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Abstract of Recommendations

Study on Privatization of Minor Irrigation

The policies associated with the privatization of minor irrigation in Bangladesh have included: a) a shift
of distribution of equipment and inputs from the public to the private sector; b) the liberalization of:
importation of equipment, standardization of scale and quality and the regulation of spacing; c) the
dropping of subsidies for irrigation equipment; and d) the sale of publicly owned pumps. The Study finds
that the first two of these policy changes have resulted in rapid growth of STWs and (to some degree)
of LLPs - a growth which has been shared by small farmers. The dropping of subsidies on DTWs,
however, has highlighted the weaknesses of this technology. DTWs are not financially viable without
subsidies -- either for owners or the command areas seen as ‘farms.” Even the old level of subsidy is
often insufficient to make DTWs competitive with unsubsidized STWs --- and most DTWs exist in -
locations in which STW technology is possible. Most DTWs do not even have sufficient return over O&M
costs to cover the normal annual installments of bank loans covering the subsidized price.

Even for the relatively thriving STWs and LLPs there are areas where there is need for improvement
in order to facilitate further development of irrigated agriculture. Many support services are
underdeveloped (such as technical and aquifer information services, mechanical training, etc.) and credit
is sufficiently inaccessible that farmers often disinvest in land and livestock in order to finance their
irrigation equipment. Credit is also a limiting factor for equipment traders. For DTWSs there is a question
of what to do with the remaining DTWs in the field. Mechanical services and spare parts avaiiability are
often inadequate. ‘

Based on the findings of the Study, the following recommendations are made by [IMI in the hope that
they will be of use in the further development of the minor irrigation sector in Bangladesh. (A fuller
development of these recommendations can be found in the last chapter of this report).

1. Credit: Further expansion and maturation of the minor irrigation market as well as the continued

expansion of the network of dealers, workshops and other support facilities is being constrained by
the lack of readily available credit supplied. Traditional formal credit programs have been
unsuccessful in filling this need. Pending the lengthy process of needed general rural credit reform
two recommendations are made to specifically target minor irrigation.

a) Trade credit: Credit funds could be funneled directly through wholesalers and traders to enable
small retailers and farmers to purchase equipment on reasonable credit terms. Under such a
program, all costs of determining credit-worthiness and credit collection would be the responsibility
of the wholesalers and traders. They, in tumn, would have to post any collateral for the credit funds.
This program would charge market interest rates and be self-supporting.

b) For very small and landless farmers and women, a credit program through a Grameen Bank type
‘model where loans.are made to credit groups rather than to individuals is also a possibility for
expanding ownership of minor irrigation equipment by small and landless farmers.

2. Technical Information: The Study found a degree of mismatch between engines and pumps ---
possibly reducing the life of the pump and at least leading to a waste of fuel and the investment in
equipment of more funds than are necessary. It is suggested that two publications (in easily
understood language) be distributed free through all wholesale and retail dealers, workshops, credit
suppliers, mechanics and extension agents. These guides would be for:.a) how to best match
engines and pumps given local conditions; and b) the provision of test data for the most popular
engine and pump units in the country so that purchasers can make better informed choices.
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Hardware: The low cost of the engines which have come into the country following the privatization
policy package has fueled the recent growth of minor irrigation. The trade-off between cheap price
and durability is recognized by farmers an the provision of technical information (above) should help

" buyers make informed choices. The market for equipment, given its low price, has expanded to such

an extent that local manufacture of engines might now have sufficient economies of scale to
succeed. Because price is so important for farmers it is suggested that encouragement of local
manufacture not be done through trade restrictions (which raise price). There appear to be,
however, various anomalies in the structure of current import restrictions on raw materials needed
for engine manufacture. Attempts should be made to correct this situation so as to allow
manufacturers to be more competitive.

Spare Parts: Local spare parts manufacturing has rapidly developed as the minor irrigation market
has expanded. The making of more sophisticated parts would benefit from rationalization of raw
material import restrictions (mentioned above). Quality control could be improved by the adoption
of a reliable testing and labeling program. Spare parts dealers, who must handle large numbers of
different parts, could use information and training on management information and inventory control.

Mechanics: With the elimination of BADC's mechanics training program there are few opportunities
for proper mechanical training and little way of identifying which mechanics have proper training in
the maintenance and repair of minor irrigation equipment. A program for training and reliably
certifying mechanics could help extend the life of irrigation equipment as well as well as increase its
efficiency.

Aquifer Information: The development and.local-leve! dissemination of easily understood aquifer
information would be a support service that could save pump owners from the expense of their
present trial and error method of discovering the capacity of their aquifers. While market
competition between pumps can appropriately determine command area (taking into account
management, inputs, transaction costs, risk, etc. in addition to simple technical- pump/engine
capacities) the issue of possible, location-specific, long term declines in some water tables and the
possible failure of certain aquifers to fully recharge must be addressed by a long-run program of
monitoring and modeling of aquifers over time. Such a program would help the country to manage
its water resources to optimize their use.

Deep Tubewells: The poor financial performance of DTWs (especially in comparison to STWs and
LLPs) leads to the recommendation that, in areas where STWs can work, a phase out of DTWs
might be encouraged. In areas where even deep-set STWs cannot function there is a question of
how to enable already present DTWs to keep on functioning. In many areas the private market has
not adequately been able to provide support services (repair and spare parts) for DTWs. The
Government might establish a private sector program (possibly through an NGO or a Private
contractor) to provide- support services such as spare parts, mechanics, workshops and field
equipment to keep these wells operating until they reach the end of their expected lives. Market
rates could be charged the pump owners --- but some subsidy of organizational costs might be
necessary to get the program going.

. Non-subsidized DTWSs are too expensive for individuals or groups to be interested in their purchase.
In areas where alternative irrigation methods are not possible, other investment possibilities should be
explored (including non-irrigation options). Programs for the spread of high value non-irrigated crops,
rural industries, etc., might prove to be much more viable than the expensive DTWs.  This point is
applicable in the consideration of the replacement of existing DTWs when their useful lives run out as
well as in consideration of new irrigation investment in such “high-land” areas.
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- Study Background, Organization and General Methodology °

INTRODUCTION

The International Irrigation Management Institute (1IMI}, in association with the Ministry of Agriculture in
Bangladesh, has been conducting a two-year study on the privatization of the minor irrigation sector. The
purpose of this research is to assist the Government in reviewing the current status and impact of, and
options and alternatives for, minor irrigation privatization, at the district and pump command-area levels.
IIMl is working with BSERT (the Bureau of Socioeconomic Research and Training of BAU) in
implementing this study. This work is funded under a Technical Assistance Agreement (T.A. No. 1822
BAN) between the Government of the People’s Republic of Bangladesh, the international Irrigation
Management Institute, and the Asian Development Bank. Recommendations are expected to be
developed from this study for use by the Government and the Bank for future policy formulation. These
recommendations will be determined with consideration to effectiveness, efficiency, equity, interaction
with the physidal environmental and economic viability.

Field work for this study has resulted in a large amount of data pertaining to issues relevant to minor
irrigation privatization. Analysis of this material has resulted in the various research papers included in
this document. These papers were presented at a final project workshop held in May 17-18, 1995 at the
Bangladesh Agricultural Research Council (BARC) conference facilities.

STUDY DESCRIPTION

As it has been designed, this study of minor irrigation privatization includes relevant national and regional
analyses but concentrates mostly on the district and pump-command levels. This research work has
taken place mostly in five districts around Bangladesh—two of which (Bogra and Comilla) have been
chosen because their minor irrigation development has been historically most advanced. Two other less-
advanced districts (Hobiganj and Nilphamari) were selected as was a district more or less in between
these extremes (Faridpur). Research tools were designed to examine market conditions for minor

" irrigation equipment, credit availability and effectiveness, warranty provisions and after-sales service, the

provision of support services and associated agricultural inputs, and the role of public agencies such as
BADC. At the pump level, the investigation has been looking at coverage, purchase, operation and
maintenance and support services, as well as at the impact on farmers, landless groups and local
economies, equity, economic viability and some aspects of the irrigation installations’ interaction with the
physical environment. The effects of privatization policy on demand and prices, taking into account the

"This background paper is prepared as part of the Study on Minor Irrigation Privatization in Bangladesh conducted by IIMI (the
International lrrigation Management Institute) in association with the Ministry of Agriculture with funding from the Asian Development
Bank. Research for the study has been done by liIMI and BSERT (the Bureau of Socioeconomic Research and Training of BAU,
the Bangladesh Agricultural University). -



impact of any monopolistic behavior, is also being looked at. The various tasks being undertaken to
achieve the project’s objectives include: '

1.

a review of previous and ongoing studies (and census results) of minor irrigation and the
privatization process in Bangladesh, and a critical examination of the constraints, opportunities
and impacts identified therein;

socioeconomic studies intended to identify the impacts of the privatization process on farmers
and other target beneficiaries.

an examination of the district-level and local-level markets for minor irrigation equipment and its
installation (including credit, financing arrangements and institutions, costs to the farmer), with
a view to identifying the advantages, disadvantages and constraints of alternative methods of
equipment distribution;

an examination of the district-level and local-level support services (fuel supplies, availability of
inputs, servicing support, extension services) and the need, costs and effectiveness of equipment
warranty provisions;

an examination of linked market development both for the provision of inputs and the sale of
crops (i.e., the extent to which the markets are serviced through the same channels and to which
the development of one or a subset of these markets facilitates the development of others);

a review of, and recommendations for, the district-level and local-level roles of BADC, other
Government agencies and cooperatives in the establishment and support of the markets for
irrigation equipment and support services;

an investigation of the impact of privatization in terms of efficiency, equity and economic viability,
using a number of selected case studies of tubewell and low-lift pump sites (water distribution,
water sharing/selling, water user groups, command area development and operation and
maintenance aspects shall be studied as well as the initial purchasing, location, installation and
resource utilization issues);

an assessment of the extent to which unregulated expansion of minor irrigation has led to

-environmental problems such as excessive drawdown leading to reduced avallablllty of drinking

water, competition for water between wells, etc.;

an examination of the effects of past, current and (by projection) future privatization policy on the
demand for, and prices of, irrigation equipment and agricultural commodities, and assessment
of the consequences for the farm budget;



10. an examination of the extent to which privatization has led to monopolistic behavior in the
distribution of irrigation equipment and control of water, and any consequential loss of
development opportunity; :

GENERAL METHODOLOGY

Given the wide number of topics to be covered in this integrated minor irrigation study, a methodology -
had to be devised to get relevant analyzable information from the various types of actors who influence
the irrigation scene or are affected by it at the district and local level. Pump owners, irrigating farmers,
wage labourers, mechanics, irrigation equipment traders, complementary input dealers and support
service providers all had to be included. Questionnaires were separately developed for all of these
various categories of people and a sampling scheme devised (see below), which attempted to cluster
different interacting groups in the same areas of the five study districts. The collected data was coded
and analyzed (often using the SPSS statistical package) and the papers in this volume developed from
the results. :

Sampling

Between February and June 1994, interviews were conducted with sample pump owners (twice),
irrigating farmers (twice), wage labourers (both men and women) in irrigated areas, rural mechanics,
traders of irrigation equipment (both new and used), traders of complementary inputs and providers of
minor irrigation support services. Technical measurements were made on a subset of the pumps
associated with the sample pump owners. Detailed cropping and input/output information was also
collected from farmers on a number of systems. In addition, less formal case study interviews were
conducted among various traders and pump owners in May and October and with a few national-level
importers and spare parts manufacturers at various times. In February 1995, at the beginning of the boro
season, reinterviews were conducted with the sample pump owners and equipment traders. As rural
credit is seen to be a particularly crucial area in a privatized minor irrigation sector, a specialist team was
asked in early 1995 to prepare a report on rural finance for minor irrigation equipment that had more of
a national-level focus—to complement the district and local-