member, Indian Institute of Management,
 Ahmedabad-380 015.
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compatible with their individual incentives. The transaction cost theory originated from the
The Nature of the Firm (1937) by Ronald Coase (1991 Nobel Prize Winner for Economics)
concerned with transaction costs in the economy which determine the existence of the firms.
This was thoroughly developed by Oliver Williamson (1985). The transaction cost theory
also focuses on contracts but allows for incomplete contracts since all contingencies cannot
be anticipated and detecting and punishing compliance is costly. The problem of credible
commitment play a central role in this theory. A major conclusion is that when transaction
costs are positive, institutions matter, and they shape the resultant market structure (North,
1997; Coase, 1960).

The new 'institutional perspective relating to the political economy and public choice
theory originated from works such as Buchanan and Tullock's The Calculus of Consent and
Olson's The Logic of Collective Action. The political creation of secure and productive
property rights is seen as a key to economic growth (North, 1997), and one cannot do with
the state but one cannot do without it either. Besides, Arrow's impossibility theorem
indicates that one cannot achieve collectively rational choices by aggregating the individual
choices of people with diverse values and preferences. These issues are far from resolved
in the research. Other lines of inquiry into institutional economics are a quantitative look at
economic history, the role of learning/cognition in groups and the society role of ideology,
and the role of path dependence.

It is now being widely accepted that apart from inputs and technological change, insti-
tutions clearly are major determinants of the outcome of economic growth and development.
Thus the study of issues such as institutional forms, institutional arrangements, institutional
design, institutional constraints and how institutions change has assumed great importance.

North (1990) introduced a theoretical distinction between institutions and organisations.
According to him, institutions are rules of the game and organisations are the players.
Organisations are made up of groups of individuals with an objective function, such as firms,
trade unions or co-operatives. The organisations themselves come into existence because
of the opportunities resulting from the incentives of the institutional framework. In a world
of scarcity and competition that characterises economies, the competition leads organisa-
tions to try to modify the institutional framework. The intensity of competition determines
the rate of institutional change but the direction of change reflects the perception of the
actors - the mental models they possess to interpret the external environment for them, North
(1997). Though this distinction between institutions and organisations has been very
important in revealing these two distinct components of the institutional environment, the
researchers still frequently continue to use institutions and organisation interchangeably -
and this paper will also use institutions to refer to both.

In the Indian context, Vaidyanathan (1996) has explored the options and pressures in
the institutional framework for agricultural development in India. Various alternatives in
terms of private, public and co-operatives are explored with respect to different major
spheres of activity in agricultural development. He writes that there is limited scope for
privatising irrigation, research and extension and other infrastructure facilities and these
would remain mainly in the public domain. However, unless the public sector's efficiency
is vastly improved, trade and price policy reforms will not make much difference in the
pace of agricultural growth. Patibandla (1997, 1998) has examined the criticality of insti-
tutions in economic reforms. He indicates the systematic institutional failures that have
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occurred in the course of economic reforms in India. He writes that unless institutional
conditions are satisfied, economic reforms such as liberalisation and privatisation will not
lead to the desirable outcomes of sustained and rapid economic growth and development.
Quoting Williamson (1994), Patibandala writes that the approach of reforms should be not
just getting prices right but also the institutions right - to get the prices right one has to get
the institutions right.

The contributors to this topic/session of the Conference have provided observations and
research output on a large variety of issues relating to the institutional framework and the
institutional and organisational environment connected with agriculture and agricultural
development in India. All 40 papers submitted have been accepted for discussion. The
contributions are being summarised under various headings below - the headings represent
major activity areas in agricultural development rather than fields of the new institutional
economics theory. As the famous economist George Stigler (1982 Nobel Prize for Econo-
mics) once said: "Economic organisation has probably been as important as technological
change in historical development." It is broadly in this light that the literature presented is
being summarised.

II

INSTITUTIONS IN COMMON POOL RESOURCES: WATER AND OTHERS

The management of these resources poses a major challenge for sustainable agricultural
development in India and elsewhere. Often, in this case standard neo-classical theory has
little to offer in terms of practical and durable solutions. Determining the right price for the
water hardly solves the problem since it is in implementing the pricing and cost recovery
that the major problem lies.

V. Ratna Reddy, studying institutional imperatives for large irrigation systems in India,
finds that pricing and other market mechanisms are hardly a panacea for the ills of irrigation
systems. The paper is based on data from 181 households from 12 villages belonging to
three varied districts of Rajasthan. The villages differ in their access to irrigation - some are
within the command area of the Chambal project. Both rapid appraisal and survey methods
are used - including contingent valuation method to assess willingness to pay. Factors
influencing the willingness to pay are also assessed through regression analysis. The study
finds that the farmers are willing to pay 2-3 times the price for water over the prevailing
public water rates, provided the government supplies water in sufficient quantity and in a
timely fashion. However, there are inter-regional, intra-regional and inter-crop variations.
The willingness to pay is found to be linked more to the scarcity of water than the ability
to pay. It exceeds the operation and maintenance costs in the Chambal command area. It
increases with the farm size - therefore, is positively linked with the economic status.
Regression results indicate that households availing of low-priced public irrigation are
willing to pay less than those dependent on private irrigation (indicating a free rider attitude).
Scarcity of water leads to a higher willingness to pay. The greater the proportion of area
irrigated the higher the willingness to pay.

The author indicates that even though the study shows that pricing of water on a cost
basis is feasible, it may not lead to efficient allocation and financial viability since under
the existing institutional arrangements recovery rates are very low (27 to 70 per cent) and
would not be helped by higher water rates. Irrigation departments need to have authority
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and autonomy and need to implement volumetric pricing. When water is scarce, watermarkets lead to inequitable distribution, and state intervention is necessary. Institutionalmechanisms such as user associations, farmer participation, and turning over irrigationsystems to farmer groups should be promoted for the distribution of water. Non-governmental organisations (NG0s) should be involved to promote water users' associationswhich have incentives to manage the system efficiently and to collect irrigation fees fromthe individuals. This would improve fee recovery and system viability, and overcome thedifficulty of high transaction costs in the efficient management of this resource.
In another interesting study, A.K. Singh and Laxmi Tewari examine institutional issueswith respect to another major common pool resource (CPR): groundwater. They study therole of various-organisations/institutions engaged in assessment, development and controlof the groundwater resource in the state of Uttar Pradesh - as well as their performance inmaintaining groundwater levels. The institutions covered include the Central Ground WaterBoard, the State Ground Water Organisation, National Bank for Agriculture and RuralDevelopment, Integrated Rural Development Programme, Jawahar Rojgar Yojna andCommand Area Development Programme. Measures to prevent over-exploitation includedemarcation of blocks (white, grey and dark zones), restriction of loans, restriction ofsubsidies, restricting energisation and spacing criteria. A Model Bill has also been circulatedby Government of India but this is enforced only by a few states. The study finds that eventhough these institutions have played an important role, there is little control on privateinvestment. The number of private tubewells has increased by about 200 to 300 per cent inall the regions of the state between 1979-80 and 1992-93, and even the number of governmenttubewells has increased substantially. The water balance in terms of the gap betweennormative demand and actual net draft in all regions is negative and worsening. Apart fromlowering the water table this is reducing tubewell discharge and increasing the cost ofirrigation. The author suggests conjunctive use, reducing losses, use of water saving irri-gation technology, legislation, shifting cropping patterns away from high water use cropsand an effective organisational structure of the farmers to monitor private investment intubewells.

Kasthuri Bai Dhanasekaran, studying the distribution of irrigation water in Periyar Vaigaiproject, finds that the performance of such large scale surface irrigation projects is unsat-isfactory since organisational aspects are neglected. The tail reach in particular suffersinadequacy in deficit years and untimely supply during normal years. If the organisationstrictly adheres to timely scheduling thereby reducing uncertainty and releases water foronly one crop in deficit years, then the performance would be greatly improved. Developingconjunctive water use would also help. In another interesting paper, K.K. Datta finds thatcurative measures such as sub-surface drainage (SSD) are required to tackle the problem ofwaterlogging and salinity. But due to its indivisible nature the technology requires collectiveaction which calls for new institutional arrangements. Such an arrangement is demonstratedfor SSD by the Haryana Operational Pilot Project in which a special farmers? participationsection was created to ensure awareness building and a good rapport with the villagersincluding the Sarpanch, progressive farmers and other stakeholders. The project wasorganised in blocks of 50 hectares each which was considered optimum and a writtenagreement with the farmers was also made. The mid-term review found the participationvery useful and operation and maintenance was turned over to Farmers' Drainage Societies.
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An apex body is also planned.
A.K. Gauraha and S.K. Sharma study the -role of organisations and institutions in the

development of Sargipal watershed in the tribal Bastar district of Madhya Pradesh. Sec-

ondary information and primary data from 60 randomly selected farmers as well as officials,

local leaders and NGOs were collected. The data showed poor awareness about and poor

participation in the project. There was also lack of co-ordination among the departments

and the supervising authority. As a result, most of the common pool resources were degraded.

The authors suggest that the government should confine itself to provision of technical and

financial support and create an environment in which farmers and CPR user organisations_

can work effectively. On the issue of well irrigation, R.D. Khodaskar finds that it increases

the cropping intensity and changes the cropping pattern, enabling the farmers to take more

profitable crops such as sugarcane and vegetables. It helps to improve incomes, infrastructure

and reduces out-migration.

H.N. Atibudhi studies the work of an NGO "Lokdrusti" in the development of Bhasadani

micro watershed project in Nuapada (erstwhile Kalahandi) district of Orissa, through data

from all the 65 households involved. Unemployment among the landless and marginal

farmers is rampant, and there is heavy dependence on common property resource - pastures

and non- arable land - for fuel, fodder and grazing. Watershed development has resulted in

some of this land being brought under cultivation and therefore further shrinkage of CPRs

(common property resources). Besides, heavy pressure has caused rapid degradation of the

CPR. There is a need to check this and improve its management. S.K. Srivastava and B.V.

Singh examine the "Free Boring Scheme" of the Uttar Pradesh Government for the small

and marginal farmers who were believed to be deprived of irrigation. A before-after study

was done with a sample of 50 beneficiaries from two blocks. It found that the scheme did

not bring any additional land under irrigation since this was already irrigated by hiring.

However, sugarcane area (at the cost of wheat and rice), fertiliser use, number of irrigation,

yields and profits increased. The scheme was really not 'free' since significant additional

investment by the farmers was required making the benefit-costs non-viable in one block ,

and barely viable in another.

III

INSTITUTIONS IN SUPPLY OF CREDIT

Other than water, credit has been a major sphere of early institutional experimentation

and activity in agricultural development. Given the significant need of credit for develop-

ment, on the one hand, and the substantial transaction costs involved in viably providing

the service to scattered small farmers, on the other, many different institutional arrangements

have been tried. Gandhi (1996) showed that institutional credit has played a major role in

determining the level of investment in the agricultural sector. The co-operatives have been

highly significant in this activity. In an important paper, K.J. Satyasai and K.U. Viswanathan

examine the institutional option of restructuring the co-operative credit system by integrating

short-term (ST) and long-term (LT) credit structures. The study examines the issue through

the case of Andhra Pradesh which has implemented integration in 1985-86. Pre- and

post-integration time-series data are compiled and analysed to examine the issue. The study

finds that both ST and LT credit flows are higher in the post-integration period and the ratio

of ST and LT loans rises from 1.3 to 1.77 which is desirable considering the complementary
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nature of the two. Management costs show a deceleration in growth and bad debts show a
declining trend. The study supports the desirability of the institutional change of integration
and delayering of the co-operative credit structure.

S.K. Gupta et al. examine the importance of co-operative credit for raising agricultural
production based on 30 beneficiaries and 20 non-beneficiaries in the Dhamtari block, Raipur
district, Madhya Pradesh. The beneficiaries show significantly higher profit per hectare. In
another interesting study, R.L. Shiyani and Sima H. Vyas examine the performance of
different kinds of credit institutions in agricultural development in Gujarat. It finds that 59
per cent of the credit comes from nationalised banks (including the State Bank group), 36
per cent from the co-operatives and 5 per cent from Regional Rural Banks (RRBs). However,
the RBI benchmarks for priority sector leading by .nationalised banks remained unfulfilled.
The chronic overdue situation is alarming led by the co-operatives at 52.9 per cent, followed
by nationalised banks and State Bank group at 28.2 per cent and 11.9 per cent respectively.
Institutional initiatives such as District Recovery Cells, Vikas Volunteer V ahini Programme,
Kisan Credit Cards and Self Help Groups are suggested.

R.P. Singh et al. examine institutional and non-institutional credit to 96 tribal farmers
in Kanke block, Ranchi district, Bihar. They find that the ratio varies from 15 to 85 per cent,
institutional credit being agricultural loans and non-institutional being mainly non-
agricultural. Overdues were alarming: 85 per cent in institutional loans but much less at 30
per cent in non-institutional loans. Indebtedness was very high since income-expenditure
ratio was 1:1.56. A.M. Rajput and A.R. Verma examine the flow of institutional credit to
agriculture in Sanwar tehsil, Indore district, Madhya Pradesh through a survey of 100
borrowers and 100 non-borrowers. Cropping intensity was higher on borrower farms, and
so were inputs, output and net income. However, there were a large number of wilful
defaulters. The procedure for borrowing was too complicated and there was little guidance,
and there were delays in disbursement.

Inder Sain examines the performance in farm lending of different credit agencies in
Punjab through a sample of 101 farmers of different holding size spread across different
credit agencies and different regions of the state. The average farm family received credit
of Rs. 6,497 per hectare (1996-97) but this is against an estimated working capital
requirement of Rs. 12,784 per hectare - indicating only half the requirement is met. The
co-operatives provided the major share, 68.4 per cent; followed by commercial banks, 17.22
per cent and moneylenders, 12.95 per cent. The distribution is fairly even across farm sizes.
It is suggested that the credit flow should be doubled and a credit limit system should be
introduced to efficiently meet the requirements. Balwinder Singh examines indebtedness
and credit in Punjab in the wake of reports of suicides, through a survey of 115 households
spread over six villages and three districts. There is a positive association with land holding,
and the capital requirements of marginal, small and medium farmers are mainly met through
credit, largely through non-institutional sources which are mainly commission agents. Since
the co-operatives are more helpful to the farmers with small holdings, structural changes to
reduce bureaucracy are suggested for them. A regulatory body for commission agents is
also suggested.

D.V. Deshpande et al, have examined the impact of interest rate deregulation on RRBs
through a sample of 15 RRBs from all over India. Currently about 80 per cent of RRBs are
in losses with an accumulated loss of Rs. 3,048 crores. Interest rate deregulation was effected
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by all RRBs in the sample resulting in an increase of 3.5 per cent maximum in interest rate
on advances and decrease of 1.0 per cent maximum on deposits. Even though this has
helped, it has not been generally sufficient to turn around the RRBs. Recovery rates also
need to be improved. D. Binu Kumar et al. have examined the requirements, availability
and credit gap for short-term co-operative agricultural credit for rice cultivation in Chi-
dambaram taluka of Tamil Nadu. Their regression analysis indicated that rice production
depended significantly on nitrogenous fertilisers and co-operative credit.

R.S. Sidhu etal. report that institutional credit played a very significant role in the green
revolution in Punjab particularly as a facilitator for rapid and widespread adoption of new
technology. The credit grew by 20 times between 1970-71 and 1995-96 in nominal terms
but in real terms it only doubled, not keeping pace with the growth in inputs and output.
Production credit covered less than 20 per cent of the operational cost of wheat, rice and
cotton, not even meeting the fertiliser expenditure. On the other hand investment credit
grew satisfactorily: by 13 times compared to a two times increase in tractors and tubewells.
Credit intensity on small and marginal farms was found to be higher..

V. Puhazhendhi and V. Mohandoss seek to evaluate the institutional credit structure and
its relation to agricultural development. In a step relationship they find that institutional
credit is strongly related to use of inputs, and the inputs in turn strongly related to the output.
Term credit is strongly related to capital formation. Thus institutional credit contributes
substantially to agricultural development. The demand for agricultural credit is growing
rapidly and compared to the credit flow would result in a gap of Rs. 28,300 crores by 2002-03.
However, the institutional credit structure is poor in health due to inadequate volume, low
profitability, mounting overdues, high transaction costs and unhealthy competition. If
commercial banks withdraw, the co-operatives and RRB's would have to play a major role.
The RBI's proposal of district level banks would be a viable proposition but innovative
approach through NGOs and Self Help Groups would be very important for wider access
a:, credit. D.L. Sale et al. evaluate the credit system in India through secondary data. They
find that the importance of private agencies has come down due to the working of institutional
credit agencies. They recommend nationally integrated formal rural financial markets.

In an interesting paper, A. Malaisamy et al. evaluate the functioning of NGOs in credit
by studying a sample of 45 beneficiaries of Self Help Groups (SHGs) organised by Pro-
fessional Assistance for Development Action, 45 from SHGs organised by Association for
Sarva Seva Farms and 30 of co-operatives, Madurai district, Tamil Nadu. The study finds
that improvement in assets, incomes and employment is better for SHG beneficiaries as
compared to those of co-operatives. Eighty-seven per cent of SHG beneficiaries make
regular repayments as compared to 40 per cent for co-operatives. SHGs are therefore highly
recommended. V.N. Autkar et al. study the requirement and availability of agricultural
credit in Akola and Amravati districts (Vidharbha) of Maharashtra through secondary and
primary data. They find that the co-operatives provided 70.8 per cent of the credit, mon-
eylenders 22.3 per cent and friends-relatives 6.9 per cent. The need for credit increases with
shift to recommended practices. A.M. Jose presents a case study of Adat Farmers' Service
Co-operative Bank in Kerala, which has done well in mobilisation, deployment and recovery
of funds. The success is owing particularly to the managing committee keenly serving the
member interests and maintaining good linkage with external organisations. Kanti Patel
reviews how institutional credit system has expanded to provide 63 per cent of the credit
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to agriculture by 1981.
B.C. Jain and Dinesh Mishra examine policies of different agencies including three

nationalised banks, two co-operatives and one RRB in tubewell financing in Raipur District,
Madhya Pradesh through a sample of 28 tubewell owners. The nationalised banks charge
the lowest interest (12.5-14), followed by co-operatives (13-15) and the RRBs the highest
(16). The Co-operative Land Development Bank (LDB) has the highest credit limit (Rs.
54,000), followed by nationalised banks (Rs. 50,000), and then the Central Co-operative
Bank and RRB (Rs. 12,400). The nationalised banks have the longest repayment period
(11-15 years), followed by Co-operative LDBs and RRBs (9- years), and the Central Co-
operative Bank the shortest (5 years). Economic feasibility and repayment capacity for
tubewells is found to be satisfactory. R.K. Panda examines the performance of Primary
Agricultural Credit Co-operatives in Orissa through secondary data. He finds the per-
formance below national average and the performance in better-off areas worse than in
backward areas. People orientation and problem focused remedial measures are suggested.

S.K. Goyal et al. examine the growth, performance and lending pattern of RRBs in
Haryana through secondary data and a case study of one RRB: viz., Hisar-Sirsa Kshettiya
Gramin Bank in Hisar. All its 44 branches were in losses before 1993-94 but following
measures including lending to non-target group, lending for non-productive purposes, and
customer services such as lockers and travellers cheques, 36 branches are now in profit.
V.P. Tyagi et al. review the progress of institutional lending to agriculture in India. Between
1991 and 1997 the share of co-operatives has increased from 52 to 58 per cent and that of
commercial banks fallen from 48 to 42 per cent. The co-operatives dominate in short-term
credit whereas the commercial banks in term loans. The recovery performance of all kinds
of institutions has improved since 1991, particularly that of State and District Central Co-
operative Banks.

IV

INSTITUTIONS IN RESEARCH AND EXTENSION

In the critical activity sphere of research and extension for agriculture, the institutional
framework plays a very crucial role. This is firstly because the social profitability of research
and extension is frequently higher than its perceived private profitability in developing
countries. Further, research often requires large investments which have long gestation
periods and significant risks. These also have substantial positive externalities and it is often
difficult to privately capture all the gains that accrue from them. The realisation of the gains
also require extension work which as well has substantial externalities. Thus the institutional
framework substantially determines whether the necessary research and extension work
needed for agricultural development actually and efficiently takes place in an economy.
Though the response on this topic has been inadequate, a few papers have examined this
issue.

Suresh Pal and Alka Singh examine funding and institutional imperatives in the agri-
cultural research and extension system in India. Research and extension work for agriculture
has been mainly in the public domain in India. Research is nationally co-ordinated by the
Indian Council of Agricultural Research (ICAR) and conducted by a network of Central
Research Institutions, State Agricultural Universities as well as some other Universities and
Institutions, and other departments such as Department of Biotechnology, and Department
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of Science and Technology. Extension work is carried out by departments of the State

Governments. The system has done reasonably well according to the authors but faces

challenges for the future. The research education and extension expenditures are low in

India, though there is variation across the states. The paper studies the determinants of

government research and extension expenditures across the states through a model. The

results are mixed and have simultaneity bias. Per capita agricultural GDP and per capita

irrigated area are found significant determinants. Other important variables are rural literacy

and rural population. The paper concludes that the research and expenditure intensities are

one-fourth of those in developed countries and need to at least double. Further, it concludes

that departing from the past, diversified arrangements involving public, private and voluntary

sectors should be used for funding -and executing research and extension.

Vinod Ahuja and Meeta Punjabi explore possible institutional arrangements for agri-

cultural extension in the new socio-economic order. They argue that even though information

with a strong public good component will need to be supplied by the public sector, there is

enough room for the private sector to participate and play a complementing role. Further,

extension input needs to be differentiated by client group. The issue of who should pay

needs to be studied including whether commercialisation of services may help to make
extension more farmer oriented and efficient.

Rajendra Singh and-P.K. Singh examine the impact of an internationally aided Indo-

Canadian extension project on boosting production of staple food crops in eastern Uttar

Pradesh. The project was implemented by Indian Potash Ltd. with the Canadian International
Development Agency. A sampe of 60 beneficiaries and 60 non-beneficiaries from 18 vil-
lages in Sultanpur district are studied. The yields of paddy and wheat are found to be much
higher on beneficiary farms. Input-output ratios are also found to be better on beneficiary
farms. The authors conclude that the extension work of the project has significantly helped
the farmers.

INSTITUTIONS IN AGRICULTURAL INPUT MARKETS

This topic received highly inadequate attention from the researchers. A large variety of
institutions are involved in this. Access to agricultural inputs and the nature of institutions
in agricultural input markets clearly play a major role in the rate and nature of agricultural
development. In large part, this is because of imperfections and market failures that are

extremely common in agricultural input markets.
In an interesting paper, Ashok Kundu examines institutional change in the land leasing

markets in West Bengal. Enforcement of tenants' rights and redistribution of ceiling surplus
land introduced in West Bengal since the late seventies has helped induce an institutional
change in land lease markets of a gradual shift from share cropping to fixed rent tenancy.
The shift is also related to technology, resource endowment and cultural factors. A household

survey covering six districts shows that fixed rate tenancy has boosted farmer yields and
incomes. It has also resulted in an increase in the factor income share of labour as against

that of capital and land. Thus the shift to fixed rate tenancy appears to have desirable

outcomes. However, it would be useful to compare the two alternatives also on the issue

of variability and sharing of risks.
K.P. Mani et al. do a SWOT analysis of the agricultural input supply system in Kerala.
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A variety of institutional agencies including private traders, co-operative societies, gov-
ernment departments, commercial banks, RRBs, parastatals and non-formal agencies such
as friends and relatives are involved in the input markets in Kerala. Scores/ratings on a
three-point scale were collected from 50 farmers covering three villages with respect to their
opinion about private traders, co-operatives and others. For seeds/planting material the
highest rating is obtained by others, for institutional credit and fertilisers by co-operatives,
and for irrigation, agricultural implements and training by private agencies. Thus no single
kind of institution emerges as best for all the inputs. Private traders score the highest in
availability at the right time and of multiple brands, whereas Qp availability of right quantity,at the right place, and at reasonable prices, the co-operatives score the highest. On availability
of good quality, all score about equal. Thus different institutional arrangements seem to
offer different advantages.

VI

INSTITUTIONS IN PRODUCTION, PROCESSING AND OUTPUT MARKETING

This topic also received very little research attention from the contributors. Even though
production is almost entirely in the hands of individual private farmers, what the farmers
earn depends substantially on the institutions and institutional arrangements in processing
and output marketing. The case of dairy co-operatives clearly demonstrates what an
important role the institutional arrangements in procurement, processing and output mar-
keting can play in dairy development. Especially in a liberalised, free market economy,
these institutions would play a major role in overcoming the handicaps as well as harnessing
the strengths of small farm agriculture. The experiment of Pepsi Foods in tomato pro-
curement and processing in Punjab also stands out as a good private sector example on this.

Shalander Kumar et al. examine the economics of an institutional/contractual arrange-
ment in goat rearing in two villages of Mathura district in Uttar Pradesh. Ten farmers who
keep goats on contract for different farmer-owners are studied - the average flock size is 26.
In the contract, the return over variable costs (excluding labour) from sale of goats, kids
and milk are shared equally between the owners arid the goat keeper. For a flock of 26, on
an average, Rs. 11,877 goes to the owner and Rs. 17,049 to the goat keeper with 344 days
employment. The authors conclude that this institutional arrangement helps enhance pro-
ductivity and production in this livestock activity.

Brahm Prakash et al. review the role and progress of co-operative marketing and
processing societies in India. The authors are of the opinion that given the preponderance
of small farmers and the existing defects in the marketing and processing system for agri-
cultural produce, co-operation appears to be the right solution.. The study .finds there are
2,636 primary co-operative marketing societies, and 3,290 specialised primary marketing
societies in the country. Besides, there are 157 district/central societies, as well as apex level
marketing federations in each state with National Agricultural Co-operative Marketing
Federation at the national level. The value of agricultural commodities marketed by co-
operatives increased from Rs. 179 crores in 1960-61 to Rs. 6,800 crores in 1992-93.
However, the co-operatives are confined to only a few, agricultural commodities and are
significant only in eight states. They suffer from various problems such as poor financial
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resources, inefficient management and lack of loyalty. The societies can be made stronger

by actions such as increasing share capital, diversifying activities, electing capable leaders,
employing professionals and reducing government interference.

VII

INSTITUTIONS FOR DEVELOPMENT INCLUDING PANCHAYATI RAJ AND THE LEGAL INSTITUTIONS

This topic too received somewhat inadequate attention. Development is certainly a highly

complex task and requires institutions which are active, resourceful and yet flexible and
responsive to the local economic and social environment. India has experimented with a

huge number of different kinds of institutions in the sphere of develqpment. One type of
institution which has existed for ages but which has just recently been given new powers

and responsibilities by the country is the institution of Panchayati Raj. Will this experiment
succeed?'

In an important paper, B.S. Chandel and S.P. Jain examine whether Panchayati Raj
Institutions (PRIs) will lead to better agricultural growth and development. They write that
importance of this politico-democratic institution and its role in local self-government and
grassroot level socio-economic development of the people has been realised since the Vedic

period - and it has been in existence in the villages in one form or the other for hundreds
of years. It was only during the British rule that it was over-ruled and the major importance
was given to landlords, moneylenders and zamindars mainly to force the collection of
revenues for the government. This gave birth to centralised planning and administration.
It was with the philosophy of Mahatma Gandhi and Nehru for democratic decentralisation
and empowerment of rural people that the PRIs were rejuvenated. Reference is made to
Balwantral Mehta and Ashok Mehta Committees in this context. However, it was only the
L.M. Sinkh‘vi Committee report of 198\6 which recommended constitutional status for the
PRIs. This led to the 73rd Constitutional Amendment Act of 1992 on PRIs which made it
obligatory on all states to have three tiers of PRIs with a tenure of five years. Seats are to
be reserved for weaker sections: scheduled castes, scheduled tribes and women as members
and as chairpersons to be allotted by rotation. Of the 29 functions to be assigned to PRIs,
13 pertain to agriculture and allied sectors. Thus PRIs could be playing a significant role
in agricultural development.

A SWOT analysis by the authors shows that the PRIs have the strengths of being
democratically elected grassroot institutions, of being well represented and understanding
the ground realities. Their weaknesses include lack of knowledge on responsibility and
authority, more functions but inadequate resources and lack of technical knowledge and
administrative support. It is recommended that agricultural development should be made a
major function of the PRIs. They should be involved in committees of research institutions
and universities and can change the way agricultural research and extension are done. Given
the problem of poor co-ordination between government departments, the PRIs can help in
co-ordination, monitoring and evaluation of plans and projects. Many activities and pro-
grammes below the district level should be assigned to PRIs. This should include protection
and management of natural resources and bio-diversity at the village level.

- Amalesh Banerjee writes that the techno-mechanical approach to agricultural develop-
ment of the sixties is not working, and agricultural organisations and institutions need
overhaul. The Panchayats and co-operatives need to be reformed and made efficient, and
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new institutions and networks evolved for sustainable agricultural development. In an
interesting paper, A. Nageswara Rao and R. Vijaya Kumari examine the impact of farmer
involvement in property rights related legal disputes on their crop production and incomes.
Non-registration of inherited property deeds and lack of information on recent changes in
property rights lead to disputes and ultimately settling them in legal courts with high expenses
and personal tension - sometimes even murders. The study is based on 196 cases registered
with the police in Chittoor district, Andhra Pradesh as well as 288 legal and 45 legal and
non-legal cases, including partition and land dispute. The involvement is found to cause
delays in important crop operations such as transplanting, weeding, irrigation and harvesting
by 10 to 20 days, and also lowers the use of inputs. This leads to very substantial reductions
in yields and incomes of the farmers.

B.N. Verma examines institutional constraints for agricultural development in the eastern
region - based on a field survey of sample districts in the eastern states. The differences
between high yield households and low yield households are examined. The study finds
that the kind of institutional framework and environment plays a very substantial role in the
differences between the high yield and low yield households. The low yield households are
constrained substantially by traditional and out-modelled institutions. These include credit,
irrigation, tenancy and market related institutions. M.L. Sharma et al. evaluate the success
of the USAID assisted Hill Area Land and Water Development Project in Himachal Pradesh
- particularly its lift irrigation scheme - through a survey of beneficiaries and non-
beneficiaries. One factor related to the success was the adoption of suitable technology and
the excellent durability of the structures. Another was the switch with irrigation to off-season
vegetable cultivation. Employment increased substantially except on marginal farms.

VIII

CONCLUDING OBSERVATIONS

The papers on this topic have touched upon many different aspects of institutions and
organisations and how they matter and influence the outcome of agricultural development.
According to the new institutional economics foundations, two of the major challenges are
to evolve an institutional framework in which (a) the transaction costs are minimised and
(b) incentives favour a co-operative solution, in which cumulative experiences and collective
learning are best utilised.

North (1997) writes that with respect to transaction costs which are the costs of measuring
and enforcing agreements, competition is a powerful force to reduce them, but economic
markets are still beset with high transaction costs. There is nothing automatic about evolving
the conditions that will result in low-cost transacting arrangements in impersonal markets
that are essential to productive economies. Further, he writes that creating the institutions
that will alter the benefit-cost ratios in favour of co-operative solutions is the major issue
of economic performance, and this involves the creation of effective (productive) economic
and political institutions.

It is in this light that we may wish to discuss the different subject areas of institutional
framework relating to agricultural development.
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IX

ISSUES FOR DISCUSSION

I. How can the institutions related to the utilisation and control of common pool resources

(water and others) be designed so that the use reflects the real scarcity of the resource,

and a more equitable distribution in the utilisation of this resource is achieved?

2. How can the transaction costs of institutions in the supply of credit to agriculture,

especially related to evaluation, monitoring and recovery be reduced so as to make this

service to agriculture more viable and attractive?

3. What are the options for an institutional framework for research and extension which

will encourage the agents towards continuous and strong innovative efforts, and efforts

which will address closely the real needs and constraints of the farmers?

4. What institutional changes in agricultural input markets will reduce market imper-

fections and market failures in these markets so as to best serve agricultural and rural

development?
5. What institutional changes in production, processing and output marketing in a setting

of small farm agriculture will lead to a reduction in the transactions cost and increased

returns to the farmers?
6. How can the institutions for development, including government institutions Panchayati

Raj and legal institutions, be made to work with greater efficiency, co-ordination and

co-operation so that they are more effective and efficient in serving the various agri-

cultural development needs of the farmers, especially the poor?
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