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CHAPTER l: 

INTRODUCTION 

Agriculture produces about 45 per cent of India's 

national income and provides livelihood for more than 70 per cent 

of her population. One might say that agriculture is indeed 

the basis of India•e national life. Agricultural development 

is therefore a matter of serious national concern calling tor 

deliberate and farsighted national pol1ciea. 

Like other productive aectors of the economy, for ita 

efficiency and development, it alao requires capital. Due to 

the peculiar nature of agriculture, especially its uncertain

ties, small and numerous production units, scattered operations, 

low returna, discontinuous nature of production, etc., a large 

proportion ot farmere cannot manage from one harvest to 

anoth er without recourse to borrowings. They are very often 

forced to sell their cropa at ext r emely low prices ruling 

immerliately after the harveat. 

Besides, a rapid agricultural development pre-supposes 

t echnological transformation. Fortunately in recent yeara 

Indi an agriculture has undergone a technological change. 

N~w after the advent of the much needed technological break

through agricult ure haa become a remunerative occupation. 

~ith the use or high yielding vari~tiea of seeda, fertilisers 

1 
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chemicals, and a package of improved cultivation practic es, 

per hPctare proctuoti'Vi ty. has increas{?d manifold. 

'Ihe irrigated area as a proportion of the cultivated 

arP-a has increased from about 17 per cent in 1950-51 to about 

2.3 pe r cent in 1969-70. 'fhe gross irl~igat ~=>d area expanded 

at a cumulat1v~ rate of about 2.3 per eent pPr annum during 

1951-52 to 1972-73., The cov f:lrage of area under hybrid seeds 

rose f r om nowhere in 1966-67 to about 28 p~r cent of the area · 

planted in 197.3-74. \~ile t he cove rar.e in t he case of rice 

rose to 26 per cent, and of bajra to 24 per cent, it rose 

phenomenally ov~r 57 per cent in t he case of wheat.1 

On the oth~r hand thes e developments are a refl~ction 

of th e change in agricultural technology which could not but 

have increased expenditure in agriculture. The total expend

iture of agriculture on modern inputs--chemical f ertilizers, 

pesticides, insecticides, diesel oil and electricity-

increased from a mere Rs. 21 cror~ s in 1950-51 to Rs. 618 

crores in 1972-73.2 Fertilizer consurnption alone was more 

t han tripled duri ng the period. It rose from t he av~rage of 

5 kg . per h ~ctare of gross cropped area in 1966 to ov er 

17 kg . in 1973-74.3 

1 Fi ndt~ of National ~ommiss ion on Agricultur~ 1976, 
Given in An I~SSR Working Group Ueport. Alternativ e~ in 
Agricultura l Development, Alli P.d Publish Prs Pvt. Ltd., 
N_ew Delhi , 1980, p. 20. 

2 Ibid., p. 20. 

3 Ibid ., p. 20. 



) 

in ~eneral. 
With their limited resources/it ia beyond the capacity 

of the farmers to meet the growing demand for production 

inputs. Thus to fulfil their additional demand they have 

no alternative but to depend mainly on agricultural credit 

supplied by tana financing institutions. 

According to the All India Rural Credit Survey, 195~, 

93 pe·r cent,~ in 1961-62, a1 pP.r oent,S and in 1971-72, 70 

per cent6 of the agricultural credit was contributed by non

institutional sector. 'Kven though non-institutional credit 

baa got some advantages like promptness and easy proceedings, 

farmers were easily cheated and exploited by them especially 

by the moneylenders and u'ey were reduced to the position of 

debt slaves or ev~n made to lose their land.7 

Considering the exploitation at the hands of the money

lend@rs and non-productive nature or non-institutional credit, 

cooperative organizations have beP.n recognized aa the beat 

institutions providing rural credit to the fann4?rs among all 

institutional and non-institutional agenc1ea.8 

~ Report of the All India Rural Credit Review Committee, 
Reserve Bank of India, 1969, p. 100. 
5 Ibid. 
6 All India Rural Debt and Investment Survey, 1971-72, 
Reserve Bank of India. 
7 Unit~d Nationa. Rural Progress through Coop9rativoa, 
New York, 1966, p. )9. 

& (i) Report of the National Commission on Agriculture 
Part XII: Supporting Servicea and Incentives. Government ot 
Ind1a1 Ministry of Agriculture and Irrigation, New Delhi, 1976; 
(ii) uraft Five Year Plan, 1978-8), Vol. III. Government ot 
India, Planning Commisolon, p. 59. 



Fai"'JJ credit can by and large be grouped under two 

categories, namely, prod.uction credit that acta as a catalyst 

tor increasing productivity and investment credit which 

generates a strong infrastructure for future agricultural / 

development. Production credit comprises of short t erm credit 

whereas investment credit comprises of medium term credit and 

long tena credit. The short and medium t erm credit is mainly 

supplied to agriculturists through the credit cooperative 

society namely the primary agricultural credit societies 

(PACS). They are the kernel of the cooperative movement in 

India and constitute the largest number of cooperative insti

tuions. Moreover they are the institutions which provide 

largest share of credit to the farmers. In view of the 

special importance of the primary agricultural credit soci

eties in the rural credit aoene it may be worthwhile if a 

study is made with the objective of reviewing t heir credit 

operations. This is What we propose to do. 

Our study has in ita ambit, data pertaining to various 

aspects of short term and medium term credit oprrations of 

primary agricultural credit societies from 1957-58 to 1977-7S. 

Th e&e scattered data have been collected mainly from "All 

India ileport on Agricultur.al Census" 1970-71, Government ot 

India and various issues of Reserve Bank of India, "Statistical 

Statements Relating to the Cooper~tiv e Movement in India" and 

"Ueview of the Cooper a tive Movement in India". 

The study is divided into five chapt ers. In the chapter 
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that follows an attempt is made to diseuse the importance of 
, · .. 

farm credit• types and purposes and agencies providing farm • • 

credit, ~nd the predominan~~ of primary agricultural credit 

societies among all the institutional agencies providing farm 

credit. 

The third ehapter deals with the lending policies 

followed by prilllary agricultural credit societies and the 

quantum or credit advanced by them duri.ng 1957-58 to 1977-78. 

After providing an outline ot the lending policies a detailed 

study 1& made or purposew1se as well &8 statewiae issuance or 

short term and medium term loans. In addition a detailed 

study of the loans issued by primary agricultural credit soci-
.. 

eties among dif'ferent categories ot cultivators is also made 

in this chapter. 

One of the tmportant problems in financing agriculture 

in India has b~~n that of mounting overdues. The amounts 

defaulted by the farmers have acted as a serious restraint on 

the smooth flow or farm. credit and constitute a major obstacle 

in meP.ting the credit needs or agriculture which tends to 

increase year after year. Hence in the fourth chapter we deal 

with the problem of overdue& ot primary agricultural credit 

soc1etiea. More specifically we deal with the levela and 

trends ot overduea, causes of overduee and the remedial measures. 

Chapter f ifth is the concluding chapter. The main 

obsarvationa of the study are brought out and some useful 

suggestions are made in this chapter. 



CHAPTF..R II 

FARM CREDIT AND IMPOR'l'ANC'E OF PfliMARY 
AQIUCULTlUiAL CREDIT SOCIETY 

2.1 Importance of Farm Credit . 

It is a universal phenomenon, equally true of both 

advanced and lees advanced economies, that most of the 

tarm~ra have to borrow lunda at some time or the other. The 

rural masses borrow almost habitually, passing on the burden 

of debt to the next genaration. It may be observed that 

neither the condition of the country, nor the nature or the 

land tenures, nor the position ot agriculture attecta the 

one great fact that agriculturists must borrow. This ia 

mainly due to the fact that 1 an agriculturist's capital is 

locked up in his land and stock and must be teaporarily 

mobilised. lienee credit is not necessarily objectionable 

nor borrowing for that matter is a sign of weakness. 

Besides because of tbe marked contrast in seasonality 

of agricultural production and a steady pattern of continuous 

consumption, most of the farmers who do not conamand much 

savings to sustain their family and maintain the continuity 

of farming operations, must resort to credit to bridge the 

~~nporary gaps between the oaah inflows and cash qutlaya 

required to maintain the process of consumption and production. 

6 
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Furth~r, cyclical, seasonal and annual fluctuations 

are more marked in agri~ulture than in any other industry. 

This situation leada to fluctuations in farmer's income, 

creating gaps in his demands for funds and income expected 

frons the farm. 

Moreov~r. rapid growth in agricultural production 

requires a technological transformation~ Indian agriculture 

has undergone a rapid technological transformation during the 

last few years and ita productivity haa registered consider

able progress. At the same time the inputs required tor 

technological tranatonnation viz. high yielding variety seeds, 

fertlllz~ra, insecticides, pesticides, electricity, improved 

implements and machlnerr, have resulted in the increased 

capital needs of the tamers. 

From the various studies conducted it wae observed 

that av~rage cash expenditure per acre under modem cultiv

ation is greater tban that under traditional cultivation.1 

It is difficult for moat of the farmers to meet these increased 

capital requirements from th~ir own funds and therefore they 

have to resort to credit. Thua farm credit becomes the 

external source ot capital which aida the transro~ltion 

process by providing a tool to acquire modern inputs. It 

can. be a powerful economic force tor development, it used to 

L For instance: M.G. Gosh A Study ot High-Yielding 
Varieties Programme in the District of Birbhum, West Bengal 
1(968-69. Agro-Economic ft~aearch Centre, Visva-Bharati 1969 
mimeo). • 



s 

inject appropriate capital inputs into agriculture that are 

not otherwise available to farmers from their own financial, 

physical and labour resources. Thus, though of 1tael£ credit 

does not transform technology, it plays a dynamic role for 

agricultural development. In fact it is the life-blood of 

agriculture itself. 

The importance and d~mand for farm credit will tend 

to increase in future as the area under the High Yielding 

Variety Programme expands. As the programme gathers momentum 

more and more cultivators may bring an increasing part of 

their holdings under it using a larger proportion of reco

mmended doses of fertilizers. etc. Hence there is likely to 

be a continuous increase in demand for credit. Moreover as 

agriculture d evelops, like any growing business • . a progressive 

farm may need additional finance for investment on develop

ment as well ao for expenditure on current operations and 

therefore the quantum of borrowing will increase in absolute 

terma.2 

The projections relating to the credit requil"ements of 

agricultur~ made by the National Commission on Agriculture, 

1976, r~vealed that demand for credit would increase consider-

ably in future. According to the Commission the national 

agricultural development policy rests on the principles of 

2 Report of the All India Rural Credit Review Committee, 
Reserve Bank of India, 19691 pp. 79-80. 
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planned modernization, mechanization of output based on full 

utilisation of land and manpower and equal access to the 

opportunities for agricultural development for all class es 

of farmers. On this basis, the credit requirements of agri

culture by the end of 1985 would be Rs.l6549 crores.3 Credit 

being an essential input in modPrn agriculture th ere is 

utmost need to ensure that agricultural development does not 

suffer from lack of credit support. 

2.2 Tvpee and Purposes of Farm Credit 

to meet current expenses of production such as purchase 

of seeda, f~rtil1zers, pesticide! and insecticides, wages tor 

hired hands, bull~cks, etc., farmers require credit. These 

are short term loans for a period ranging from J months to 

about 18 months which are utilized for raising crops, and 

repayment is expected out of the gross current income earned 

from t h e sale proceeds of t he harvest. 

Besides short term credit, cultivators need credit for 

longflr periods tor purchase of cattle, certain types of farm 

implem~nts and equipment&, special types of small irrigation 

and land tmprovement schemes. For those purposes farmers are 

given medium term loans of three to five years. 

Further, farmers may require credit for longer periods 

3 keport of the National Comnission on Agriculture, 
Part XII: Supporting Services and Incentives. Oov~rnment of 
India, lliinistry of Agriculture and Irrigation New Delhi 
1976, p. 1. t ' 
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for purchase of land, or making long te.rm improvements on 

the land. These loans a.re generally spread over a period of 

fifteen to twenty years. 

In view of the long gestation period of agricultural 

production and t he attendant uncertainties the repayment or 
medium and long term fi nance is expected only out of the net 

income or savings of the borrower. 

or the three types or loana mentioned above, the 

largest amount borrowed by the majority of farmers in India 

is in t he form of short term loans. 

2.) Agencies Providing Farm Credit 

Non-institutional agencies as well as institutional 

agencies provide credit to farmers. Non-institutional sourc P.s 

comprise of r~latives, . landlords, agricultural moneylenders, 

professional moneylenders, traders and commission agents. 

Th e main institutional agencies are government departments, 

commercial bank& and cooperatives. 

The All India Rural Credit Survey Report (1954) observes 

the almost complete dependence of cultivators on non-institu

tional credit agencies. The borrow~rs were subjected to 

usurious rates of interest, from 25 to 70 per cent, and 

unfavourable terma and conditione which often led not only 

to chronic indebtedness but also to sale of land for repayment 

of debt. Therefore. it was generally believed that in India 

private agencies like moneylendPr& cannot be fitted into any 
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scheme of rural credit meant to serve the needs of rural 

development. Moneylender seldom cares about the use or 

money he lends out and frequently encourages his clients to 

continue borrowing as long as they could give additional 

security.'+ 

Therefore , due to the negativity of non-institutional 

credit, what we nP.ed in this respect is to ensure adequate 

credit facilities to the farmers through institutional sources 

and completely replacing the system of exploitative private 

credit.s 

2.4 Institutional Agencies 

The extent"of rural credit supplied by each source is 

given in Table 2.1. On the ov~rall plane it is found that 

the percentage of credit supplied by non-institutional sources 

has been reduced from 92.7 in 1951-52 to 81.3 in 1961-62, and 

then to 68.5 in June 1971. This indicates that the role or 

institutional credit has got enlarged within two decades from 

1951 to 1971. 

The significance of the loans advanced by moneylenders 

came down from 70 per cent in 1951-52 to 49 per cent in 1961-62 

and furth er to 36 per cent in 1971-72. 

4 E. Jacoby. Agrarian Unrest in South East India, p. 91. 

S All India Rural Credit Survey. Report of th·~ Committee 
of Direction, Vol. II, The Gen~ral Report. Rea0rve Bank of 
India, 1954, p. 175. 
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Table 2.1 : Borrowings ot Agriculturists by Source 

(Percentages) 

---------- ------~-
Credit Agency 

- .... - - ... ._ - --
1. Agricultural Moneylenders 

2. Professional Moneylenders 
' 

). Traders and Commission Agents 

4. Others 

5. Non-institutional Agencies 
(1 + 2 + ) + It) 

6. Govern:nent 

1. Commercial Banke 

8. Cooperatives 

9. Institutional Agencies 
(6 + 7 + 8) 

- ~ - - - - ~ - - ~ --- -
1951-52 1961-62 1971 * • (June)O 

24.9 

44.8 

5.5 

17.5 

92.7 

).) 

0.9 

).1 

)6.0 

1).2 

. 6.8 

2).) 

gl.) 

2.6 

0.6 

15.5 

2).0 

1).1 

8.4 

24.0 

68.5 

7.1 

2.4 

22.0 

)1.5 

- - - - - ~ ~ - - - - ~ - - - --- - - - ~ --- - - ~ -- -
Soyrct: • ~eport of the All Inrlia Rural Credit Review 

Committee, Reserve Bank · of India, 1969, P• 100. 

··All India Debt and Investm~nt Survey (1971-72). 
Indebtedness of Rural Households and Availability 
ot Institutional Finance. Reserve Bank of In~ia, 
1977, P• 40. 

In the Table we can notice the increase in the propor

tion& in the contributions of all the three institutional 

agencies i.e. government, commercial banks and cooperatives 

fr~u ).), 0.9 and ).1 percentagea in 1950-51 to 7.1, 2.4 and 

22.0 in 1971 respectively. 

2.4.1 Oqv ernmont 

Gov er rwent had come forward from early days to provi~e 
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agricultural credit in the form of taccavi loans. But the 

diaburaem~nt arrangementa are insufficient and involve delays. 

Now it is no longer regarded as an important source of agri

cultural credit in the country. Even the Rural Credit Review 

Committee (1969) is not in favour of government granting loans. 

The Committee had recommended that taccavi should be strictly 

limited, subject to certain exceptions of a transitional 

character, to periods of widespread rllst~esa such as famine, 

scarcity and tlooda.6 aeport of the National Commission on 

Agriculture describes government's role in this r egard as a 

supporting aystem.7 Central and State governments always 

provide substantial financial support to the financing insti

tutions by way of share capital, managerial subsidies and 

contributions to ba.d ciebt reserves. t! Besides they give con

siderable administrative, supervisory and technical support 

to these institutions. 

2.4.2 The Commercial 8anka 

The commercial banks in India were traditionally 

operating in developed urban centres and till recently were 

ill -equipped and also disinclined to extend credit to agri

culturists. The unsuitability of agricultural s ecurity, the 

6 Report of the All India Rural Credit Review Committee 
(1969), op.cit., p. 199. 

7 keport of National Commiss ion on Agriculture , op.oit., 
p. 11. 

8 Ibid., p. S. 
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peculiarities of agricultural fin~nce, seasonal vicissitud~a 

and uneconomic nature or· farming in the country, illiteracy 

among farmPrs. the imperative nacessity of keeping the funds 

liquid and lack of person~l knowledge about cultivators 

prevented these banks from advancing agricultural credit.9 

After the introduction of social control and national

ization of 14 major commercial banks in July 1969, they have 

started providing agricultural credit rlirectly as well ae 

indirectly througp cooperatives. However it is recognized 

that despite the increasing role of commercial banks in the 

sphere of agricultural credit "the cooperatives will have to 

carry the main burden or' responsibility in this behal£".10 

2.4.3 Coopm:·ativea 

The All India Rural Credit Survey Committee recommended 

instituting an integrated echeme ot rural cred.it which would 

ensure supply of adequate and timely credit for the 1110rking 

and fixed capital requirements of the cultivators. The 

Committee stressed that no organisation could be adequate for 

the purpose if it was centralized or bureaucratic or the 

cultivators themselves had no voice in ita working. In the 

search for such a suitable agency for the dispensation of 

credit to the millions of cultivators spread all ov~r India, 

9 P.K. Banerjee. Indian .Agricultural Eaonorny: Financing 
Small Farmers. Chetana Publications, New Delhi, 1977, p. 82. 

10 Draft Five Year Plan, 197g-83, Vol. III. Goverronent 
of India, Planning Commission, p. 58. 
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the cooperatives ware found to be pre-eminen~ly suitable for 

t he purpose on account of their village base, democratic 

character, eta. Emphasising the importance of cooperatives 

H. Calvart explains: "Cooperatives like local moneylenders 

can have intimate knowledge of the character and abilities 

ot their members and of local production possibilities. As 

a means of reaching the last man in the last village co

operative credit has no rival except the moneylender; it 

offers the only possible method or proved merit for reaching 

the people as a whole. It is the only practical alternative 

to usury" • u · 

The Draft five Year Plan 1978-8) points out that the 

cooperatives are the most widely distributed and organized 

credit system which can readily take up the vast task of 

purveying short, medium and long term credit to the rural 

areaa.12 

2.5 Pr!dominance of Cooperative! 

The predominance of cooperatives over all the other 

institutional financial agencies which provide credit to 

agriculture can be noticed in Table 2.2. 

A stearly growth in the institutional finance for agri

cultur0 in the five years (1973-74 to 1977-78) can be noticed. 

It has grown from Rs. 1166.7 croroa in 1973 to Rs. 2186.1 

11 H. Calvart. Cooperation in the Colonies, p. 20). 

12 Draft Five Year Plan 1978-~3, op.oit., p. 59. 



Table 2.2 : Institutional Finance for Agriculture: Loans Issued during the Years 
197)-74 to 1977-78 

(Ra. in cror ea) 

Source 1973-7~ 1974-75 1975-76 1976-77 1977-?SP total 

1. Cooperat 1 vea · 
(including PACe and LDBa) 

2. State Gov nm:nent.a 

). Scheduled Commercial 
Bank a 

4. Regional Rural Banka 

876.7 
(7J.SS) 

90.8 
(7.6S) 

219.2 
(18.47) 

N.A. 

10)9.2 
(74..71) 

77.5 
(5.57) 

274..) 
(19.72) 

I.A. 

U86.7 
(70.86) 

. 81.5 
(1..87) 

14)1.2 
(70.25) 

82.)R 
(4.04) 

A.-04.9 507.7 
(24.18) . (24. 92) 

1.S 
(0.09) 

16.2 
(0.80) 

U.75.2 
(67.48) 

97.8 
(4.47) 

569.1t 
(26.05) 

4).7 
(2.00) 

Total 1186.7 1)91.0 167~t.6 20)7.4 2186.1 
(100) (100) (100) (100) (100) 

R • Revised. I.A. ~ Hot Available. P • Prov1s1 ona1. 

Rote: 1. Figures in brackets are percentage ot total credit. 
2. PApa • Primary Africu1tural Credit Societies, and 

LOBe • Land Deve opaent Banka. 

6o09.0 
(70.90) 

429.9 
(5.07) 

197S.S 
(2).)1) 

61.4 
(0.72) 

8475.8 
(100) 

Source: Report on Currency and Finance, Vol. I, EconODic Review, 1977-78, p. 158. 



17 

crores in 1977-78. At the same time it can be ae~n that from 

the total quantum of Rs. · 8475.8 crores which was distributed 

by i nstitutional agencies to cultivators in five years co

operatives accounted for the major share (about 71 per cent) 

followed by scheduled conrnercial banka (23 per cent) • State 

Governments (5 per cent) and regional rural banks (1 per cent). 

I~ is encouraging to note that there is a growth in 

the percentage of credit provided by commercial banks through

out the period. Simultaneously th ere is a fall in the per

centage of the share of coop~ratives. It is not because of a 

tall in the total quantu.m of cooperative credit, but because 

of the increasing· share of the commercial banks. The share of 

state gove~enta' contribution is falling. 

2.6 The Short and Medium Term 
Cooperative Credit Structure 

The cooperative credit structure in the country has 

two wings: one chiefly supplying the short t erm and medium 

t e rm credit requirem$nta and the oth er supplying long term 

investment credit. 

The short term and medium term credit needs of agricul

turists are met by the short term cooperative credit structure 

which is ·a three-tier pyramidal one with the primary agricul

tural credit soci eties covering a village or group of villages 

at the base, the central cooperative banks covering generally 

a district at Ule intermediate level and the state cooperative 

bank at the apex or state level, which is directly linked 

with deserve Bank of India. 
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The Study Group of National Credit Council has stated 

that the cooperative banking system is an integrated one and 

because of its three-tier structure, haa been enabled to 

extend credit to agriculturists, artisans, etc. Th~ three

tier system also allowa a rationalized flow of resources from 

the metropolitan centres to villages and ccmbines this with 

fairly low costs of operations. 

2.7 Importance of Primarx Agricultural 
Credit Societies 

The primary agrlculturul credit society is the king-pin 

of the cooperative movement. It is the society which serves 

the individual far:mers dir•ectly and th ~refore its efficiency 

is one of the major determinants ot ov~rall organizational 

strength of cooperative credit. The Townsend Committee haa 

aptly put it that tho agricultural primary credit society ia 

the foundation stone on which the whole cooperative edifice 

is built.1) 

Table 2.) brings out a comparison of primary agricul

tural credit societies and the other institutional a~ enciea 

which provide short and medium term loans to agriculturists. 

It is clear that among all the institutional agenciea 

supplying abort term credit to agriculturists, the primary 

agricultural credit socinties contribute the highest share, 

13 ~eport of the Townsend Committee (1927) by Madras 
Government. 



Table 2.) : Short Term Loans Issued by Different Institutional Agencies, 1973-7- to 
1977-78 

(Rs. in crores) 

Source 

i) Primary Agricultural 
Credit Societies * 

11) State Governments 

111) Scheduled Commercial 
Banks 

iv) Regional Rural Banks 

l'otal 

197)-74 1974-75 1975-76 1976-77 1977-78p 

66).1 
(77.16) 

90.8 
(10.56) 

105.4 
(12.27) 

N.A. 

750.0 
(77 .0)) 

77.5 
(7.96) 

1J.6.1 
(15.01) 

N.A. 

. 81.5 
(6.92) 

212.5 
(18.06) 

1.5 
(0.1)) 

1o16.3a uos.o 
(74.26) (72.08) 

s2.3a 
(6.01) 

25).8 
(18.54) 

16.2 
(1.18) 

91.8 
(6.)6) 

288.1 
(18.74) 

4).7 
(2.82) 

859.) 97).6 1176.9 1)68.6 15)7.6 
(100) (100) (100) (100) (100) 

R • Revised. B.A. • lot Available. P • Provisional. 

!2i!= Figur~a in brackets are percentages of each agency to total credit. 

Total 

"18.8 
(74.69) 

429.9 
(7.27) 

1005.9 
(17.00) 

61.4 
(1.04) 

5916.0 
(100) 

$ Exclude loans disbursed for "non-agricultural purposes such aa industrial, 
consumption and non-agricultural purposes". 

Source: Report an Currency and Finance, Vol. I, Economic rteview 1978-79, p. 1S8. 
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viz. 75 per ~ent of the overall institutional credit supplies 

from 1973-7~ to 1977-78. Even though th ~re is a fall in the 

percentage of.' the share of the . primary agricultural credit 

societies over the years, due to the increasing role of 

commercial banks, the total quantum of the short term loans 

issued by primary agricultural credit societies is continu

ously increasing. 

2.8 Progress oC Pri~Atr Agricultural 
Credit SociPti es 

We may now examine the nature and dimension of the long 

te~ growth of coope~tives from 1950-51 to 1977-78 in terms 

of the number of ~oopPrative societies at primary level, 

membP.rship in those societies, and their funds and management. 

Table 2.4 gives the entire picture from which it is evident 

that the growth of agricultural· credit aooieties and their 

membership was of very considerable magnitude. However, from 

1960-61 onwards there is a fall in the number of pri ;lary agri

cultural credit sooiet1ea, but this decline in the number le 

due to revitalisatlon and amalgamation of societies to form 

viable units. The number has increased from 115,462 in 

1950-Sl to 116,125 in 1977-78. The membership has increased 

from 5,154 thousands to 47,~60 thousands. Villagewise it has 

covered 96 por cent ot villages. Av erage memberShip per 

soci~ty has increased from 44 to 412. 

In respect of deposits, working capital, loans issued 

and loans outstanding there haa been a steady progress in 



'fable 2,lt : Progress of Primary Agricultural Credit Societies in India during Ditfer<?.nt Years 

(Amounts in an. crores) 
~ - - ~ - - - ~ ~ - - - - - ~ - - - - - - - - - - ~ ~ ~ - ~ ~ - ~ - ~ - - - ~ - - ~ ~ - - -
Year Number ember- Av erage Percen- Deposita Borrow- ~orking Loans 

ship member- tage inga capital issued 
Loans Ot'er-

1950-51 115,462 

1955-56 159,939 

1960-61 212,129 

1965-66 191,904 

1970-71 160,780 

1973-74 153,808 

1974-75 152,572 

1975-76 134,638 

1976-77 123,356 

19n-78 u6,125 

in ship or tram 
'000 per Yillages other 

S,15J. 

7,791 

17,041 

26,135 

30,96) 

)4,956 

)6,442 

)9,521 

44,832 

47,860 

society covered higher 

44 

46 

so 
1)6 

192 

227 

2JS 

29) 

)6) 

412 

N.A. 

N,A. 

75 

89 

95 

95 

95 

96 

96 

96 

4.5 

7.1 

14.6 

)4.5 

69.5 

89.) 

101.1 

113.) 

142.) 

165.2 

tlnan
clal 
agencies 

19.2 

42.8 

18).8 

)63.2 

675.2 

918.2 

1040.7 

1154.4. 

1420.5 

1616.1 

out- due 

u.o 
79.1 

273.9 

546.6 

1153.4 

22.9 

49.6 

202.S 

341.6 

577.8 

stand-
ing 

29.1 

59.8 

218.0 

426.9 

784..5 

1580.3 761.6 1055.1 

1601.5 899.8 1176.6 

1989.7 102).4 1299.2 

2)94.) 1210.5 1598.2 

2712.4 1271.7 1798.2 

6.4 

15.0· 

44..) 

125.4 

)22.4 

44).2 

50).4 

560.5 

662.8 

809.5 

Source: Statistical Statements Relating to the Cooperative Movement in India, Part I: Credit 
Societies - of respective years. Reserve Bank of India. 

N .... 
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aggregate during the said period. Deposits have increased 

from Rs. 4.5 crores to as. 165.2 crores. Working capital of 

the societies has increased from Rs.41.0 crorea in 1951-52 

to Rs. 2712.4 crorea by 1977-78. 

In the case or ·loans issued and loans outstanding too 

tremendous growth can be noticed. Loans issued has grown from 

rls. 22.9 crores to Ra. 1271.7 crores and loans outstanding has 

increased from 1~. 29.1 cro~a to Rs. 1798.2 crorea from 

1950-51 to 1977-78 respectively. 

But the disquieting thing is the mounting overdue posi

tion year after year. The overdue has grown up from Rs. 6.4 

crores in 1950-51 to as. 809.5 crores in 1977-7'~. Further, 

even though the total quantum of the deposits has increased 

from Rs. 4.5 crores in 1950-51 to Rs. 165.2 crorea in 1977-78, 

the growth is not of that much significance. The percentage 

of deposits to working capital in 1971-78 ia only 6 whereas 

the percentage of borrowings from other institutions to the 

working capital in the aaae year is about 60. 

2.9 Purposes of Primary AgriculturAl 
Credit Sooirtv Loans 

In section 2.2 we have already &P-en the main types and 

purposes for which farm credit is roquired, i.e. short term, 

medium t erm and long term requirements. Hera in this section 

we shall see the main purposes for which the primary agricul

tural credit societies provide loans. The farm credit provided 

through t.h e primary agricultural credit a octet ies is mainly 



2) 

for (1) seasonal agricultural operations of t he cultivators, 

(2) investment o·redit for improvement of land, replacement 

of ~ia&tinf; assets etc., and (J) conversion of short term 

agricultural production loans into medium t e rm loans when 

the bor:·owe1·s are unable to r epay the former loans on due 

dates on account of natural calamities affecting their repay

ing capacity. Loans of' the first group are short term loans 

and of s econd and third are medium term loans. 

2.10 Iielttivt Share of Short Term and 
Medium Term Loans of Primary 
Agricultural Credit Societies 

Table 2.5 giving the comparison of the issue of short 

and medium tenra loans by primary agricultural credit societies 

from 1957-58 to 1977-78 1 sho·ws continuous growth 1 n the total 

quantum of both short and medium term loans issued. The total 

loans issued has grown from Rs. 96.1 crores to Rs. 1271.71 

crores. When we consider short t ann am medium tP-nn loans 

separately th ere is an increase from Ra. 82.6 crores and 

Us. 18.5 crorea in 1957-58 to Rs. 1111.2 crores and Rs.l60.5 

crores respectively in 1977-78. 

It can, however, be seen that the major portion of the 

loans is lssu~ as short term loans rath~r t han as medium 

t erm loans. Medium t erm loans form only a small percentage 

of the total loans issued. 

TakinR the ov~rall quantum of the loans issued from 

1957-58 to 1977-7g, i.e. ns. 11006.2 crores, short term loans 
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Table 2,5 : Comparison of ~be Issue of Short Term and Medium 
Term Loans by· Primary Agricultural Credit 
Societies during the Years from 1957-58 to 1977-78 

(Amounts in crorea) 
... -- - - -- ~ ~ ~ - - -- - - - - - - -- - ~ -- ~ ----
Year Short Medium Total Percentage Percentage 

term term loan a ot abort or medium 
loan a loan a iaeued term loans term loans 
issued issued to total to total 

loan a loans 
issued issued 

- - - - -- - -- ~ - - - -- -- - ~ - -- ~ ~ -- - - - - -
1957-58 62.6 1).5 96.1 85.96 u..oJ. 
1958-59 110.8 ].4,2 12s.s 66.50 11.50 

.1959-60 154.0 15.1 169.1 91.10 8.90 
1960-61 182.8 19.9 202.8 90.17 9.8) 
1961-62 205 .lt 22.9 228.) 89.97 10.0) 
1962-6) 2)2.2 25.2 2S7.4 90.21 9.79 
196)-61. 268.0 29.1 297.1 90.19 9.81 
1964.-65 287.4 28.8 )16.2 90.89 9a11 
1965-66 )04.8 )6.8 )41.6 89.2) 10.77 
1966-67 )25.1 )9.7 )64.6 69.12 10.86 
1967-68 )9).2 )5.0 428.2 91.8) 8.17 
1968-69 456.4 47.5 50).9 90.57 9.4) 
1969-70 487.6 52.) 540.1 90.)2 9.68 
1970-71 519.) ss.s 577.8 89.88 10.12 
1971-72 540.9 7).6 614.5 88.02 11.98 
1972-73 612.7 16).) 776.0 78.96 21.04. 
1973-74 690.5 71.1. 761.6 90.66 9.34. 
1974-75 781.6 118.2 899.8 66.86 1).14. 
1975-76 918.) 105.1 102).4 89.7) 10.27 
1976-77 1062.1. 146.1 121o.s 81.71 12.2) 
l?'n-78 1111.2 160.5 . 1271.7 87.)8 12.62 

- ~ - - .. .. - - - .. - --- - -- ~ - -- - - - -- -- - ---Total 9727.4 1278.6 11006.2 ss.3a 11.62 
~ ~ - ~ - - ~ ~ - -- ~ - ~ - - ~ - - ~ - ~ - - - - - - ---
SgY£21: Review of t he Cooperative MoYement in India, ot 

r espective years. Reserve Dank or India. 
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amount to gg per cent i.e~ Rs. 9727 crores and medium term 

loans only 12 per cent i.e. Rs •. 1279 crorea. 

In the next section we shall study the working ot 

the primary agricultural credit sociPties in providing short 

t e rm and mectium term loans. 

2.ll The Working of Primary Agricultural 
Credit Societ1ee 

The cooperative credit structure which provides short 

term and medium term loans is pyramidal or federal in char

actP.r, the broad base of which is represented by the primary 

societies at tho village level. The management of the 

primary society is entrusted to two bodies - a General 

Committee consisting of all members nnd a Managing Committee 

or five to nine members including a president and a secretary 

chosen from among ~he members of the general committee at ita 

general meeting. 'the Managing Comm ittee is responsible for 

the routine and executive business ot the society. It admits 

new members, recovers arrears due from members, exercises 

supervision over them, raiaes funds for the society, etc. 

The primary credit societies in a apeaified area. 

normally extending to the whole district are f~derated into 

the central banks. Their main task is to lend to the primary 

village societies, but they are expected to attract deposita 

from the general public too. But many central coopera tive 

banks act only aa interme~iaries between state cooperative 

bank on U1e one hand and village primary credit societies on 

the oth P.r. 
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The state coop~rat~ve bank or apex bank finances and 

controls the wot'k1ng of the central cooperative banks in the 

state. It serves as a link between the deserve Bank of India 

from which it borrows and the cooperative central banks and 

indirectly with the village prtmary societies. The state co

operative bank obtains its working funds from its own Share 

capital and reserves. deposits from the gen~ral public and 

loans and advances from the Reserve Bank. The Reserve Bank 

contributes between 50 and 90 p~r cent of the working capital 

of state cooperative banks in the country. 

It is the merit of this set-up that though the insti

tutions at different levels are connected with each other by 

the bond of affiliation, they are in financial and legal terms 

distinct entities each serving a set of epeclfic purposes. 

'I'he fact that the structure is federal in character and that 

the institutions at different levels are independent legal 

entities. implies that the strength of the chain depends upon 

t he strength of each or the links. 

Thus, at the operati onal level, the primary cooperative 

society exists to extend credit to the farmer linking the 

farmer in the remote villages with the money market of the 

country. 

Paid-up share capital. reserves, deposits and borrowing 

from other higher .financial agencies form the roain sources of 

working funds of primary agricultural cr~dit societies. The 

'l'able 2.6 gives a picture of the sources of funds of PA.Cs at 
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Tabla 2.6 : Funds of Primary Agricultural Credit Societies 
from 1950-51 to 1977-76 

- - - - .... ~ - - - - ..... -
Working 
Capital 

~ - - - -- - - - -- - - -
1950-51 

1955-56 

1960-61 

1965-66 

1970-71 

197)-74 

1974-75 

1975-76 

1976-77 

1977-78 

41.0 

"79.1 

273.9 

546.6 

115).4 

"15fJO.) 

1801.5 

1989.7 

2394.) 

2712.4 

~ ~ -- -- ~ - - - - - - -- --Percentage to working capital of 

-----~---------~---------~-------Paid-up Deposita Borrow-
share ings • 
capital & 
reserves - - - - - - - - - ~ - - - - -

42.1 

)6.9 

27.6 

'1:7.0 

2).0 

22.) 

21.8 

22.0 

20.9 

20.5 

10.5 

8.1 

5.) 

7.0 

6.0 

5.6 

5.6 

5.7 

5.9 

6.1 

47.4 

55.0 

67.1 

66.0 

71.0 

72.1 

72.6 

72.) 

73.2 

73.4 

- ~ - - - - - - ~ -
* Borrowings from other higher financial agencies. 

Source: Review of the Cooperative Movement in India of 
r~spective years. llesP. rve Bank of India. 

the all-India level, of various years. From Table 2.6 it ie 

clear t hat the major portion of the working capital consti

t utes the borrow ings from other higher financial agencies. 

l'ha hi ghest p~raentage of these borrowings is from the Reserve 

lJank. Yor i nstance in 1977-'78 at the all-India level 9S per 

cent of ~he borrowings of state coope rative banks were from 
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the Reserve Bank of India~14 Reserve Bank provides loane 

to state coop~rative banks at concesaional rates e.g. the 

Reserve Bank provides short term loans for financing 

seasonal agricultural operations and medium term loans for 

agricultural purposes at ) per cent below bank rate.15 

14 Statistical Statements Relating to the Cooperative 
Movement in India, Part I: Credit Societies 19"n-7S·. 
Reserve Bank ot India, pp. 106-107. ' 

~5 Ueport on Currency and Finan_ ce, Vol I Economic 
rteview 1978-79, p. 160. • , 



CHAPTER III 

LENDING POLICIES OF AND QUAN'fUM OF CRF.DIT 
ADVANO! D Br PRIMARY AGRICULTURAL C~EDIT 

SOCIETIES 

In the previous chapter we haYe diaauaaed the coopera

tive credit structure which conaiata or the State cooperative 

bank at the apex level, central cooperative bank at the 

d1s~rict level and the primary agricultural credit societies 

covering a group of villages at the base, a"' the types ot 

credit being aupplled to agrict.llturists by this structure. 

We haYe pointed oot that the primary agricultural credit soci

eties at the village level extend finance for short term and 

medium ter,a agricultural purposes. In this chapter we propose 

to study the credit operation& of the societies. In particular 

we shall deal with aapecta like lendi.ng policies governing 

the society loans, quantum or credit supplied in the country 

as a whole and in the different atatee of the Indian Union, 

finance for different purposes an4 to different cate~oriea ot 

cultivator• in the country and the like. 

3.1 Lendin& Pol1c1ea tor Short Term Credit 

Right at the outset it is worthwhile to note that 

although abort and medium t erm 'loana are actually disbursed 

by t he primary coope r tttive e ocieties, the authority for laying 

down the policies and prooedurea such as fixing the scale of 

29 
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finance, mode of diabur-.ent as well aa the actual sanction 

of the loan 1& vested with the district central cooperative 

banks. Obviously, the actual policies followed by primary 

agricultural credit societies for sanctioning short and 

mediua term loans are lese likely to be uniform throughout 

the country. In view of thia ditficulty it 1a difficult to 

summarize the lending policies adopted by the prt.ary agricul

tural credit societies in the country as a whole. However 

f~rtunately the Agricultural Credit Department brought out in 

1972 a comprehensive Manual on Production Oriented System ot 

Lending to Agriculture. The main object ot thia Manual waa 

to set out broadly the policies and procedures which should 

govern the sanction or loans for agricultural production 

purposes. The following are the broad policies aet out in 

the said Manual for abort term credit. ··t~e shall state the 

policies for medium tenD loana in section ).2. 

).1.1 §calee or Finane! 

Since it is impracticable for a society which deale 

with a large number of cultivators to att(:)Ulpt an assessment ot 

the requireraenta ot each, oropwise per acre scales of finance 

are determined on an average basis. With a view to minimiae 

the chances or m1eutililat1on the scale or finance is deter

mined in terms of two componenta: component 'a• to b.e disbursed 

in cash which is to help meet the miscellaneous cash outlaya 

or a cultivator such as labour chargea, eta., during the 
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production period; and c~ponent 'b' to be disbursed in kind 

i.e •. illproved eeeds, fertiliaera, pesticides, etc. 'llle s1se 

ot components •a• and 'b' is to be determined with reference 

to both the actual needa for raising particular crops and the 

repaying capacity generat P.d by such outlay. Component 'a' 

is fixed at not more than one-third or the average value ot 

production per acre at the traditional level of cultivation 

whereas component 'b' is fixed with reference to the quantum 

of f P.rtilizera and inputs which an average cultivator in the 

area uses but not exceeding that recommended for each crop by 

the Agricultural Department. The kind component ia disbursed 

by the society itself or througn a marketing society or private 

dealers. Fixation of scale ia to be done for each compact 

area covering one or more . talukaa depending upon variationa 

in the natural conditions such as rainfall, irrigation facili

ties, type ot soil, level or improved agricultural practices 

in vogue, etc. , by a technical group c onsiat ing of knowledge

abl~ persons drawn from the Agriculture and Coop~ratlon Depart

ments, the central cooperative bank, selected agricultural 

crerlit societies and a few successful farmers in the area. The 

scale of finance thus fixed Should not only meet the production 

requirements ot farmers but has also to be within the repaying 

capacity of the cultivator, the cultivators repaying capacity 

being taken equal to halt the value or expected output. 

).1.2 Eligibility of a Borrowgr 

The eligibility of an individual for a loan dependa upon 
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the size or holding he cultivates and the kind or aropa be 

grows and not so much on wheth~r he cultiVlttea that land aa 

owner cultivator or tenant cultivator. The quantum ot credit 

to a member depends upon hia acreage and the aoale ot finance 

per crop. 

).1.) Maximum Borrowing Pgwer 

Though the crop loan system envisages provision of 

credit to members to meet their full production requirements 

1n oaab and kind it ia necessary ~o aee that their liability 

doea not exceed a particular limit called the 'individual 

maximum borrowing power'. Aa a general rule it ia suggested 

by the Reserve Bank of India that this individual maxlmua 

borrowing power may be raised to Ua. 5,000 ln all caaea where 

it ia lower th~n Rs. 5,000 and thereafter it may be raised 

granually having regard to the availability of resources. The 

individual may be allowed to borrow up to the limit sanctioned 

to him provided he (l) is not a defaulter, (2) holds shares 

in the society, ( 3) baa furnished adequate security to the 

society, and (4) has executed .the necessary documents like 

agreement to sell the produce through an approved marketinc 

soci, ty. 

).1.4 SecuritY for Short Term Loana 

A cr.op loan la essentially a need baaed and production 

oriented loan and not security oriented loan. Therefore, under 

the crop loan system crop produce instead or land 1e the 
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security for obtaining loan. However. in view of the fact 

that the credit agency haa little or no control ovftr the sale 

of crops partly because or the 1netf'eot1ve linking or credit 

with marketing and partly because ot inadequate and inautt

icient superviaion, the Rea~rv• Bank of India has suggested 

the creation of a legal charge (claim) by a mere declaration 

in favour or the cooperative credit soci~ty on the identifi

able right or 1 nterest of a cultivator 1 n the land cultivated 

by htm as an owner or a tenant. It furth er suggested that 

other forms ot security such as gold and jewels may also be 

accepted in cases where cultivators are unable to create a 

charge on land for any reason. Thus those who have no recorded 

rights in the lands cultivated by them, such as oral lessees 

and share croppers, can bt>. ~iven finance if they produce 

eith er surety or sureties of one or two membPrS who are owner& 

of land or are registered tenants or prov!d.e collateral 

tangible security in the fo~ of gold or silver ornaments 

suff icient to cover the loan. Where even solvent sureties 

are not forthcoming aa guarant·ees, or where collateral security 

as indicat ~d above cannot be provided, loan up to the limit 

of Hs . 500 per indiv i dual may be advanced it any membar who 

may or may not be an owner or land or a registered tenant 

st ands aa surety and the guarantor is acceptable to the 

Managing Committee ot the society. 

J.l.S lleeoveq of Loan 

The r epayment of loan ie expected out of the sale 



proceed& of the cropa raiaed. In tbia context an easent1al 

feature of the crop loan system is that every borrower-meDber 

should sell hia produce tt1rough the cooperative society so 

that the recovery or ct·edit ia fully enaured. 

).1.6 Interest Rate on Short Term Loan 

The interest rate on short term loan adYanced by primary 

agricultural credit aocletiea la not uniform throughout the 

country. It varlee from State to State. In 1977-?g it ranged 

from 10-1/2 per cent t~ 15 per cent per annum.1 

).2 Lending Policiee for Medlu. Term Credit 

Medium tem loans are given b y primary agricultural 

credit soai etiea for p~riod1cal replacement or existing produc

tion aaaeta with a view to maintaining the lncome-earnin& 

capacity of the farm and alao for new lnvestmenta with a view 

to increasing the incoae earning capacity. 

3.2.1 Siae of Credit 

The outer limit for the quantum of term c r edit is set by 

tlH~ probable outlay on the proposed 1nvest ;rtent. The central 

cooperative banks fix c ertain generiil acceptable r1orrus ot 

outlays f or various typea of investments t ha t may be considered 

important in the area, with the help ot the technical group. 

l St.atiatical Statement• Relating to the Cooperative 
~ovcment. in India, 1977-78, Part I: Credit Societlea. 
neserve Bank of lndla, p. 206. 
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).2.2 EligibilitY of , Borrower 

The eligibility ~f a borrower 1a determined on the 

baaia or the actual need for credit for meeting the propoeed 

outlay involved in a particular developm~nt project and/or 

of the repaying capacity of the borrower and not so much on 

the value of the security offered. 

).2.) Maximum Borrowing Power 

In fixing the individual's maximum borrowing power 

account. should be taken of the fact th at. certain purposes 

require a minimum outlay and th~1·efor· e the ceiling on indivi

dual loans should not be lower than thia bare minimum. It 

should be fixed realistically, taking into account t he outlay 

on productive investment. 

).2.4 Period or the Loan 

Period of the loan has to be determined. ·11ith reference 

to t he repaying capacity or the concerned cultivator. Tt\e 

r epaying capacity is det~rmined by taking into account the 

gross output turned out by a cultivator a nd on the assumption 

t hat th e tot al liability on account of repayment or loan both 

short t erm and medium term doea not exceed half . the value ot 

his annual output. No~ally the period should not exceed the 

life of the asset created. 

). 2. 5 Securi,ty for riliedium Term Loans 

Tha quantum of credit which is determined with reference 
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to the outlay and the repaying capacity ia given on aeeurity 

which may be peraonal or tangible. The security required for 

medium term loans is aa under: 

(i) Loans for agricultural purposes upto Ra.l,OOO on 

the basta or personal surety/sureties. 

(11) Loans for Rs.l,OOl and upto Rs. 1,500 on 

statutory charge on land. 

(iii) Loans over Rs. 1,500 on mortgage of land. 

(iv) Loans more than Rs.l,500 but less than Rs. ),500 

required for the purchase of an electric pumpset or an oil 

engine or for digging of wells are sanctioned without insist

ing on the mortgage of land or charge on land, provided that: 

(a) the borrower meets at least 15 per cent of the total coat 

ot the aaaet, and (b) the borrower creates a first charge on 

the aaset in favour of the bank. 

(v) Loans upto Rs. 3,500 for purchase of tractors, 

land harvestora. etc •• are granted without insisting on aortgage 

of land provid@d that (a) the balance of outlay above Rs.),500 

is met by the borrower, (b) the rtaehinery is hypothecated in 

favour oC the society, (c) the in9uranee policy in the joint 

nsme or the borrower and the society la assigned in favour of 

the bank, and (d) the borrower makes a down payment of 15 per 

cent or the value ot the asset. 

(vi) In the case of small and marginal farmera un4er

taking dairy and poultry activities in Small Farmers DeveloP

ment Agency/Mar~inal Farmera and Agricultural Labourers areaa 



)7 

as well as in the case of · economically weak farrn~rs in other 

districts, loans upto Rs.2,000 are given to a cultivator for 

dairy or poultry activities without insisting on the security 

of mortgage or charge on land, provided there are adequate 

arrangements for collection of milk/eggs, sale of these 

products and recovery of dues out of the sale proceeds. 

).2.6 Intf?rest !\ate on Medium l'eng Lqans 

Like the short term loans, the int~rest rate on mediwn 

term loans advanced by primary agricultural credit societies 

is not uniform throughout the country. It varies from State 

to State. In 1977~78 it ranged from 10-1/2 per cent to 14-1/2 
2 per cent per annum. 

).) §bort Term Loana During 1957-~6 
to 19'n -78 - Bx Purpose 

The purposewise distribution of short t erm loans from 

1957-58 to 1977-78 1a lnrl1cated in Table ).1. It can be 

observed from the Table that loans for seasonal agricultural 

ope rations, i.e. on current farm expe~iture related to seeds, 

ferttl1zers, manures, labour charges, fodder, pesticides, rent, 

irrigation charges, etc., form the bulk of the loans issued by 

primary agricultural credit aoo1et1es. The same trend can be 

noticed in all the years. Short term loana issued for all the 

oth E-r purpos~a e.g. purchase of agricultural implements, market

ing of crops, etc. • form only small proportiona of the total 

loane issued. 

2 Ibid., p. 206. 



Table 3,1 : Short Term Loans Issued by Primary Agricultural Credit Societies - By Purpose 
from 1957-56 to 1977-76 - All India 

(Ra. in crorea) 
- - - - - - - - - - - - -- - - - - - -- ~ -- . -- - -- - - - -- ~ - - ----- ---Seasonal Purchase Marketing Process- Indus- Con sus- Other Total 

agr1cu1- or agrl- of crops ingot tJ:Olal ption purposes 
Year tura1 cultural agricul. purposes purposes 

operations imple- tura1 
ments produce 

1 2 3 4 5 6 1 a 9 - - -- - - - - - - - - - - - - - - - - -- - - - - - - - -- -- - - - - - - - - ~ --- --
1957-56 6).0 ).5 2.9 o.s ),6 9.2 82.6 

(76.27) (4.23) (3.5) (0.60) (4.)5) (11.1)) (100) 

1956-59 90.8 ).5 4.0 o.s 4.1 7.9 110.6 
(61.94) (3.16) ().61) H>.451 (). 70) (7.1)) (100) 

1959-60 128.2 5.0 4.4 o.s s.o 10.9 154.0 
(8),24) ().25) (2.66) (0.)2) (3.25) (7.07) (100) 

1960-61 150.7 7.7 5.0 0.4 4.6 14.4 182.8 
(62.44) (4.21) (2.73) (0.21) . (2.51) (7.67) (100) 

1961-62 175.4 6.0 5.) 0.6 ).9 14.2 205.4 
(85.)9) (2.92) (2.56) (0.29) (1.89) (6.91) (100) 

1962-6) 201.6 5.9 6,) 0.7 4.0 1).5 2)2.2 
(66.90) (2.54) (2.71) (0.30) (1.72) (5.81) (100) 

1963-64 229.7 7.0 6.2 1.) 6.1 17.8 266.0 
(85.70) (2.61) (2.31) (0.48) (2.28) (6.64) (100) 

1964-65 252.0 6.7 7.5 1.) 4.2 15.6 287.4 
(67.66) (2.,3)) {2.60) (0.45) (1.46) (5.43) (100) 

1965-66 268.6 4.6 9.1 0.5 0.6 2.8 18.8 )04.8 
(88.12) (1.51) (2.99) (0.16) (0.20) (0.91) (6.17) (100) 

1966-67 287.5 7.2 8.9 0.6 1.0 ).5 16.4 )25.1 
(88.4)) (2.21) (2.71) (0.18) (0.)0) (1.08) (5.04) (100) 

1967-68 351.8 8.5 12.8 o.s 0.6 ),2 15.4 )9).2 
(89.47) (2.16) ().26) (0.20) (0.15) (0.81) (). 92) (100) 

1968-69 407.7 s.s 15.0 1.1 0.5 4.1 19.5 456.4 
(89.))) (1.g6) ().29) (0.24) (0.11) (0.90) (4.27) (100) 

1969-70 442.4 ).9 15.5 1.) 1.6 8.9 14.2 487.8 
(90.69) (0.80) (3.18) (0.27) (0.)3) (1.82) (2.91) (100) 

1970-71 469.7 5.4 17.) 6.8 0,) 5.2 14.6 519.) 
(90.45) (1.03) (J.)J) (1.31) (0.06) (1.00) (2.81) (100) 

1971-72 485.8 6.6 19.3 4.7 0.2 5.2 19.1 540.9 
(89.8) (1.22) (3. 57) (0.87) (0.03) (0.96) ().5)) (100) 

1972-?J 554.8 5.9 19.3 ).5 0,) 6.1 22.8 612.7 
(90.55) (0.96) ().15) (0. 57) (O.OS) (0.99) (J.72) (100) 

1973-74 64J.5 2.5 15.1 1.9 0.4 5.7 21.4 690.5 
(9J.19) (0. 36) (2.19) (0.28) (0.06) (0.82) (J.09) (100 ) 

1974-75 7)4.6 1.9 u.s 1.7 0.8 ),) 27.5 761.6 
(93.98) (0. 24) (1.51) (0.21) (0.10) (0.42) (J. 52) (100) 

1975-76 867.5 5.6 8.0 0.) 0.) ).It )).2 918.) 
(94.46) (0.61) (0.87) (0.03) (0.03) (0.37) (3.62) (100 ) 

1976-n 996.1 7.9 5.8 0.1 0.7 11.0 40.9 1062.1. 
(93.76) (0. 74} (0.55) (0.01) (0.06) (l.OJ) ().85) (100) 

19n- 78 10)2.5 6.6 9.2 0.9 0.5 1).5 48.0 llll . 2 
( 92 . 91) (0. 59) (0. 83) (0.08) (0.04) (1.21) (4.32) (100 ) 

-- - --- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ---
All I ndia 8834 120.4 ~8 .? 2.4.1 13.6 ll1.) 415.3 9727.4 
Per .:ent age 90. 81 1.24 2.15 0. 25 0.14 1.14 4. 27 100 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Source : ti.eview of ch e .;oop~>rative Movement in Indi a of r espect ive years . Rese rve Bank or 

Ind ia . / n.V"- ,,. h . 

"" ca 
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--Taking the cumulative fi~urea or issue or short term 

loans from 1957-58 to 1977-78 it can be seen that out or 
I 

tis . 88)4 crores (91 Rs. 9727.4 crores, an amount as much as 

per cent) was isBued for seasonal agricultural operations. 

In fact its importance has increased ov.,r t h e period under 

consld~ration. This ia clear from the fact that in 1977-78 

as h i gh as 9) per cent of the total loan was issued for 

seasonal agricultural op~rations as against 76 p~r cent in 

1957-58. 

On the contrary, other purposes such as purchase of 

agricultural tmple~ents, marketing of crops, processing or 
farm produce, consumption, Pte., have decreased in ~portance. 

This clearly shows that while advancing short t ~rm loans the 

primary agricultural credit societies have put more emphasis 

on credit for s easonal op~rationa than for other agricultural 

requiremPnts. As a corollary to this fact 1t is found that 

in rnany r egions credit avnilabili ty has hastened the process 

of a ci option of high yielding varieties of seeds and other 

improved farm practices.) 

J.4 Diaburpement in Kind 

Und P.r the crop loan syst~m with a view to minimizing 

chances of mlsutilization it is ftnvisaged that whereas 

~ N. K. Tbingalata "Rapporteur's Cleport on Rural Credit: 
Structura and f lows, fnd i an Journal of Agricultural Roonomios 
Vol. XXII I, No. 4 1 October-December 1978: ' 
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component 'a' of the scale of finance is to be disbursed in 

cash , which would help meet the miscellaneous cash outlaya 

ot a cultivator during the production period, component 'b' 

which r~pres~nta the value of various inputs such as f erti

lisers, insecticides, etc., is to be given only in kind to 

ensure ita proper utilization. 

The relevant data relating to t he ,i isbursem~nt of kind 

component in ditrer ent States from 1973-74 to 1977-78 are 

available. Theee data pres~nted in Table ).2 show t hat out 

of Rs. 4274.16 crores of l oans i s sued for s easonal agricul

tural op~rationa f~m 1973-74 to 1977-78 only Rs. 1)62.5 

a rorea 1. e . about 32 per c ent is 1 n component 'b' and the 

rest 6g per cent is in cash component. 

Some of the reasons reaponsible f or t he low otf -take 

ot kind component or loan were brOUf!;ht to light by the All 

India Rural Credit Review Coanittee. 4 I gnorance of fa rmera 

about fertilizers and th~ir inability to p;~t the inputs in 

adequate quantities or at the right time were responsible at 

least in·some areaa for the low otf-take.S Besides, cult1Y

ators WAre not lnter Asted 1n the type or quality of the inputs 

stocked with the societies on account of t heir prefer ence f or 

oth ·· r types, e.g. fertiliser mixtures, instead of straight 

fertilisers. 

4 deport of t he All India Rural Credit Review COMmittee, 
rtene rve Bank of India, Bombay, 1969, p. 475. 

5 Ibirl. • P• 481. 



table 3.2 : Amount and Proportion of Loans in Kind of Seasonal Agricultural Operations from 197)-7~ to 1977-78 
(Ra . in croree ) -- - - - - - - - - -- - - - --- - - - . --- - -- - - - - - - - - - - - - - - -- --

1 

1973-74 
--·-~--~~~-----~------~ S.A.O. 

2 

or Perce-
which ntage 

in kind 
) 

197~-75 

------~---------------S.A.O. Ot Perce-
which ntqe 

1n kind 
l' 6 1 

1975-76 

----------------------S. A.O. ot Perce-
wbich ntqe 

in kind 
9 101 

S.A.O. 

1976-77 

or Perce-
wbiab nqge 

in kind 
1~ 13 

1977-78 

S. A. O. ot Perce-
which ntaa• 

in kind 
15 19 

At t he a gr egote level 
from 1973-74 to 1977- 78 
-----------------------S. A. O. 

17 

of h roe-
which ntage 

in kind 
18 19 

- - - - - - - - - -~ - --------------- - - - - - - --- - - - - - - ------ - ---- ~ -- --~ -- - ~ ------ - -- --- - - - - - -
Andhra 
Pradesh 
Assam 
Bihar 

Gujarat 
liaryana 
Himachal 
Pradesh 
Jammu and 
Kashmir 
Karnataka 
Kerala 
Madhya 
Pradesh 
Maharaahtra 
Manipur 
Meghalaya 
Nagaland 
Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
Tripura 
Uttar 
Pradesh 
West Bengal 
Union 
Territories 

29.17 
1.14 

11.59 
92.85 
28.12 

1.91 

0.9) 
41.66 
28.02 

46.97 
125.66 

0.27 

0.01 
11.98 
51.00 
2).66 
71.)1 

0.29 

61.57 
1).95 

1.~8 

2.62 

10.27 
1).8) 

6.77 

).01 
0.68 

;.6) 
0.77 

11.06 
49.18 

6.4) 

14.41 

5.89 
5.52 

29.17 
1.1.4 

11.91 
10).15 

)4.81 

2.18 

49.22 
29.1) 

5~.)) 

1)1.24 
0.27 

1).5) 
69.M 
)2.40 
8).66 
0.20 

66.)4 
20.46 

1.50 

2.62 

10.01 
16.46 

0.10 

11.~0 

).62 

7.20 
58.65 

0.~2 

2~.52 

0.40 
24.47 

22.20 
2.1) 

. 0.0) 

8.98 

9.70 
47.28 

4.59 

2).16 
12.4) 

1).25 
4~.69 

).10 
)5.08 
1.2) 

29.25 

)).46 
10.41 

2.00 

66.85 

1.47 

;8.42 
)2.99 

6).96 
1)7.76 

0.42 

16.5) 
6).92 
56.46 

100.19 

87.5) 
20.46 

9.21 

2.7) 
1).45 
22.17 

14.78 
).06 

18.41 
1).50 
5).19 

25.)0 
9.28 

2).86 )7."$) 
52.68 )8.24 
0.42 100.00 

0.9) 56.26 
37.79 59.12 
4.96 8.48 

)7.4) )7.)6 

5.1~ 5.87 
2.1) 10.41 

0.06 ).26 

- -- ---- - - - - - - - --- - - -

78.01 
o.es 

14.51 
95.48 
62.51 

1.4) -

1.99 
59.97 
)4.10 

60.5) 
159.22 

0.~2 

0.68 
0.16 

21.63 
7).12 
56.40 

119. 33 
0.4) 

120.84 
)2.56 

1.87 

21.91 
0.)7 

47 .1) 
27.70 

0.16 

0.48 
21.59 

5.18 

28.08 
67.27 

49.36 
44 .)1 

11.19 

2.4.12 
J6.oo 
15.19 

22.)6 36.94 
8) .4) 52.40 
0.42 100.00 

17.96 
60.99 
9.3) 
~. 54 

5).17 
7.61 

0.17 

8).0) 
8).41 
16.54 
37.)) 

~4.00 

2).)7 

9.09 

67.48 
0.76 

14 . 51 
97.20 
67.49 

1.95 

2.22 
57.82 
42.55 

2).17 
0.)8 

40.95 
)0. 50 

0. 34 

1.)9 
22.44 

7.29 

59.21 2).68 
145.89 72.7) 

0.)6 0.34 
0.68 
0.)2 

2).92 
8).98 
54. 22 

120 .68 
0.)0 

6.14 
64. 8) 
16. 78 
48.88 

139.87 a1. sa 
~9.32 10.18 

1.77 O. lO 

) 4 . 34 

50.00 

42.1) 
45 . 19 

17.44 

62.61 
)8 .81 
17.1) 

)9.99 
~9 .8 5 

9~.44 

25. 67 
77.20 
)0. 95 
40.50 

58. 33 
20 . 64 

5. 65 

270. 67 
3.93 

67.)5 
488 . )5 
2)4. 61 

8.94 

5.14 
267.09 
166 .80 

59. 5) 
0. 75 
2.7) 

121.80 
110.66 

0.60 

1.87 
72. 89 
19. 16 

28S .OO 8).87 
699.78 267.49 

1.7~ 1.18 
1. )6 
0 . 49 

87.60 25 . 45 
341.95 218 .16 
225 . 1S )2 . 15 
495.18 155. 33 

1. 69 

476.15 165.72 
1)6. 75 22.82 

8.46 0. )6 

21 .99 
19.08 
4.05 

24 . 94 
47.16 

6.71 

)6. ) 8 
27 . 29 
11.48 

29.4) 
)8. 22 
67 .82 

29.05 
6).80 
14. 28 
)1 .37 

)4.80 
16. 69 

All India 
- - - - - - - - - - - - - - - - - - - - - - - -64).51 . 71.24 11.07 7)4.58 184.24 25.08 --------------- -------------------- - - - - -- - - - -- - - - - - --867.46 2)0.80 26.61 

--- - --- - -- --- - -- - -- - - - - - - - - - -
~ : S. A. O. indicates Seasonal Agr1cu1~ural Operat i ons. 
Source: Statistical Statements Relating to t he Cooperative Movement in India (ot respective years). Part I: Credit Societies . Reserve Bank of India. 
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The Manual on Prorluction Oriented System of Lending 

for Agriculture points out that insiatenae on disbursement 

or the loan 1n kind presupposes the existence of an infra

structure for the distribution of agricultural requisites which 

can provide supplies against the credit sanctioned by the co

operative credit society.6 There should not be any difficulty 

if a coop~rative credit society itsalt stocks different 

vari P.ties or : ertilisers or is organically linked for that 

purpose with the cooperative marketing society or a private 

dealer who is entrusted with the responsibility to handle the 

business in the area. The arran.r;ement envisages a certaln · 

amount of coordination among those concerned with the supply 

and distribution of fertilizers and other inputs. 

From the OVArall percentage or loans issued in kind 

from 197)-74 to 1977-7~ we can notice that in Manipur about 

68 per cent was issued in kind. It was followP-d by Punjab 

(64 per cent), llaaharashtra ()8 per cent), Jammu and Kashmir 

(36 per cent), Uttar Pradesh (35 per cent) and Tamil Nadu ()1 

per cent). 

In Bihar, Union Territories, Himachal Pradesh and 

Kerala the percentage ot the distribution of kind component 

was very low. It varies from 4 per cent to 11 per cent. 

6 Manual on Production Oriented System of Lenning tor 
Agrieultur· a. Reserve Bank or India, Agricultural Credit 
Department, B~bay, 1972 1 p. 8. 
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However it is worthwhile to note the yearly changes in 

kind compon~nt over the five periods viz. 1973-74 to 1977-78. 

It is obvious from the Table ).2 that although the overall 

percentage disburs~ment in kind is found to be only )2 per 

cent there has been a significant increase in the kind compo

nen~. In 1973-74 the disbursement in kind was only 11 per cent 

of the total whereas in 1977-78 it amounted to as much as 44 

per cent. From these figures the greater emphasis of societies 

on kind loan is evident. 

In 1977-78. the highest percentage or kind component 

was distributed in Manipur (94) followed by Punjab (77). Jammu 

and Kashmir (63). Uttar Pradesh (58) and Assam (50 ). But it 

was very low in Union Territories (6) • Kerala (17) and Himachal 

.Pradesh ( 17). 

3.5 Mediym Term Loans during l957-5a 
to 1977-78 - By Purpose 

The purposes of the medium term loans can be divided 

in a broad manner into two categories via. (l) those connected 

with the renewal and maintenance of the existing productive 

~apacity of land or equipments like repairs to fences, wells, 

etc. • and (2) those which may be usf?.d for enhancing the produc

tive capacity of the farm like construction of wells. recla~ 

ation of land• purchase of agricultural implements. etc. 

It was 1n 1954 that the Reserve Bank began to offer 

medium term loans to state eoop~rative banks for agricultural 



purposes following an amendment of Reserve Bank ot India Act 

in response to a wideepre·ad demand for this measure. 

Wh en the Reserve Bank initiated ita s cheme for provid

ing medium t orm loans to State cooperative banks, eligible 

purposee wer e specifically indicated to the State cooperative 

banks. these included bunding and other land improvements• 

construction and development and maintenance or irrigation 

sources, purchase of livestock, implements, farm machinery and 

equipment&, construction of fa~ houses and cattle sheds.7 In 

1956 RBI Act was amended so aa to enable the bank to sanction 

medium term loans f or agricultural purposes and other purposes 

connected with a gricultural activities as the Central Board 

may from time to time by regulation or otherwise determine. 

Later, purchase of shares in sugar factories and purchase 

of milch cattle and recently purchase ot shares in cooperative 

processing societies viz. cotton glnning, pressing units, ground

nut oil mills, rice mille, poultry farming activities and more 

r ec ently purchase ot bullock-carts, etc., are considered aa 

eligible purposes for which medium term loans could be made 

available. 

The table J.) gives us a purposewise classification of 

medium t erm loans i ssued by primary agricultural credit soci

eties tram 1957-5g to 1977-78. 

1 eport of the All India Rural Credit Review Committee, 
1969, op.clt., p. 646. 



Table 3,3 : Medium Term Loans Issued by Primary Agricultural Credit Societies - By Purpose, 
from 1957-58 to 1977-78 - All India 

(Rs, in crores) - ~ - - - - - - - - - - - - -- - - ~ - - - - - - - - - -- - - --- - - --- - -- ~ - ~ 

Year 

1 

Sinking 
ot/ 
repairs 
to 
well a 

2 

Purchase Purchase 
ot agr1- ot 
cultural cattle 

machinery, 
pumpsets, 

oil engines, 
etc, 

) It 

Land 
improve
ment 

5 

Conver
sion/ 
Rephase
ment, re
schedule
ment ot 
loana 

6 

Other 
agricul
tural 
purpose a 

1 

Other Total 
purposes 

s · 9 - - - - - - - - - - - -- - - - - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - --
1957-58 

1958-59 

1959-60 

1960-61 

1961-62 

1962-6) 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

1971-72 

1972-7) 

l9TJ-74 

1974-75 

1975-76 

1976-77 

0.7 0.6 6.7 2.4 
(5.18) (4.44) (49.66) (17.77) 

0.9 1.1 6.9 2.8 
(6.25) (7.64) (47.91) (48.22) 

0.7 1.1 6.6 ),) 
(4.64) (7.28) (4).71) (21.85) 

1.8 2.4 7.2 ).9 
(9.0) (12.00) ()6.00) (19.5) 

1.4 1.9 8.5 4.5 
(6.11) (8.)0) ()7.12) (19.65) 

2.0 1.8 8.) 6.0 
(7.94) (7.14) ()2.94) (2).81) 

).9 2,5 10.4 7.2 
(1).40) (8.59) (35 .• 74) (24.74) 

).6 2.5 10.6 7.0 
(12.5) (8.68) ()6.81) (24.31) 

~.4 ),2 10.7 7.4 
(11.96) (8.70) (29.08) (20.11) 

),) ).1 12.8 6.0 
(8,)1) (7.81) . ()2.24) (15.11) 

),) ).9 11.7 5.0 
(9.4)) (11.1.4) ()).4)) (14.29) 

4.6 7.2 14.~ 5.) 
(10.10) (15.16) ()0.)2) (11.16) 

7.5 9.5 1).1 5.0 
(14.34) (18.16) (25.05) (9.56) 

8.0 9.1 8.4 ~-9 
(1).68) (15.55) (14.36) (8.)8) 

9.1 11.1 12.5 4.) 
(12.)6) (15.08) (16.98) (5.84) 

11.~ 1).5 10.8 5.1 
(6.98) (8.27) (6.61) ().12) 

6.9 10.4 10.0 
(9.72) (14.65) (14.08) 

6.6 9.1 11.4 
(5.58) (7.70) (9.64) 

6.2 8.1 12.3 
(5.90) (7.71) (11.70) 

12.1 14.0 12.6 
(8.17) (9.45) (g,51) 

5.7 
(8.03) 

),2 62.6 
(2.71) (52.96) 

4.3 41..8 
(4.09) (42.6)) 

4.8 55.) 
().24) ()7.)4) 

7.0 
(17.6)) 

7.6 
(21.71) 

10.8 
(22. 74) 

10.2 
(19.50) 

20.6 
()5 .21) 

21.8 
(29.62) 

71.7 
(4).91) 

),1 
(22.96) 

2.7 
(18.75) 

).4 
(22.52) 

4.6 
(2),00) 

6.6 
(28.82) 

7.) 
(29.00) 

5.2 
(17.87) 

5.1 
(17.71) 

11.0 
(29.89) 

7.5 
(18.89) 

).5 
(lo.oo) 

5.0 
(10.5)} 

7.0 
(13.)8) 

7.5 
(12,82) 

1.4.8 
(20.11) 

50.8 
()1.11) 

22.4 15.7 
()1.55) (22.11) 

15.5 9.8 
(1).11) (6.29) 

14.2 15.2 
(1).51) (14.46) 

37.1 12.2 
(25.05) (6.24) 

1).5 
(100) 

14.4 
(100) 

15.1 
(100) 

20.0 
(100) 

22.9 
(100) 

25.2 
(100) 

29.1 
(100) 

28.8 
(100) 

)6.~ 
(100) 

)9.7 
(100) 

)5.0 
(100) 

47.5 
(100) 

52.) 
(100) 

58.s 
(100) 

7).6 
(100) 

16).) 
(100) 

71.0 
(100) 

118.2 
(100) 

105.1 
(100) 

148.1 
(100) 

1977-78 9.7 1).1 14.0 5.) 62.) 44.0 12.0 160.5 
{b.04) (8.16) (8 .72) (J,JO) ()6.8) (27.4) (7.46) (100) 

io~ai --- \ 1oa:3-- -129:2-- -2i9:9-- -1oJ:J-- _22s:o--- 282.9-- 21o.o-- -1278.6-
Percentage (8.47 ) (10.10 ) (17.20) (8.08) ( - ) ( - ) ( - ) (100.00 ) - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - --

'e canno~ have aggrega~e percen~a~e for Cola. 6 and 7, since data for all the years are 
no~ availabl e . Besides ~he amount of oth er agricultural purposes up~o 1966-67 hae 
emerged wi~h other purposes; th ere fore we canno~ have aggregate percentage for Col.8 too. 

Source: Review of the Coopera tive Movanent in India of r espectbe years. Reserve Bank of Inrl ia . 
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The Reserve Bank of India grants medium term loans out 

or National Agricultural Credit (Stabilization) P'und for con

version of short term into medium term loans to farm~rs in 

circumstances of distress. to those farmers whose failure of 

crops in an area ia not less than 50 per cent of the normal 

crop expected. Actually these funds wer~ established in l956, 

according to the recommendations ot All India Rural Credit 

Survey Conmittee, but from 1964-65 onwards the Ueaerve Bank 

started issuing loans for conversion purposes. But with refer

ence to Table ) .) we note that, the total amount 1asued for 

conversion, rephaaement and reschedulement is mergeti with other 

agricultural purposes upto 1974-75 • whereas upto 1965-66 the 

loans issued for 'oth~r agricultural purposes' was merged with 

'othPr purposes'. From the data available for the purposF.!s 

like sinking of/repairs to wells• purchase of agricultural 

machinery, purchase of cattle and land improvement, 1 t can be 

s een that the highest percentage of loans i.e. about 17 per 

cent was issued for purchase of cattle, followed by purchase 

of agricultural machinery. pumpaets, oil engines, etc. (10 per 

cent). Howev (•r, a reduction in the percentag~ of these 

purposes too can be seen with the i'nt roduction of the issue 

ot loana for conversion and rephaaement and resohedulem@nt of 

loans. 

From a study made by the Reserve Bank of India, it waa 

found that in nine out of ten selected villages, abort term 

purpo& P.8 predominated over other purposes in the total 



47 

borrowings or t he cult1vatora.6 That Study points out many 

reasons for this. The credit needs of the farmers were found 

to be related to seasonal agricultural operations and family 

expenditure rather than capital expenditure. In some areas, 

all developmental possibilities have already been exploited 

under existing technolor~cal conditions. Lack of extension 

activities to promote improved methods in farming , financing 

of repairs and maintenance of expcn,i i ture out of their own 

funds, inability ot the lending policies and operations to 

meet ~he local needs, ecc., too contributed for the low 

de:naoo for medium term loans. 

).6 Diversion in the Putposea and Uses of Loans 

The importance of the purposes which is mentioned in 

the loan application is relevant only if the loan is utilized 

for the purposes at1pulated in the application. The Reserve 

Bank of India had carried out some pilot investigations on 

utilization of loans, the reoulta of which indicated that 
• 

diversion or misutillaation of cooperative loans was or large 

order. To have a larger or more extensive enquiry into the 

problem. a study on the utilisation of cooperative loans was 

undertaken by the Pro · rammea Evaluation Organization of the . 

Planning Commission during 1965. It revealed that diversion 

1a an extonaive practice among borrorie rs. Taking both short 

g Studies in Agricultural Credit. Reserve Bank of India, 
Bombay, 1970• p. lOS. 



term and medium term loans together nearly 28 per cent of the 

cooperative credit was diverted to purposes for whi«, it waa 

not intended and listed in the application, and nearly 41 
I 1 9 per cent of the borrowers diverted their oana. It was 

found t hat tho practice of diversion had a gen~ral tendency 

to decline among the borrowora in the higher size or holding 

groupe. 

The Committee has divided all the States into three 

categories. Category A which comprises of the States which 

were relatively more advanced in cooperation viz. Andhra 

Pradesh, Gujarat, Tamil Nadu and Maharashtra; Category C 

including States which were weak in respect of cooperation 

viz. Aaaam, Bihar, Kerala, Orissa, West Bengal, Himachal 

Pradesh, and Jammu and Kashmir; the rP.st of the States being 

put in Category B. 

).6.1 Diveraton qf Short Term Lgant 

It was found that 2) per cent of the amount borrowed 

for short terra purposes was diverted to purposos other than 

those for which it was borrowed. It waa notiood that the 

practice of diversion in Short term loans was considerably 

less in category A than those in the oth~r two categories, 

B and c. Further diversion waa significantly high in the 

9 Study of Utilization ot Coopcr~tive Loans. P.R.O. 
Publication No. 49. Progranme Evaluation Organisation 
Planning Commission, Governmftnt of India, 1965, p. 184: 
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St ates of flajasthan, Orissa , Kerala and West Bengal.lO 

Nearly 2 5 per cent of t he amount borrO'#Ied .for current 

agricultur al purposes, 41 per cent of the amount borrowed tor 

pur~hase of livestock, [short t erm credit is available for 

livPstock in a few Sta~ea] and 10 per cent from consumption 

c reriit were diverted to purposes other than those for which 

t hey were taken. 

Expenditure on consumption and other household needs 

claimed the hiy1est proportion ()0 per cent) of the diverted 

amount. The other purpose to which an equally high propor

tion (25 per cent) was diverted, was for repayment of old 

debts and l1abil1t1es.11 

The unavoidable and urgent needs of consumption and 

other household conti.ngencies accounted for the majority of 

the reasons for diversion. Rural indebtedness and inadequacy 

of long term loans for debt repayment, too, is found to be 

anoth er reason for this diversion. 

).6.2 Div~raion of Medium Term Loan! 

About 35 par c~nt of the amount borrowed for medium 

t erm purposes was diverted to purpoaes othPr t han those for 

which it waa borrowed. Aa regards medium term loans, there 

was not much divPrgenoe in magnitude of diversion among the 

10 I'bld., p. 177. 

11 Ibid ., p. 182. 
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three cat e~oriea of States , A, B and C. Further the diver

sion of medium term credit v1as relatively high in Andhra 

Pradesh, Tamil Nadu 1 Punjab, Rajasthan, Uttar Pradesh, Assam, 

Orissa and Kerala.12 

Nearly 40 per c ant of the amount borrowed for medium 

t erm agricultural purposes a nd Jl pAr cent of the borrowings 

f or the purchase of livestock were diverted to purposes 

other than those of bon-owi ng. or the diverted amount the 

highest proportion ()0 per cent) was used for consumption or 

oth~r household needs and nearly 27 per cent used to pay off 

t he old debts or liabilities. Thus a good proportion of the 

medium term credit ~hich is essentially available for produc

tive purposes and for longer periods was diverted to appa

rently non-productive purposea.13 

Because of the weak and vulnerable financial position 

of t he borrowers the immediate and urgent needs take priority 

over the purposes for which loans were applied for or WE-~re 

admissible. As a result a significant proportion of the loan 

granted goos to meet non-productive needs like consumption 

and other household neede and even to pay off old debts. 

).7 Short Term and Medium Term Loans 
Isau1d - Statewiae Analysts 

Table ).4 gives the quantum of the short term and 

12 Ibid., p. 182. 

13 Ibid., p. 18). 
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Table 3,4 : Amount and Percentage of Short Term and Medium Term Loans Issued in 1957-58, 1971_78, d 
an from 1957-58 to 1977-78 - St atewi ae Analyols 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - (Amounts in arorea or rup~ea ) 
:~:t ~:sz;•~r ~:~~t ~=~·~~ ~~ Perc en- Medium - P;r7:e~_- - ,.\~lu; - Pe;c;n: - Medi~- - P~r~e~-- - T~t~- - Pa;o;n: 
loans short loans short loans tage of term tage of term t age of t erm tage of Short & taRe or 
issued term issued term issued short loans medium . loans medium loans medium r ectium total 
in loans 1n loans from i:!:a f~sued term issued term 1soued terua teno short & 
1957-58 issued l9n-78 issued l957-c::8 loans in loans frOID loans lonna med i um 

in in to ~ }~ed 1957-58 issued 1977-78 issued 1957-58 issued i ssued t erm 
1957 58 1977 78 1 8 1n 1n to from !rom loans 

- - 977-7 1957-58 1957-58 19?7-78 1977-78 1957-58 1957- 58 tneued 
to to to from 
19?7-78 1977-78 1977-78 1957- 58 

to 

- _1_ - - -- - -- - - ! - - - _3_ -- - _4_ - -- 2- - - - .2 - - - _7_ -- - _8_- - - 2--- _l.Q -- - !1_ -- - !2_ - - _11 - - - _1~- - ~1t7~ 
Andhra Pradesh lO.It4 1.64 68.93 6.20 615.30 6,)) 1.08 8,02 25,55 15.92 77.66 6.08 692.98 6.29 
AsaaJD 1.21 1.47 0.87 0,08 22,)0 0.23 0.10 o. 74 0.57 0.36 1. 7) 0.14 24,03 0 , 22 
Bihar 0,53 0,64 17.85 1,61 18).30 1.88 0.41 ),OS 1,47 0,92 35.47 2,77 21S.77 1.99 
Gujarat N,A. N.A. 106,27 9.56 1249.90 12,84 N,A, N, A, )2,49 20,25 225,49 17.64 1475.39 13. 41 
Haryana N,A, N.A. 69.55 6,26 3)8,10 ),48 H.A. N, A, 7.45 4.64 26,18 2,05 364.28 3.31 
Himachal Pradesh 0,06 0,07 2,59 0.2) 27.60 0.28 0.05 0,)7 3,50 2,18 28.72 2,25 56,)2 0 . 51 
Jammu and Kashmir 0,)6 0.44 2,22 0.20 )0,60 0,)1 0,6) 0,)9 2.16 0.17 32.76 0.30 
Kamataka 6.13 7.42 67.54 6.08 6)6. 70 6.5) 0.84 6,24 9. 73 6.06 95.32 7.46 7)2,02 6.65 
lera1a 1,10 l.)) 6S,09 5,86 423.40 4.35 0.69 5.1) 19.44 12.11 102.64 8,0) 526.04 4. 7S 
Madhya Pradesh ),OJ 6,09 59.89 5. 39 70).20 7.22 ).62 26.89 5. 75 J. 58 111.98 8, 76 815.18 7.41 
Maharasbtra 28,78 )4,85 146.61 1).19 1716.9 17.65 1.56 11,59 15.33 9.66 243.19 19,02 1960,09 17.81 
Manipur o.)6 o.OJ 4,00 o.o~ 4.00 o.o4 
Megha1aya 0.6S 0,06 1.40 0.01 1,40 0 . 01 
Nagaland 0,)2 0.0) 0.57 0,01 0,20 0 .77 
Orissa 0,82 0,99 24.50 2,20 182,) 1.87 0,97 7.21 5.95 ). 71 4).88 J,4) 226.18 
Punjab 6.18 7.48 86.27 7.76 810.90 8.34 1.12 12.78 o.89 o.ss 54.n 4. 28 865.67 

2,06 
7.87 
3.37 Rajasthan 1.86 2,2S 54.41 4.89 )45.10 ).56 0.26 1.93 6.96 4.3~ 26,25 2.05 371.35 

Tamil Nadu 7,25 8, 78 142.91 l2 .86 1045.8 10, 7S 1.86 1).82 6.44 4,01 95.8o 7.49 1141.60 10.37 
l'ripura 0.04 o.o.s o. 30 0,0) 4. 56 0.05 0.06 0.04 0.11 4.67 0 . 04 

Uttar Pradesh 10.56 12,79 142.72 14.8~ 11)0.)7 11.62 0.16 1.19 15.25 9. 50 95.25 7.45 1225,62 11 .14 
West Bengal 1,96 2,)7 49.)4 4.40 228.60 2,)S 0.16 1.19 2.27 1.41 9.)8 0.73 237 . 96 2. 16 

0.26 
Union Territories 0,28 0,)4 1.99 0,18 26,50 0.27 0.51 O,J2 2.40 0.19 28 . 89 

- ~ - ~ - - -- - - - - - - - ~ --- --- - -- - - ---- - - -------- - - - - - - - - - - - - - - - - - - - - - - - - -- - -
All India 82.59 100.00 1111.22 100.00 9727.4 100.00 1).46 100.00 160.47 100.00 127S.6 100.00 11006. 00 100 . 00 

- ~ -- ~ - - - - - - - -- ----- ---- - ------- - -- - ---- -- - - - - - - - - - - - - - - - - - - - - -- - - - - - - - --
~: N.A. • Not Available. 
Source: Statistical Statements ae1ating to the Coopera t ive Movement in India (of respective years), Part I: Cr edit Societies . neserve Bank of Indi a . 
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medium term loans issued in different States trom 1957-56 to 

1977-78. There has been a significant growth in the supply 

of short ~nd medium term credit to the a&ricultural sector 

during the period undP.r reviaw. The short term credit hae 

grown fron1 about lis. 8) crorea in 1957-58 to Rs.llll crores 

in 1977-78. The total short tena loans issued 1n thia period 

had been Us. 9727.4 crores i.e. gg per <-:ent of the total 

loans issued by the primary agricultural credit societies. 

i-1ed1um term loans on the other hand have been disproportion

ately small in aggregate volume and a little slow in growth 

as compared to short term credit. The medium term loans 

i ssued by primary agricultural credit societies increased 

from Ra. 13.46 crorea in 1957-56 to H.a. 160.47 crores in 

19?7-78. The total medium term loans issued by primary 

agricultural credit societies within the period under review 

is only l2 per cent of the total loans issued i.e. Ra.l278.6 

crores out of Rs. 11006 crores. 

'!Wen though the quantum of the short term loans 

issued show a growing trend between 1957-56 and 1977-78 it 

can be seen that the trend ia uneven among the various States. 

The percentage of credit issued is the highest in 1\laharaehtra 

i.e. 18 per aent, followed by Oujarat (1) per oent), Uttar 

Pradesh (12 per cent) and Tamil Nadu (11 per cent). In some 

other States like Nagaland, Meghalaya, Manipur, Tripura, 

Aasam, Himachal Pradesh Jammu and KaShmir and the Union Terri

tor ies the percentage or the abort te~ loans issued is moat 

1ns1gnlf1oant. 
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In the case of me~ium term loans also the h i ghest 

proportion of the total loans issued has ~one to Maharashtra 

(19 per oent) followed by Gujarat (18 per eent), Madhya 

Pra~esh (9 per cent), Tamil Nadu and Kerala (6 per cent each). 

The extent of medium t e rm loans by the ooopera t1 ve soc1 et.ies 

in almost all other States is very limited. This is obvious 

from the Statewise pero~nta~e f i gures ~iven in Table ) .4. 

However if the 1977-78 data r elating to both short 

term and medium term loa.ne issued are compared with that of 

1957-58 1 it will be seen that the tot.al quantum or· the short 

t erm as well as medium term credit has increased in r espect 

of al l the States in 1977-78 as compared to that in 1957-58 

excepting Assam in the case of the short term loans and 

Punjab in the case of the medium term loans. It may also be 

noted that Maharashtra stands first in the total short term 

loans issued in 1957-5g as well as in 1977-76. However. ita 

r elative share has fallen from about 35 per c ent in 1957-58 

to lJ per oent in 1977-78. Similarly, although the highest 

percenta _e of medium term loans issuf!d in 1957-5g was in 

i-1adhya Pradesh (27 ·per cent), and in 1977-78 was in Gujarat 

(20 per cent), if the total. medium term loan ov er the 1957-Sg 

to 1977-78 period is considered it ia again Maharashtra which 

occupies the hiy)lest position. Maharashtra ace ounts for 19 

per cent of total medium term loana i~au ed in the period 

followed by Gujara t with 18 per cent ahare. 

table ).5 givea loans disbursed per capita or rural 
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: Primary Agricultural Credit Soclet.iea Loan 
Disbursed Per Capita of liural Population, 1'177-78 

(In Hs.) 

- ~ - - ~ - ~ - - - ~ - ~ - - - -- --- --- ~ - ~ - ~ -Short Term Medium Total 

Andhra Pradesh 
Assam 
Bihar 
Oujarat 
Haryana 
Himachal Pradeab 
J runmu and Kaahm1r 
Karnataka 
Kerala 
Madhya Pradesh 
Maharaehtra 
Manipur 
Meghalaya 
Nagaland 
Orissa 
Punjab 
Uajasthan 
Tamil Nadu 
Tripura 
Uttar Pradesh 
eat Bengal 

Union Territories 

Loans Tel'ID Loans Loans 

19.71 
0.64 
4.32 

51.1) 
72.02 
6.48 
S.99 

2).06 
26.21.. 
17.1S 
42.2S 
6.0) 
8.)2 

JJ..88 
10.80 
64.69 
26.0lt 
41...01 

6.Slt 
16.79 
16.12 
22.54 

1.01. 
0.42 
0.)6 

15.63 
7.76 
8.75 
2.74 
).)9 
7.91 
l.6S 
4.61 

--
0.)0 

2.62 
0.67 
).)5 
1.96 
1.46 
2.01 
o.8J 
5.91 

- .. ~-
26.75 
1.06 
4.6t1 

66.76 
79.7S 
15.2) 
8.7) 

26.4S 
34.15 
16.3) 
46.66 
6.0) 
a.;2 

1s.1a 
1).42 
65.)6 
29.)9 
45.99 
6.)0 

20.00 
18.95 
28.45 

- - - ~ ~ - - - - ~ - - - - ~ - - - - - - ~ ~ ~ - - - - - --
Source: Worked out from Statistical Statement• Ue1ating to 

the Cooperative Movement in India, Part Is Credit 
Societies, 19n-78. Reserve Bank of India,-
PP• 104. and 109. 
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population by cooperatives ir1 differ~nt States for the year 

1977-76. These fi p,ures lay bare staggerin~ disparities in 

cov l':' rage of village population by coop r·ative loans while the 

per capita loan in Haryana was Hs. 80 or Ra. 67 in Oujarat, 

or Rs. 65 in Punjab, it is merely Rs. S in Bihar and Re. 1 

in Assam. As far aa short ~rm loans are concerned, maximum 

per capita amount ~as received in Haryana ( a. 72) followed 

by Punjab (Rs. 64.69), Oujarat (Rs. 51.13), Tamil Nadu 

(Ra. 44), and Maharaahtra (Ra. 42.25). On the contrary, the 

maximum per capita amount issued as a medium term loan waa 

the highest in Oujarat. But it was barely Rs. 15.6). 

It is unrealistic to seek a single explanation for the 

reBional variations brought out in this section. Here we 

shall briefly state the possible reasons advanced by other 

researchers. 

It is evident from the Ueport or the Study Group, that 

t he total supply of cooperative loans issued in a particular 

St ate depends on the growth of ~he coope ratives in that 

State.14 Growth or the cooper atives had been more pronounced 

in those States where the system of land tenure was character

ized by the owner-cultivator relationship like Maharashtra 

and Gujarat than those States wh ore the landlord-cultivator 

relationship predoninated, like Orissa and .Vest Bengal.l.S 

14 Or ganizational Framework for the Implementation ot 
Social Objectives: ~eport of a ~turly Group of the National 
Credit ~ouncil, 1969, p. 29. 

15 Ibid., pp. )0-)1. 
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Dormancy of soci~ties in dit:rorent States is anothGr important 
16 

factor which affects t he growth of coopPrativea in States. 

For exarnple at the beginning of t he year 1978 about 77 per 

cent of the soaietiaa in Assam were dormant societies whereas 

in Maharashtra it was only 2 per cent.17 A grestP.r l .lnkage 

between credit societies and marketing societies by which 

loans advanced by a credit society to an individual for 

raising crops, are recovered out of the sale proceeds or such 

crops also enabled soma States like Maharashtra, Madhya 

Pradesh and Gujarat to stage a better performance.16 The 

differential growth rates in agriculture, too, partly explain 

the difference in the progreaa or coopP. ratives. Thia was 

borne out by the examples ot States like Haryana, Punjab and 

Tamil Nadu where there ia greater modernization of a~ricul

ture and better performance of coop~rativea.19 

).S Distribution of Loane &gong OitterenS 
Categories of Cultivators 

n1e preponderance of the small farm sector in India's 

agricul t ure is highlighted by the Agricultural Census ot 

16 Report of the Informal Group on Institutional Arrange-
menta for Agricultural ~redit, ResPrve Bank of India, p. li. 

17 Statistical StatemP. nta Relating to the Coop~rative 
Movement in India , 1977-78{ Part Ia Credit jocietiea 
Reserve Bank of India, p. 04. • 

~g Organizational Framework for the Implementation of 
Social Objectives, 1969, op.c1t., p. 29. 

19 National Council of Applied l!:conomic ilesearch. 
Estimates of St ate Income, New Delhi, 19671 pp. 58-59. 
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1970-71. According to it, nearly 70 per cent of t he opera

tional holdings were amall (2 hectares or lesa). They 

accounted for about 21 per cent of t he operated area. or 
t hese the marginal hold i ngs (upto 1 hectare) were 51 per cent 

and the area oporated by them was 9 per cent. 20 It ie also 

worthwhile to note that a study conducted by the Reserve 

Bank of India sh<*a that though the contribution of small 

farmers to ntarketable surplus may not be high they account 

for a considerable proportion o! total agricultural produc

tion. It is, therefore, indicative of t he importance to be 

given to the development of small farms if total agricultural 

production is to be increased subst antially. 

lbis study was undertaken in 12 districts which were 

selected from all over the country. The etudy found that in 

the three districts, Jodhpur, South Kanara and ~est Dinajpur, 

the major part of agricultural production, ranging between 52 

and 6) per cent, waa accounted for by amall farmers. Further, 

in anoth er three distr icts, ~>4est Nimar, Sholapur, and 

Tirunelveli, their contribution waa conspicuous between JS 

and 50 per cent. In yet another three districts, Purnea, 

Faizabad and Khammam, it was fairly high between 25 and )'j 

per cent. It waa only in Amrltsar, Balasore and Jamnagar, 

the small farmers' contrib.ution s eemed to be not important. 21 

20 
ment 
ment 

21 
Bank 

All India •'-eport on Agricultural Census 1970-71. Oov r:Jrn
of India, Minlatry ot Agricult ure a nd I r rigation (Depart-
or Agricul t ure ), New Delhi, p. 26. . 

The Small Farmers (1967-69) z A Field Study. Reserve 
of Indi a , 1975, pp. 14-15. 
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The partloipati on or small farmers 1n agricultural 

pro~ramme ia essential for the aforesaid reasons. It is 

alao of utmost importance because the total agricultural 

area held by them in the country, although small in relatio~ 

.to t heir overwhelming number, is both sizable and s1y~lt-

1cant from the point of view or agricultural production. 

The new fann technology ·~hich has a high production 

potential has a special relevance to small cultivators. Based 

on the r esults or th e technological advance a number of 

scholars have concluded that the d evelopment of small farmers 

is possible even with their existing resource endowment.22 

There is also the fact that the small farmers are not less 

proltressive than the large farmers. 23 'l'hey are able to plan 

and implement schemes of immediate relevance with remarkable 

effi ciency.~ The small farms are recognized as more effi

cient production units. Th01 yield more output per unit ot 

land than large farms provided they are given equal access 

22 For example see: (1) o. Parthasarathy Agricultural 
D~velopment and Small Fa~era: A Study of AnAhra Pradesh, 
1971, p. 70; (ii) Green Revolution and the Weaker Sections, 
Motilal Nehru Institute of Research, Allahabad 1970, f• 2; 
(iii) V.M. Dandekar and N. flat~ Povertfin India, Ind an 
~chool of Political r conomy, lYil, p. 67. 

23 B. Venkatapplah, Small ~armers' Development Agency: 
Outline of a Programme of Action, Agricultural Development 
in Developing Countries-Comparative .. xperience, Indian 
Society of Agricultural Fconomics, Bombay, 1970, p. 182. 

24 M.G. Ehagot and s. Daagupta, Developing Adivaaia and 
Small Farmers, National Institute of Bank Management, 1975, 
pp. 2-). 



59 

to necessary inputs. 25 The most important factor that drives 

a small farmer to more intensive offort is his · need for 

survival. 26 

·n,erefore the problem ot small farmers should be con

sidered not only as a problen of welfare but also as one ot 

growth. 

However, in spite of the f act that new technological 
' 

advance in agricult ure is capable of ensuring small fanaer 

development, the gains of technological advance are mainly 

conf.ined to the medium and large fanners. 27 A number of 

r easons have been put forth for this catastrophe. One impor

tant reason is the·lack of provision of sufficient credit to 

small cultivators. Credit is the pre-condition for access 

to all material inputs and equipments. And yet it is often 

argued that the credit s ervice does not benefit those for 

whom it was originally intended.26 The credit institutions 

25 (i) Draft Five Yoar Plan 1978-8)1 Vol. I, p. 30; (11) 
National Commission on Agriculture, Part II, p. 67. 

26 M. Chattopadhyay and Ashok Rudra, "Size Productivity 
Revised," Economic and Political Weekly, Vol. XI, No. 39, 
September 1976, pp. Al04-All5. 

27 (1) Ueport of the National C~nission on Agriculture, 
Part II. Gov ernment of India, 1976, pp. 40-44; (ii) F. R. 
Frankel, India's Green Revolution-Economic Uains and Poli
tical costs. Princeton University Press, 1971, pp. 191-203. 

28 wolf Ladejensky, "Green Revolution in Bihar: A Field 
Trip," Rconom1c and Political 'Weekly, Vol. IV, No. )9, 
September 1969, pp. Al47-Al62. 
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includi.ng co.operatives a re also aaid to be discriminating 

systematically aga.inst th" small agricultural holders. 29 

The weaker sections of the cultivators continue to rP.ceive 

only limited benefit from cooperative credi~.JO The study 

conducted by the Reserve Bank ot India has also pointed out 

that "it has been observed ln many .field studies conducted 

by the Reserve, Bank of India and other institutions that the 

bulk of t h e benefits of the agricultural and C00p0rative 

development prograiDilea baa flowed to farmers with large 

holdings while the credit requirements of small farmers are 

not met to a satisfactory extent". )l 

Now, in the light ot the aforesaid obs~rvations, let 

us examine whether the credit disbursed by the primary agri

cultural credit societiee also autfer from the same institu

tional weakness. In this section, therefore, we atudy the 

credit issued to different categories of cultivator-borrowers 

ot the primary agricultural credit societieo. 

The distribution of loans among different categories 

of cultivators ie presented in Table ).6. It is seen that 

the highest proportion of loans haa gone to the cultivators 

29 Raj Krishna~ "Small FanBer Development." FAon~Aic and 
Political eekly, Vol. XIV, No. 21. May 19·19, pp. 91J-9U~. 

)0 Report of the All India Rural Credit Review Committee. 
Reserve Bank of India, Bombay, 1969, p. 172. · 

)1 The Small Farmers (1967-69): A Field Study, op.clt., 
pp. 1-2. 



Table 3,6 : Classification of Short Term and lo1edium T rm L I d b p 
according to Size of Ownership Holdings e oana ssue Y rimary Agricultural Credit ~ocieties dur i ng 1969-70• t o 1977-78 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ (Amounte in crorea ot rupeea) 

-- L~; ts;u;d·a~c~rdi~g-t~ ;i;,-~ ~.;shi; hoidin;s-----------------------------

statea Upt;-i·--P;~;;:----i:2·-----P;;~;;:----2:~------P;;~;;:----Ab~;;-~--p;;~~---r;;;~t;·--P·----- i~;:; ~.~~ich :.~~e~~ 
hectare tage to hectares tage to hectares tage to hectares tage to and ~~·~ issued issued to total 

total total total total Agricul- total :::~~~na 
tural (2+4+10) 

- ~---------- _2_--- ~---- _4_---!---- _6_---!- a 9 Laboi~era ll 12 1) 14 
. --------------------------

Andhra Pradesh 79.03 17.67 97.46 21.79 108.22 24.20 140.42 )1.40 22.07 4•94 447•20 -- ~9;.~6-- :4~4~-
Assam 1,58 18,88 3.99 47.67 2.28 27,24 0.51 6.09 0.01 0.12 8.)7 5.58 66 . 67 
Bihar 34.51 32.91 21.47 20.48 15.58 14.86 13.52 12.89 19.77 18.86 104.85 75.77 12 . 26 
Gujarat 43.66 4.69 97.70 10.49 191.99 20,62 590.20 6).40 7.4) o.So 930.99 148.79 15.98 
Haryana 2-7,60 8.2) 64.29 19.18 103.47 JQ.87 106.75 )1,85 )).07 9.87 ))5.18 124.96 )7.28 
Himachal Pradesh 9.37 20.19 14.00 )0,17 9.04 19.48 7.3) 15.79 6.67 1.4.)7 46.41 )0.04 64 .72 
Jammu and Kashmir 1,59 28,44 1.40 25.04 1.02 18,25 1.02 18,25 0.56 10.01 5.59 ).55 6).51 
Karnataka ;8,48 11.81 102.)6 20.67 122,08 24.64 191.84 )8.7) a>.ss 4.15 495.31 181.39 36,62 
Kerala 148.17 )5.70 107.31 25.87 70.3.3 16.95 47.99 25 • .35 41.15 9.92 414.95 296.6) 71.48 
Madhya Pradesh 20.19 4.09 54.28 11.00 107.84 21.85 308.29 62,43 2. 75 0.56 493.35 77.22 15.65 
Mabaraehtra 91.41 7,12 177.)2 13.81 269.4.3 20.98 734.18 57.18 11.29 0.92 1284.1) 280.52 21.85 
Kanipur 0,72 21.82 0.87 26.)6 1.22 Y,,97 0.49 1.4.85 J.JO 2.08 6).03 

Megbalaya 
Nagaland 
Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
Tripura 
Uttar Pradesh 
West Bengal 
Union Territoriea 

0.07 16.28 0,1) )0,2) 0.2) 2,)) 0.4) 0.07 16.28 
29.27 19.01 45.01 29.2.3 41.49 26.95 )7.98 19.50 0,2) 0.15 15).98 74.5) 48 .40 
61.95 10.20 100.05 16.48 1)4.25 22,11 2)7.4) )9.11 7).)9 12.01 607.13 2)0.)9 )8 . 77 
22.45 7.95 5.3.40 18.92 7).)6 25.99 1)1.4) 0.47 1.61 0.60 282.2) 77.44 27.44 

118.)0 14.9) 155.96 19.69 268.)9 )).88 209.80 26.48 )9.77 5.02 792. 22 314.03 )9. 6) 
1.16 )5.15 1.08 )2.72 0.71 21.51 0.34 10,)0 0.01 0.30 J,)O 2,2, 66 .18 

104,2) 1).47 204.75 26.47 2)5.12 )0.)9 217 .oo 28.05 12.52 1.62 77).62 )21. 50 41.56 
)4.27 24.05 50.51 )5.45 )).62 2).59 21.64 0.15 2.45 1.72 142.49 87.23 61.22 
2.10 20.79 1.79 17.72 1.79 17.72 1.65 16.)) 2.77 27.42 10.10 6. 66 65. 94 - ~ - - - --- - -- - - - - - - - - - - - - - - - - - -

Ali indi; - - - - - - - s9o:o4 - i2:13 - - iJ55:o7 - ia:47 - - i191:J6 - '21.:42 - - 2999:62 - 4o.90 299.04· 4.o8 7335.130 2,44.15 34 . 68 ----------------------------------------------------------------------------
* It may be noted that data relating to size of ownership holdings are available only from 1969-70. 
0 Out of Rs. 7675,4 crorea of loans issued by PACS during the period 1969-70 to 1977-78, break-up is available only for hs .7JJ5.1) crores . 

Source: Review of tne Cooperative Movement in India (o£ respective years). Reserve Bank of India. 
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with landholdings above ~ hectares i.e. about 40.90 per cent, 

followed by those with 2-4 hectares i.e. 24.42 per cent. 

The least share has gone to the group of tenants and agricul

tural labourers, i.e. only 4.08 per cent. The total quantum 

of loans issued to holders upto 1 hectare nnd 1-2 hectares 

aooount for 12.13 and 18.47 P"'r cent r~spectively. In othP,r 

words, a total of )0.60 per cent of loans were issued to 

marginal and small farmers. Similarly the total loans issued 

to the weaker sections as a whole, i.e. marginal and small 

farmers, and tenants and agricultural labourers, are only 

about 35 per cent whereas more than 65 per cent of the loans 

go to the relatively better-off group consisting of medium 

and large agricultural holders. Among the weaker sections 

it is t he small farmers (upto 2 hectares) who form a signif

icant category of borrowers of the cooperative societies as 

other sectione, namely, agricultural labourers and tenants, 

received an insignificant amount as loans from these societiP.s. 

The Statewiee data presented in Table 3.6 show that 

in some States auch as Assam, Bihar, Himachal Pradesh, Jammu 

and Kashmir, Kerala, West Bengal, Tripura and Union Terri

tories the loans issued to the weaker sections were more than 

60 per cent of the total amount issued to all categories of 

borrowers. This is possibly because of the fact that in these 

St a t es the proportion ot• small cultivators in the total culti

vators as well aa the proportion ot the area operated by them 

in the total operatPd area, as indicated in the respective 



6) 

study • is quite high. This is evident from Table ). 7 whi.ch 

gives the distribution of operational holdings in ditf~rent 

States. In the above States, with the exception of Union 

Territories, the number of small holders is in the range or 

7!!.49 per vent and 9).19 per cent of the total holders and 

their operated area is in the range of )3.51 per cent and 

56.77 per cent of the area operated by all cultivators. Hence 

in the total credit operations of the cooperative credit 

societies of these States they have a fairly large share. 

!'evertheless in the coop~ .ratively advanced Statas like i•1aha

rashtra, Gujarat and Madhya Pradesh the loans issued to 

small cultivators were hardly 21.85 per cent, 15.9a per cent 

and 15.60 por cent respectively. In these three States 

although the population of small cultivatoro is quite siaable 

i. e . between 43 and 49 per cent, the area opArated by them 

is only less than 10 per cent. 

Furthermore, for comparing the extent of credit given 

to borrower-members in different size classes of land holdings, 

of greater r~levance is the av ,~ rage amount of the loan issued. 

'l'herefore it is necessary to know the loans isaued per hectare 

of landholdings to different alae classes. It is possible to 

derive these figures somewhat approximately32 if we use the 

J2 It is approximate because the Agricultural Census gives 
classification of operational (cultivator) holdings -and not 
of ownerobip holdings whereas the loans issued, aa given in 
the Statistical Statements Relating to Coopera tive Movement 
in India by tteservo Bank of India, are classified in size 
classes of ownership holdings. No classification is available 
for ownership holdings for the country as a whole. 



Table 3,2 : Distribution of Operational Holdings according to 1970-71 Agricultural Census 

~ --- ~ ~ ----
States 

1 --------
Andhra Pradesh 
Assam 
Bihar 
Gujarat 
Haryana 
Himachal Pradesh 
Jammu and Kashmir 
lama taka 
Kerala 
Madhya Pradesh 
Mabaraabtra 
Man1pur 
Meghalaya 
Nagaland · 

Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
Tripura 
Uttar Pradesh 
:,jest Bengal 
Union Territories 

- - .. --.. -- -
Upto 1 hectare 

Numqer 
(000) 

2 

2,492 
1,120 
4,874 

579 
250 
35S 
713 

1,081 
1,880 
1,68) 
1,242 

33 
55 
9 

1,476 
Sl8 
940 

3,125 
174 

10,453 
2,528 

102 

Area 
(000 
ha.) 

) 

1,085 
509 

1,845 
299 
122 
135 
294 
549 
539 
718 
578 
17 
)8 
6 

770 
225 
459 

1,)22 
70 

),8)0 

1,090 
1.4 

- - -- --- - -1-2 hectares 

---------------Number 
(000) 

-- --
1,064 

467 
1,109 

465 
174 
12) 
154 
840 
268 
891 
878 

33 
53 
16 

1,12) 
260 
691 

1,109 
47 

2,689 
943 

J4 

Area 
(000 
ha.) 

s 

1,5)) 
662 

1,563 
682 
249 
177 
226 

1,221 
)65 

.1,)16 
1,28) 

42 
78 
20 

1,714 
372 

1,004 
1,578 

66 
3,775 
1,302 

53 

-- - ~ - - - - - - - - --- - - - - - - - -
All India 35,682 14,545 1),4)2 19,282 

- - Tot.i -- - - - No: ~- -P~r~•~-- -A;e; - - 'P.~;n: 
------------~-- ---------------- ·-------------- emall t age to operated tage to Number 
(000) 

-

6 

9Jt2 
276 
915 
555 
205 
86 
86 

786 
126 

1,067 
1,087 

12 
)6 

26 

453 
281 
772 
696 

22 
1,652 

558 
40 

10,681 

Area 
(000 
ha.) 

7 

Number Area 
(000) (000 

ha.) 
8 9 

NWDber Area holdings total by IJ!Dall total 
(000) (000 below 2 number holdings area 

ha.) ha. oper ted 
10 11 12 l) 14 15 - - - - --- -- - - -- - - -- -- - - - - - -- - - - - -

2,607 
757 

2,5)7 
1,597 

586 
2)9 
240 

2,205 
))9 

),OS6 
),1)1 

29 
98 
69 

1,)63 
195 

2,234 
1,914 

60 
4,537 
1,465 

111 

922 
101 
679 
6)4 
285 
ItS 
27 

842 
)l 

1,658 
1,74) 

6 
42 

357 
.316 

1,)2) 
)84 

7 
845 
lSS 
6) 

S,360 
955 

5,5)5 
7,422 
2,491 

)82 
157 

7,393 
)50 

16,073 
16,167 

5 
38 

409 
2,602 
2,581 

16,64) 
2,896 

58 
6,016 
1,205 

5)8 

5,420 
1,964 
7,5n 
2,433 

914 
609 
980 

),551 
2,)05 
5,299 

. 4,950 
79 

150 
9) 

),409 
1,376 
3,726 
5,314 

250 
15,6)9 
4,216 I 

2.39 

1),586 
2,88) 

ll,480 
10,000 

3,447 
9)1 
917 

11,)68 
1,593 

21,194 
21,179 

92 
25) 
504 

6,449 
3,973 

20,341 
7,709 

254 
18,158 

5,061 
752 

3,556 
1,587 
5,98) 
1,044 

424 
478 
867 

1,921 
2,148 
2,574 
2,120 

66 
108 

25 
2,599 

ns 
1,6Jl 
4,234 

221 
1),142 
),471 

1)6 

65.61 
80.80 
78.96 
42. 87 
46.3) 
78.49 
M,46 
54.10 
9).19 
48.58 
42,S2 
82.5 
71.)) 
25.81 
76.23 
56.58 
4).76 
79.68 
88.4 
84.03 
82.3.3 
57.14 

2,6U 
1,171 
3,408 

981 
)71 
)12 
520 

1,770 
904 

2,0)4 
l,A61 

59 
116 

26 
2,484 

597 
1,46) 
2,900 

1)6 
7,605 
2,)92 

97 

19.28 
40.62 
29. 69 
9.S1 

10. 76 
)).51 

56.77 
15.57 
56.62 
9.6o 
8. 79 

64.13 
45 .85 

5.16 
)8. 52 
15.02 
7.19 

37.62 
53. 54 
41.88 
47. 25 
12.93 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -20 , 86 69.67 29,999 10,698 98,298 49,114 70,49) 162,124 - - - - - - - ---- ~ - - - -- - --- ---- - - - - - - - -- - - - - - - - - - ~ -- - - - - - -------- - - - - - - - - - - - - - - - --
Source: All India Report on Agricultural Census - 1970-71. Government of India, Ministry of Agriculture and Irrigat ion, New Del hi . 

Collected from State Tables and Union Territories Tablea, pp. 122-285. · 
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Table 3,8 : Loans I ssued Per Hectare of Cultivat
96
ed Area t

1
o

977 7
tt 

Small Cultivator-Borrowers during 1 9-70 to - o 

(Amount in Rs,) 

- ..... - --~---- Lo~; ls~u;d-p;r-h;cta;e- of ~uitiv~t~-
area 

States -~--------~-~~-~-~--------------------~ Upto 1 1 - 2 2 - 4 4 and above 
hectare hectares hectares hectares 

~ ~ - ~ - - - - - - - - - ~ - - - - - -- - ~ ~ - ~ - - - -- -
Andhra Pradesh 
Assam 

Bihar 
Oujarat 
Haryana 
Himachal Prad esb 
Jammu and Kashmir 
Karnataka 
Kera1a 
Madhya Pradesh 
Ma.harashtra 
Manipur 
Megha1aya 
Nagaland 
Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
l'ripura 
Uttar Pradesh 
·~;est Bengal 
Union territories 

All India 

728.)8 
)1.01. 

187.05 
146o.20 
2262.)0 
694.07 

54.06 
1065.20 
2748.9 
281.97 

1581.49 
423.53 

- . 
)80.1) 

275).)) 
489.11 
8<]4. .86 
165.71 
272.14 
314.40 
477.27 

6)5.74 
6o.27 

1)7.36 
1434.65 
2581.92 
790.96 

61.94 
6)8.)2 

2940.00 
412.15 

1)81.00 
212.19 

)5.00 
262.60 

2689.52 
5)1.87 
989.59 
16).64 
542.)8 
)87.94 
)25.45 . 

415.11 
)0.12 
61.41 

1202.19 
1765.69 

)78.24 
42.50 

55).65 
2074.6) 

349.44 
860.52 
420.69 

-
18.84 

)04.40 
1688.68 
)28.)8 

1402.25 
116.)) 

518.22 
229.48 
161.26 

167.96 
5.34 

24.42 
795.20 
428.54 
191.88 

64.96 
259.49 

1)71.14 
191.80 
45).56 

5.62 
145.96 . 
919.91 
78.97 

724.45 
56.62 
).61 

179.54 
.)0.66 

~ - - ~ ~ - - - ~ - - ~ ~ - - ~ - - - ~ -
611.92 702.76 597.14 )05.16 ... - ._ .. - ~ ~--- ~-- ~- -·-- ~- ~------ - - --

Sourcg: Worked out. from Statistical Statements Relating to 
~he Coop€r ative Movement in India. 1977-76 Part I: 
vredit. Rese rve Bank of Inrlia, pp. 127-1)i· and 
All India Report on Agricultural Census. 1970-71. 
Government of India. New Delhi• pp. 122-285. 
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Agricultural Census (1970-71) fi~ures on land hold i ngs in 

the country and the amounts of loans issued as given in 

Table J.6 of ... our study. The figures relating to agricultu

ral area are given in Table J.7 and relevant figures relating 

to the av~rage loan lsRued per hectare of land hold i ng in 

respect of all categories of cultivator borrowers are given 

in Table ).8. 

It will be s een from Table J.S that during 1969-70 

to 1977-78 the vary small (upto 1 hectare) and small holders 

(1-2 hectares) got relatively larger loans per hectare than 

t he larger farmnrs (with land holdings more than 2 hectares). 

., 

The farmera·with hold i ngs upto 1 hectare or less and 

those with 1-2 hectares have received about Rs.612 and Rs.703 

per hectare respectively, wh ereas the cultivators with 2-~ 

hectares and those with 4 hectares and above received about 

Rs. 597 and Rs. 305 per hectare. It will also be seen that 

in almost all States the amount issued per hectare to the 

very sMall and small tarmera was larger than to other culti

vators. Therefore it seems fair to say that the small 

hol der-borrowers or the primary agricultural credit societies 

in the count ry have not bP-en discriminated against aa far aa 

t he loans issued to them a re concerned. In fact they 

r eceived much larger loans p~r hectare of their land holdings 

than the l ar ge holder borrowers. 

The problem lies in admitting them as membP.rs of the 

primary agricultural credit eoci tlties. It is evident from 
. I 



Table 3,10 . Proportion of Borrowers Among the Small Medium and Large Holder Members of . 
Primary Agricultural Credit Societ~es, 1977-78 

(Number in thousands) -- -- .... -- - - - - -- .. - --- - - ------- ------ - - .. - - -- - --Members ot Primary Cultivator-Borrowers Borrowers as percentage 
Agricultural Credit ot members in respec-
Societies tive size classes 

States ---~------------------ ---------~----------- ---------~--~--------Small Medium Total Small MediWil Total Small Medium Total 
holders and holders and holders and 

Large 
holders 

Large 
holders 

Large 
holders 

1 2 3 4 5 6 7 8 9 10 
- - - -- - -- - - - - ---- - - -- - --- - - - - --- - --- -- -
Andbra Pradesh 1,780 1,244 3,021. 599 597 1,196 )),65 1.7 .99 )9.55 

Assam 1,636 lll 1, 747 

Bihar 

Gujarat 612 985 1,597 210 516 726 )4,)1 52.)9 45.46 

llaryana 242 390 6)2 187 )02 489 77.27 77.44 71.)7 

Himachal Pradesh 391 93 484 104 47 151 26.6o 50.54 )1.20 

Jammu and lashmir 193 100 293 70 17 81 )6.27 17.00 29.69 

Karnataka 1,139 1,29.5 2,434 289 1.51 740 25.)7 )4.8) )0.40 

Kerala 1,626 )58 1,984 704 )15 1,019 43.)0 87.99 51.)9 

Madhya ·Pradesh 985 1,773 2,758 344 506 852 )4.92 28.65 )0.89 

Maharash tra 1,651 2,587 4,2)8 471 826 1,)0) 28.89 )1.9) )0.75 

Manipur 35 .5 40 

Meghalaya 

Naga1and 4 9 1) 1 1 2 25.00 U.ll 15.)8 

Orissa 1,250 703 1,953 297 179 476 23.76 25.46 24.37 

Punjab 715 597 1,)12 269 549 838 40.42 91.96 63.81 

Rajasthan 864 1,174 2,058 357 644 1,001 40.)8 54.86 48.64 

Tamil Nadu 2,662 1,1)2 3, 791+ 1,180 1,041 2,221 44.3) 91.96 58.54 

Tripura 73 u 84 8 3 11 10.96 27.27 1).10 

Uttar Pradesh 3,918 2,607 6,585 1,734 1,100 2,834 43.59 42.19 43.04 

est Bengal 1,292 427 1,719 817 120 937 6).24 28.10 54.51 

Union Territories 6 6 12 3 4 7 50.00 66.66 58.)) 

------- - -- - - - - - - - --- -------- - - - - - - - - - - - - - - - -- -
All India 21,154 15,6o7 )6,761 7,670 7,247 14,917 )6.26 46.4) 40.58 

- --- - - - - - - - - - ------------- -- -- - - -- -- --------
s2urce: Statistical State~enta Relating to the Cooperative MOYement in India, 1977-78, 

Part I: Credit Societies. Reserve Bank ot Indla, Table 21, p. 1051 and Table 29, 
pp. 127-1)2, 



Table 3.9 : Proportion of Membership of Primary Agricultural Credit Societies Among Small 
(upto 2 hec~ares) and Medium and Large (above 2 hectares) Land Holders as on 
30-6-1978 

(NumbPr 1n thousands) 
- - - - - - - - - - - -- - - - - - - - -- -- - ~ - - - - - - ~ --Land Holders 

(According to 1970-71 
Agricultural Census) 

States 
------------------~--Small Medium Total 
holders and number 
Humber Large 

1 2 

Andhra Pradesh 3,556 

Assam 1,587 

Bihar 5,983 

Gujarat 1,0~ 

Haryana 424 

Himachal PradeSh 478 

Jammu and Kashmir 867 

Karnataka 1,921 

Kerala 

Madhya Pradesh 

Mabarash tra 

Manipur 

l-1eghalaya 

Nagaland 

Orissa 

Punjab 

Rajasthan 

Tamil Nadu 

Tr1pura 

2,148 

2,574 

2,120 

66 

108 

25 

2,599 

178 

1,6)1 

4,234 

221 

holders 
Number 

3 

1,864 

377 

1,594 

1,389 

490 

1)1 

113 

1.,6)0 

4 

5,420 

1, 961. 

7,577 

2,433 

914 

6o9 

980 

3,551 

157 2,305 

2,725 5,299 

2,8)0 4,950 

13 79 

42 150 

68 93 

810 3,409 

598 1,376 

2,095 

1,080 

29 

3,726 

5,314 

250 

Uttar Pradesh 1),142 2,496 15,639 

· est Bengal 3,4 71 

Union Territories 1)6 

745 4,216 

10) 2)9 

- - - - - - - - - - - - - - - - - -
All India 49,114 21,379 70,49) 

Membership of Primary 
Agricultural Credit 
Societies 

. Small Medium 
holders and 
Number Large 

holders 
Number 

5 6 

l,7ti0 

1,6)6 

612 

242 

)91 

193 

1,139 

1,626 

985 

1,651 

)5 

4 

1,250 

715 

884 

2,662 

7) 

1,244 

111 

985 

390 

93 

100 

1,295 

)58 

1,773 

2,587 

5 

9 

703 

597 

1,174 

1,1)2 

ll 

Total 
number 

7 

3,024 

1,747 

1,597 

6)2 

484 

29) 

2,4)4 

1,984 

2,758 

4,238 

40 

1) 

1,953 

1,312 

2,058 

3,794 

84 

3,918 2,607 6,585 

1,292 

6 

427 1,719 

6 12 

21,154 l5,6o7 )6,761 

Percentage of 
Membership in 
respective size classes 

Small . Medium 
holders and 
Number Large 

holders 
Number 

8 9 

50.07 

58.68 

57.21 

81.80 

22.29 

59.29 

75.70 

)8.27 

77.88 

5).0) 

16.67 

48.1) 

66.70 

29.44 

70.86 

79.59 

70.99 

88.50 

79.45 

• 
65.06 

91.)8 

35.71 

1).04 

86.79 

91.90 100.00 

Total 
number 

10 

55.79 

68.95 

64.61. 

69.22 

79.47 

29.9) 

66.54 

86.07 

52.05 

65.60 

50.00 

1).98 

57.)2 

95.42 

54.20 

62.87 

33.03 

)0.27 

56.01 55.22 

0 71.40 

37 .9) )) .60 

• 42.11 

)7.22 57.)2 40.71 

4.41 s.as s.o4 

- - - -- - -- - - - - ---
4).07 7).00 52.15 

- - - - - - - - - - - - - - - - - - -- - - - - - - - - - - --- - -- - - - - - - - - - - - -
• For t hes e States the percentage membership of large cultivators works out to mo~ than 

100 per cent. Obviously this is incorrect. This may be because of large scale sub
division and subsequent transfer of total family holdings on names of a number ot 
members o£ cultivator families in a bid to escape froa the land ceiling laws of the 
St at es. 

Source: 1. All India Report on Agricultural Census, 1970-71. Ga.ern~ent or India, Ministry 
of Agricult ure and Irrigation, New Oelhl, pp. 122-285. 

2. Statistical Stateaents Relating to the Cooperative Mov ement in India, 1977-78, 
Part I: Credit Societies. Reserve Bank of India, Table 21, p. lOS. 
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Table ).9, which gives the extent of coverage of small 

holders in comparison wit-h larger hold ers by the primary 

agricultural credit societies, that only 4).07 per cent or 
total small holders in the country w ~re members of prtmary 

agricultural credit societies as on )0-6-1978. On the 

contrary as many as 73 per cent of large cultivators were 

members on that date. Out of 49,114,000 small holders in 

the country only 21,154,000 were members of tho primary 

agricultu ~al credit societies. This also holds good for 

al.'tlost all the States with the exception of Himachal Pradesh 

and Nagaland. In Himachal Pradesh, the percentage of total 

small holders having membership in primary agricultural 

credit societies was hiw~er (62 per cent) than that of larger 

h·olders (71 per cent). In Nagaland 1 too, we come across a 

similar trend with 17 per cent for &mall holders and 13 per 

cont for larger ones. Therefore, if the performance ot 

primary agricultural credit societies ia judgod against the 

extent of their membership among the small holders in the 

country, the aforementioned evidence leads us to the conclu

sion that the extent of cov ~rage of small holders by the 

primary agricultural credit societies is not as satisfactory 

as it ought to have been. The proportion of membership among 

the small holders is much lower than the large holders. 

Special efforts are necessary to correct this weakness of 

the primary agricultural credit societies. 

We shall now proceed to find out the extent ot 
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borrowers among members. The relevant data are provided 

in Table ).10. These data indicate that in 1977-78 out of 

the 21,154,000 small holder-members of prinary agricultural 

credit societies 7,670,000 members ware borrowers. There

fore, the proportion of small farm pr-borrowera to their 

total membership works out to only )6.26 pP. r cent. On the 

other hand, the proportion of borro.vers among the larger 

holder members waa 46.43 per cent. Also in the majority of 

States the proportion of borrowers among small holder members 

is lower than the proportion or borrowers among large 

holder members. Haryana, Jammu and Kashmir, r-.tadhya Pradesh, 

Uttar Pradesh and 'fiest Bengal are the only exceptions as in 

these States the proportion of small. cultivator borrowers 

is either almost same as that of the large cultivator

borrcw e.rs or is slightly higher than the latter. 

In short, on the basis of the results brought out in 

this section, it may be concluded that, among the very small 

and small landholders the extent of membership of the primary 

agricultural credit societies is much lower than among the 

landholders with relatively larger land holdings. Similarly, 

after being admitted as members, the relative access of the 

very small and small farmers to the credit dispensed through 

t he prirnary agricultural credit societies 18 more limited 

than that of the large holders as their proportion of 

borrowers among members is found to be lower than t hat of 

the borrowers among l ar ge holder-members. However, our 
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analysis of the available data does not provide any evidence 

to sugg~st that the very small and small farmers receive 

less in ca~parison with the other farm rs. On the contrary 

our results show that they r eceive larger loans per hectare 

than ti1e larger farmers.33 

)) It may be noted that almost similar findings in 
rGgard to loans issued by primary agricultural credit 
societies in Mabarashtra have been arrived at by Dandekar. 
See: Report of the Committee on Financing Small and 
Marginal Farmers Through Cooperative Credit Structure! 
The Maharaahtra State Cooperative Bank Ltd., Bombay, 976. 



CHAP'rER IV 

THF. PHOBLEM OF OV r'.RDtf'I:S 

In the last chapter we have discussed the advancement 

of short and medium t e rm loans in the country in its various 

aspects i.e. we have atur:lied the lend 1ng policies of primary 

agricultural credit cooperative societies with ref~rence to 

both short and medium ~erm loans, the advancement ot short 

and medium term loans purposewise, the diversion which takes 

place from the intended purpose of loans issued, statewise 

analysis of short and medium te~ loans and, finally, how 

loans are distributed in the country among different cate

gories of cultivators. 

Now, we shall study the ovardues problems connected 

with the repayment of the loans issued. The problem of over

dues ·is growing in its magnitude even in cooperatively 

advanced States and societies find it difficult to get borro

wings from the central agencies and many societies are forced 

to be liquidated. Moreover, the overdue& problem affects not 

only the defaulters but also even the non-defaulters and 

therefore affects t he whole economy as such. Henc~ the 

importance of the study of the problem of overdues. Conse

quently, in this chapt Pr, we propose to study the total quantum 

of overdues of PACe, main caus ns for it and the remedial 

measures to tackle this problem. 



TJ 

4.1 Importance of the Problem of Over4uea 

An important norm for judging the efficiency of any 

system of credit is to know wheth er loans are recov~red on 

due dates.1 Coop l:'r a. tive credit polt.cy as it has come to take 

shape in India did not care adequately to correlate loans to 

the borrow~rs' precise n~eds. This coupled with the weak

nesses in cooperative credit administration has paved the way 

for huge shortfalls in the recov ery of outotandtng loans by 

the societies. 

The number of defaulters iiind the amount of default 

have grown much beyond the capacity of the primary societies 

to manage within their resourcea. Ihis results in large scale 

default3 to the central cooperative banks. Heavy overdue& 

at the central cooperative banks have impaired th eir capacity 

to borrow from the higher financing agencies such as the 

Reserve Bank ot India and the State cooper ative banks. 'lhe 

Reserve Bank of India does not entertain credit applications 

of those central banks whose overdue& are above 60 per cent of 

the demand. The strength of the cooperative credit structure 

is thus being undermined by the exiatenoe of overdues. lbia 

blocks the flow of credit all along the line to the cultivators 

and retards the economic development of the at"ea. Thus the 

moun~ing over dues affect not only t he interests of th e 

1 Report of the All India Hural Credit Review Committee, 
Reserve Bank of India, 1969, p. 176. 
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defaulters thems$lves but also the rest of the members, 

creditors and the cooperative movement itself. 

Table 4.1 depicts the problem of cooperative overdue& 

in 1977-78 which are escalating from year to year with no 

solution in siy~t. 

Table 4.1 : Cooperative OVerdue& - Figures at the end ot 
June 1978 

(Rs. in crores) 

- - - - - - .... - ..... ~ -- - - - - -Loans Loans 
outstan- over-
ding due 

~-----Percentage 
or overdue 
to 
outstanding 

~ - - ~ - - ~ - - -- -
State Cooperative Bank 1))8 

Central Cooperativ& Banks 2115 

Industrial Cooperative Sanks 2) 

Primary Agricultural Credit 
Societies 1796 

Non-Agricultural Credit 
Societies 6)6 . 

Central Land Development Banke 1)05 

Primary Land Development Banka 735 

96 

754 

5 

810 

72 

127 

62 

7 

)6 

22 

45 

9 

10 

8 

Source: Statistical Stat.ementa Relating to we Cooper&tive 
Movement in India, 1977-781 Part I: Credit 
Societies. Iteserve Bank 01- India, p. vii. 

Among all the cooperative credit institutions primary 

agricultural credit societies race the highoat percentage or 
overdues. It may be seen from Table 4.1 that in the -case o£ 

non-agricultural credit societies, urban banks and land deve

lopment banks the situation ia not so alarming. In the case 
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of State cooperative banks the dan!~er appears mild, but it 

the base structure composed of central coopera.tivc banks and 

primary agricultural credit societies crumbles down this would 

spell the death knell of the movement. Hance this serious 

malady of our cooperative system is engaging the constant 

attention of cooperutiva administrators and workers. 

4.2 Levels and Trends of Overduea 

The gravity of the overdue& problem of primary agri

cultural credit aociet1.es will be clear from '£able 4.2 which 

indicates the position of the overdue& Statewise as on 30th 

June of the years 1957-5$ to 1977-78. 

The overdueg for the country as a whole had been 

mounting year by year from 22 per cent of the loans outstand

ing in 1957-58 to )2 per cent in 1967-68 and to 45 per cent 

in 1977-78. The peraentage in 1977-76 is the highest with 

78 in Bihar followed by Assam (76), Tripura (70) and Madhya 

Pradesh (62). 

The lowest level of ov~rdues was in Jammu and Kashmir 

forming 22 per cent followed by Union Ierritoriea(27), 

Kerala (29), Tamil Nadu (JJ), Himachal Pradesh (JJ), Andhra 

Pradesh ( )) ) • 

There wae an improvem~nt in the position of overdue& 

of 1977-7g as compared to that in t he previous year in eight 

States 1. 1!. Assam, Gujarat, H imaohal Prad1::1sh, J anmu and 

K~shmir, Kerala, Manipur, Orissa and Punjab. 



Table 4,2 : Percentage of Overdue& to Loans Outstanding aa on )Oth June of Years 1957-58 to 1977-78 

- - ---- - --- - - - - - - -- -- - - - --- - - - - -
Andhra Pradesh 

Assam 

Bihar 

Gujarat 

Haryana 

Himachal Pradesh 

Jammu and Kashmir 

Karnataka (Mysore) 

Kerala 

Madhya Pradesh 

Maharashtra 

loianipur 

Nagaland 

Orissa 

Punjab 

Rajasthan 

Tamil Nadu (Madras) 

Tripura 

Uttar Pradesh 

West Bengal 

Union Territories 

23 

18 

54 

22 

17 

31 

25 

12 

21 

29 

21. 

14 

14 

16 

48 

- - -- - - - - - - - - -- - - - -22 

14 

47 

55 

25 

19 

71 

48 

25 

26 . 25 

33 . ~46 

20 17 

21 29 

27 29 

20 

26 

19 

11 

6 

43 

20 

23 

45 

10 

12 

29 

- - - - ----21 25 

37 

38 

19 

27 

22 

15 

23 

52 

14 

14 

23 

)1 

89 . 

32 

23 

6) 

42 

25 

33 

)2 

2) 

18 

47 

28 

25 

)0 

33 

60 

41 

22 

28 

22 

35 

40 

27 

38 

37 

37 

jS 

19 

44 

28 

25 

41 

28 

-- -- - -- - - -- --23 29 )2 

43 

82 

50 

21. 

)) 

19 

60 

47 

24 

40 

40 

6) 

39 

36 

37 

.)4 

56 

)4 

45 

79 

6.) 

22 

47 

22 

60 

4.) 

30 

43 

.)8 

66 

41 

44 

37 

53 

71 

)8 

52 

81 

62 

25 

52 

25 

55 

46 

)0 

47 

44 

75 

58 

47 

6) 

28 

51 

79 

34 

All India --- ----- - --- - ----- - -- ---- - - - - - - ------ - -- - - -- - - - - - - - -
Source: Review ot the Cooperative Movement in India-or respective years. Reserve Bank ot India. 

56 

81 

56 

20 

47 

27 

55 

46 

36 

47 

20 

75 

64 

46 

4) 

28 

43 

49 

62 

)2 

76 

--------------------1973- 1974- 1975- 1976- 1977-
74 75 76 77 78 

39 

81 

56 

24 

44 

34 

55 

44 

36 

53 

39 

62 

68 

58 

)8 

28 

67 

55 

42 

)4 

39 

81 

67 

24 

43 

30 

56 

44 

36 

54 

4) 

52 

60 

55 

41 

)0 

74 

60 

)) 

)6 

37 

eo 
)8 

35 

)2 

44 

)5 

55 

45 

62 

58 

56 

27 

)2 

57 

51 

)0 

16 

)3 

82 

78 

46 

35 

34 

28 

39 

30 

60 

46 

62 

49 

62 

39 

24 

67 

46 

25 

15 

33 

76 

78 

41 

42 

)) 

22 

49 

29 

62 

5) 

52 

53 

43 

42 

46 

33 

70 

49 

43 

27 

- - - - - - - - - - - - - - - - - - - - - --
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Compared to 1957-58, the level of overdues has in

creased in all the Jtates .by 1977-78. A rising ~rend can be 

noticed in the last few years in Madhya Pradesh, Maharashtra 

and Tripura. At the s ame ttme, in Andhra Pradesh, Jammu and 

Kashmir, Kerala and Orissa a falling trend can be noted. By 

and large , · the overall position or the ovordues in most of 

the States is deteriorating year after year. 

However, it should be emphasized that the overdue& 

reported by coope rat:S.ve credit institutions on the basis of 

which the above analysis has been made do not reflect the 

true position. Many or them resort to book adjustments, of 

diff ~rent types and in varying degrees to camouflage the re

cov P. ries with a view to presenting a better p.icture of their 

financial and operational efficiency, obtaining better audit 

classification and high P.r eligibility for refinance from the 

higher financing agencies, etc.. Therefore, the overdues would 

be in fact higher if oook adjustments are taken into account. 2 

The problem of mounting overdue& in the cooperatives 

dispensing short term and medium term agricultural credit in 

2 (i) Ibid., p. 177. 

(ii) l\eport of the Infonnal Group on Institutional 
Arrangements for Agricultural Credit, Re&erve Bank of India, 
Bombay, 1964, p. 43. 

(iii) Report of the Study Team on Overduea of · Co
op~rat1 v~ Credit Institutions, Reserve Bam< of India

1 
Agri

cult ura l Credit Department, Bombay, 1974, pp. 22-2). 



the country which has be~n acting as a serious constraint on 

the smooth flow of credit . and consequently affecting the flow 

of working capital, ~tc., became a matt~r of serious concern 

to the Reserve Bank. And so, on necember 2, 1972, Reserve . 
Bank of India appointed the Study Team on Overdues of Co-

operative Credit Institutions,) to examine t he position ot 

overdues at various levels of coopPrative credit structure 
'y 

in the country and to ~uggest remedial measures. au; study 

on overdues is mainly baaed on the analysis made by this 

Study Team. 

An analysis was made by the Study Team on the rela

tionship between c~rtain factors and the levels and trends 

of overdues. For this purpose t he factors were grouped into 

two categories viz. external factors which might be said to 

be beyond UJe control of the lending institutions, for example, 

climatic conditions, irrigation facilities, etc., and 

internal factors such as the pres~nce of a full-time paid 

secretary, and arrangements for supervision, and volume of 

business or a society. It was found that there was some 

evidence of a specific and positive relationship betwe~n 

overdues and certain internal factors as s ize of business, 

having a full-time paid secretary for the society, etc. '1'he 

relationship between overdues and external factors could not 

J The Study Team on Overdues of Cooperative Credit 
Institutions under the chainnanship of nr. c. D. Datey. 
Herea!t £r r ef erred to as tPl'he Study Team". 
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be established, for instance, even when these factors were 

quite favourable, the levels or overdue& were moving upward. 

Furth~r when both the climatic and agricultural conditions 

were adverse the ov~rduea had either remained constant or 

even decreased. Identifying the relationship between the 

intArnal and external factors on the one hand arrl the levels 

and trends of overdues on the other, the Study Team has 

come to tha conclusion that the lack or will and discipline 

among cultivators to repay the loan is the principal factor 

contributing to the prevalence or overdue& in the coopera

tivGs i.e. defaults were, by and large, wilful, i.e. only 2) 

per cent were nonwilful and the rest 7) per cent were wilful 

defaulters. 

From the study it was found out that small, medium 

and big farm~rs behave more or leas alike in the matter of 

r epayment of th eir dues in time. A very high percentage of 

borrowers, i.e. 80 per cent in aach category of small, 

medium and big farm~rs, are defaulters. The smallest of the 

small farmers (below 1.2 hectares) account for the single 

largest group of borrowers aa well as defaulters, i.e. )2 

per c ent and 33 per cent respectively. Small farmers (1.2 

to 2 hectares) and big farmers (above 4 hectares ) each 

accounting for 21 per cent of borrowers, form 22 per cent 

and 20 per cent of defaulters respectively. In June 1978, 

it was s een that the percentap,e of ov~rdues to outstanding 

of s mall farmers was about 4) per cent wher eas or othera 
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was about 45 per cent.4 

4.3 Causes of Overdue& 

Def ~ctive lending policy pursued by the central co

opPrative banks an~ the primary societies is one of the 

major contributory factors for the mounting overdues. Vary 

often the scales of finance on the basis of which loans are 

gi ven cropwise for different areas WP.re too high or too low. 

In thet f ormer case there was the danger of the excess loan 

amount being utilized for non-productive purposes with the 

consequent difficulty in repaymP-nt. In the latter case, the 

cultivator would be forced to take recourse to the money

lender for loans at exorbitant and uneconomic rates of 

int "3r est. S All these factors affected the borrower's capa

city to rP.pay his dues. 

The cultivator should get loans in time, at the 

commencement of his agricultural op~rations and any delay 

in this miy~t adv ~rsely affect production. He should also 

be made to repay the loan soon after the harvest or marketing 

of the crop lest he should utilize the proceeds for purposes 

oth ~r than repayment of his dues. Hence non-obse rvance ot 

s easonality in lending and recovery affects the position ot 
ov P.rdues. 

4 St atistical Statements Relating to the Coop~rative 
l4ov ~ro ent in India, Part I: Credit Societies. Reserve Bank 
of India. pp. 127-lJO. 

S Report of the Sturly Team on Cooperative Credit 
Institution&, op.cit •• p. 150. 
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Unhealthy practice of financing-defaulters. too, 

adversely aff ects ov~rdues. If a defaulter knew that be 

would be accommodatoo by the society irrespective of the 

fact that he had defaulted to it, he would be inclined not 

to repay also the fresh loan given to h 1m. Furth P.r such a 

practice may generate an unhealthy feeling in the rank and 

file of the borro•~e re tha~ they n~ ed not r~pay the dues or 

the society, although they are in a position to do so. 

Further, the managements of coop~Prative credit insti

tiona have failed in the creation of a sense of responsi

bility among t he cultivators t~#arda making timely repayment 

of loans advancnd to them. The members or the managing 

committees of primary agricultural credit soci~ties and the 

di rectors of the central banks have shown a general apathy 

in the matter of r~aov gry since many of them had themselves 

defaulted repayment. Therefore, they were not in a position 

to take persuasive measur~s for recovery. They have not 

initiated coercive action promptly, wherev pr persuasive 

measures fa1led.6 

The attitudes and policies pursued by the State 

governtrumts have created a very unfavourable climate for re

payment of cooper ative dues, like the practice or issuing 

taccav1 loans to the riefaulters or writing ott such taccavi 

loans on large scale which created an impression among 

6 Ibid., p. 156. 
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dP-faulters of coop~ratives that their loans also need not 

be r~pa1d.7 

Besides as we have discussed already in Chapt~r III 

(section ).6) diversion of loans from the purposes for which 

they are sanctioned to oth~r purposes, mainly for consumption 

anri repaym~..nt of old debts too affects repaying capacity of 

borrowers and become a cause of overdues. 

Thus, all
1
these factors adversely affec~ed the repay

ment of loans and hence the result was ever-mounting overdues. 

4.4 loleasures for Tackling Overdue a 

The Rural Credit Review Committee has remarked that 

unlike lending, recovery is an unspectacular, unpopular and 

uphill task, the critical significance of which is not yet 

widely appreciated. The COIDDittee had observed 'that the 

solution of t he problem of ovardues was not easy and simple 

and; aa many factors account for the poor r ecoveries, the 

action to be taken has to be multiprqnged.g 

'1'he Study Team has emphatically recommended that while 

non-wilful defaulters deserve sympathy and necessary assist

anc e , financial and othe rwise, to rehabilitate them, wilful 

default,ers do not deserve any mercy am State Gov t:~rnmente 

7 Ibid., pp. 67-66. 

8 Report of the All India Rural Credit Review Committee, 
op.cit., p. 522. 



should be urgerl to come down heavily on them through coercive 

steps with the backing and ass istance of revenue authorities.9 

The Study Team has recommended to strengthen the Agri

cultural Credit Stabilization Funds at different levels to 

enable rephasing and re-scheduling of overdue loans due to 

genuine defaults. In the event of crop failure a relief given 

to cultivator borrowers is conversion of short term loans 

into medium term loans so that the borro·.Jer who would other

wise become a defaulter and thus denied further credit can 

continue to be financed for carrying on his own agricultural 

operations 1n the succeeding seasons. 

On the reo~endations of All India Rural Credit Survey 

Committee, 1954, Agricultural Credit Stabilization Funds were 

established at the different levels of cooperative credit 

structure and at the national level by the Reserve Bank. On 

t he occurrence of a natural calamity the primary agricultural 

credit society has to apply to the central ooop~rative bank 

for conversion in respect of such of its members whose crops 

are affected by the calamity and who will not be in a position 

to r epay their short term loans. On receipt of the applica

tions from societies , the central banks can actually effect 

the conversions only on receipt of the certificate of 'annewari' 

by the Collector or by the State Government. According to 

the new formulae operative from 1977-78, state cooper ative 

9 Report of the Study Team on Coope r ative Credit Insti-
tutions, op.cit., p. 186. 



banks. cent,ral cooperative banks. and State governments have 

to meet 10. 15 and 15 percentages respectively of the con

versions granted by central cooperative banks• the refinance 
10 from the Reserve Bank being limited to 60 per cent. 

The borro~~r eligible for a medium term conversion 

loan is required to furnish the same ·type of security pre

scribed for the normal medium terna loan. 

The Study Team has also recommended the amendment of 

section 46B of the fteserve Bank of India Act to permit the 

Reserve Bank to grant medium term loans to state coopP-rative 

banks by way of reimbursement of medium term conversion loans 

granted by the latter. owing to drought• famine and other 

natural calamities.11 

The atabilizat.ion arrangements were linked to the 

declaration of 'annewari' by the State gover~~ents as this 

was a reliable method for assessing crop failure and giving 

reflief·. Cultivators affected by calamity were eligible for 

conversion in areas where 'annewari' declared was 6 anna& or 

leas. Therefore the Study Team has proposed to gear up the 

machinery of the State government which was engaged in the 

declaration of 'annewari' to reduce the time-lag between the 

occurrence of natural calamity and the declaration or 'anne

wart• to about 2 to ) months. 

10 Report on Currency and Finance! Reserve Bank ot India• 
Vol. I. Economic Review. 1977-76. p. 47. 

11 aeport of the Study Team on Overdues of Cooperative 
Credit Institutions. op.cit •• p. 91. 



Further the Study Team haa recommended relief measures 

in different situations to help the cultivator-borrowers to 

reduce the backlog of wverdues. They are g iven as follows:12 

1. Relief in respect of interest only: 

(a) In the case or farmers the value of whose gross 
produce is Rs • .5,000 or less, payment ot 
interest on the loans eligible for conversion 
or rescheduling should . not be a pre-condition. 
The interest should be deferred and recovered 
in the succgedlng normal year which will be 
the first year of repayment. 

(b) In the case of big farmers, payment of the 
1nter~st due is a pre-condition for granting 
the conversion or rescheduling facility for 
the loans due from them. 

2. Relief in times of successive natural calamities if 

a member is indebted only in respect of short term 

loans is as fol l ows: 

(i) For two successive failures: 

Rescheduling the aggregate of the two short 
term loans as a five year loan. 

(11) For three successive failures: 

(a) drite-otf of one short t erm loan and the 
interest thereon and Spreading OVPr Of 
the oth er loans as a rescheduled loan for 
five years. 

(b) In the case of big farmers, no write-off 
is necessary. 'lhe rescheduled loan should 
be spread over five years. 

12 Ibid., p. 121. 
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J. It in addition to the short term loans the borrower 

has to repay .a normal medium term loan, the relief 

required to be given is as under: 

(1) For one crop failure: 

Period of' repayment of rescheduled loan 
need be spread over six years. 

(ii) For two successive failures: 

(a) ~rite-otf ot one short term loan with 
interest due thereon and spreading over 
of the remaining loans as a rescheduled 
loan for seven years. 

(b) F'or big farmers mere spreading over ot 
the period of rescheduled loan to six 
years. 

(111} For three successive failures: 

(a) write-orr or two short term loans and 
the intP.reat due thereon and spreading 
over of the remaining loans as a 
rescheduled loan ot seven year duration. 

(b) In respect of big farmers write-off ot 
one short term loan and rescheduling 
ot the remaining loans as a seven year 
loan. 

Relief in the form of ~rite-oft ot interest and prin

cipal will be necessary only if the burden of the loan and 

int ~re st thereon cannot be fitted into the repaying capacity 

at 70 pe r cent of the gross value of produce from agriculture 

in the case of big farmers and 60 po?r cent in the case ot 

small t armera, and cannot be recovered wl thin a period ot 

seven years. 
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Stu~y Team has also recommended the strengthening of 

the Agricultural Credit (Relief and Guarantee) Fund, which 

was set up with the recommendations of the All India Rural 

Credit Survey Comnittee, that in case of quick succession of 

natural calamities, relief by way of writing-off a part or 
the debt may be given. But before utiliaing this fund for 

writing-off, the individuals aa well as the institutions should 

be required to utilize part of their resources for t.he purpose 

of this liability. Moreover, relief by writing-off coopera

tive loans should be exceptio~al and under special circum

stances.13 

The Study Team has further suggested a number of 

measures for recovery of overdue& and arresting the upward 

trend of OVP.rdues in future. The role of directors Of primary 

agricultural credit sociAtiea should be dynamic so as to 

promote an atmosphere for voluntary repayment by the borrowers 

and even to exert pressure for repayment when it is not 

voluntarily forthcoming. 

One of the important measures recoomended by the Study 

Team is that a suitable provision should be incorporated in 

the Cooperative 3ocietie8 Act ot all the States in terms ot 

which the managing committee ot the primary agricultural credit 

society should otand automatically disqualified if the amount 

of default or the nwnber or cietaulters exceeded 70 per cent or 

lJ Ibid., p. 130. 
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the total demand or total number of indebted members for a 

continuous period of two years. thus the managing committee 

has got the right to stay in office only if they collectively 

got influence over and enjoy the confidence of the majority 

of members •14t 

One of the major difficulties faced by the societies 

is the lack of bidders whenever the lands of defaulters are 

put up for auction; particularly if the owners are influential 

cultivators in the village. Here the Study Team recommends 

two suggestions. The State governments themselves may 

purchase the lands in auction or a State Farming Corporation 

can be set up in· each State fully owned by the State govern

ment. All that the corporation may do is to bid in the 

auction .for an amount which would settle the dues of the 

society togrther with interest. The corporation would have 

the same authority as the government to dispose of the land 

by sale or long term lease. In both the alt~rnati vea the 

interests of the cooperative credit institutions is safe

guarded as they will 'be receiving their dues back from the 

government or the corpora~ion as the case may be.1S 

Furthe r, the defaulters of cooperative aoaieties and 

their sureties should not be financed by the government in 

any circumstances.16 Moreover, they should be disqualified 

14 Ibid., pp. 156-158. 

15 Ibid., pp. 179-161. 

16 Ibid., p. 170. 



from voting in a general meeting or election or any primary 

credit society if he is in default to that sociPty for more 

than one year.17 

As r~eards structural arrangements, urgent steps may 

be taken for revising the norms of viability of primary agri

cultural credit societies so that efforts are concentrated 

in increasing thP. credit business to at least Rs. 2 lakha per 

society. Creation of viable units at the primary level is of 

utmost importance not only from the standpoint that such units 

can employ a full-time paid secretary, but also because they 

can keep the level of overdues low and have greater capacity 

to absorb overdues.18 

Moreover from the studies taken up relating to linking 

of credit with marketing, the Study Team has recommended 

that the accepted pattern of financing, viz. prcxiuotion 

credit being ~iven by primary agricultural credit societies 

and recovery thereof being made by the commodity marketing 

society may be adopted where suitable conditions exist or can 

be created for coordinating the working of the two typea of 

societie s , viz. the primary credit society and the marketing 

society. It is also recommended in certain conditions where 

the comnodity marketing societies are givir~ production 

finance, that such societies may be converted into farmers' 

17 Ibid., p. 171. 

18 Ibid., pp. 189-191. 
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service cooperative societies, each specialising in the 

marketing of one principal crop, but having for marketing 

purposes dealings with anothP.r society which hae specialized 

in the marketing of another crop, if the volume of bueinese 

ot the first society in the latter orop is not adequate 

either for efficient marketing or econG~ic processing. Thus, 

with eEficient linking of production finance with marketing 

the problem of overdues can be more successfully tackled.19 

Further it was realized that it was absolutely essen

tial to find out a system of extending credit to agriculturists 

for satisfying their consumption needs, since diversion takes 

place in high percentages from loans issued for production 

purposes to consumption purposes leading to overdues. '£here

fore the Report of the Exp~rt Committee on Consumption Credit 

has recommended provision of conaumpti 0n credit to agricul

turists through PAC a, which have been reorgan12 ed into viable 

units and are having a full-time paid secretary.20 Since 

March 1, 1978, the Reserve Bank has been permitting conce

ssiopal ft.nance for consumption needs of the weaker sections ,, 
with"1 ~hort term agricultural loans at ) per cent below the 

bank rate. 

Prof. Dandekar suggests a crop insurance scheme to 

19 Ibid., pp. 216-221. 

20 Report of the Expert Co~nittee on Consumption Credit, 
Gov ernmAnt of Inrtia , Department of Revenue and Banking, 
1976, p. 15. 
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fight the problem of overduea.21 According to the scheme 

.farmers pay a premium every year dP.termined by the crop 

insurance agency and in lieu thereof they receive protection 

by way of compensation in the event of losses due to crop 

failure and damage to agricultural yields. The scheme would 

be useful to the farmers because he would pay regularly a 

small premium and receive back its equivalent as indemnities 

in years when he most needs it. A major difficulty for a 

crop insurance scheme to become operational is the problem 

of collecting premium. Ther~fore, it is suggested that the 

crop insurance scheme should be linked on a compulsory basis 

with the crop loan system. Premium should be deducted from 

the loan advances. Indemnities should be adjusted against 

recovery. Thus integrated with agricultural credit, the 

crop insurance will involve hardly any additional administra

tive coats. On the other hand this scheme may be a good 

device not only for the survival of the small farmP.ra but 

also for the stability and well-being of the cooperative 

credit structure. 

l'he Agricultural Credit Board agreed with the important 

findings and recommendations of the Study Team, excepting 

the specific refer ence to write-orr as part of the relief 

proposed for big farmers, i.e. those whose value or gross 

21 V .M. Dandekar, "Crop Insuranae in India, n Economic 
and Political ~eekly, Vol. XI, No. 26, 26th June 1976, 
pp. A61-A80. 



produce is above Hs. 5,000 per annum in the event of 

successive crop failures • . Most of t he States have generally 

accepted the recomnendations and t he implementation process 

is going on in all the States. 

4.5 Some of the Operational Weaknesaes of 
Primary Agricultural Credit Speieties* 

In this context it is worthwhile to discuss some of 

the important factors that retard the development of primary 

agricultural credit societies. 

One of the most important weaknesses of our primary 

agricultural credit societies is that many societies are 

feeble and no~-viab~e units which are not capable of develo

ping and surving without outside help. As on 30th June 1976 

at the all-India level, out of 116,125 primary agricultural 

credit societies 66,672 societies i.e. about 57 p~r cent or 

the societies were non-viable units. Highest percentage or 

non-viable societies t~ere found in Assam i.e. about 99 per 

cent whereas in Haryana only 12 per cent and in Jammu and 

Kashmir and Kerala only 18 per cemt were non-viable units. 

Further, 8,995 societies i.e. about 8 p~r cent are 

dormant societies. The highest percentage of dormant societies 

is in Assam, i.e. about 77 per cent, whereas in Haryana it 

* All the data in this section is based on the Stati-
stical Statements Relating to the Coope rative Movement in 
India, Part I: Credit Soci~ties, Reserve Bank ot India 
1977-78. • 
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is only a negligible per oent. However, the All India Rural 

Credit Review Committee observes that several of the socie

ties, which have be~n classified as active or non-dormant, 

have in fact been doing only token business and cannot be 

really considered 'aotive•.2~ 

As we have already seen, out of the total working 

capital of Rs. 2712 crores, deposits constitute only Rs.l616 

crores i.e. 6 pe r cent, at the all-India level. The percen

tage of deposits to \torking capital is the highest in 

Himachal Pradesh (43 per cent) followed by Kerala ()2 per 

cent). In Jaamu and Kashmir and Ass am it is v·ery low, about 

2 per ~ent and 4 per cent respectively. 

Inefficient management is found to be another main 

~eakness ot most of the primary agricultural credit soci~ties 

which lead to lack of proper accounting practices, irregular

ities of loans, etc. Most ot the societies do not have full

time paid secretaries. · At the all-India level only 53 per 

cent societies were having full-time paid secretaries. 

Besides, in 1977-76, at the all-India level, it was 

found that only 60,292 societies, i.e. about 52 per cent, 

were running at a profit and 46,621 $ociet1es (40 per cent) 

were running at a loss and 8,936 (8 per cent) without profit 

or loss. 

2(2 Report of the All India Rural Credit Review Committee 
1969), op.cit., p. 169. 



Deficiencies of such fundamental character as those 

mentioned above cast their truatrating shadow on the very 

basic objectives with which these time-honoured institutions 

were set in motion. Therefore, urgent meaeuree are called 

tor to tackle these weaknesses so that the societies may 

attain the objectives which they were intended tor. 



OHAPTBR V 

CONCLUSIONS 

Conside ring the importance of primary agricultural 

credit societies as the village level financing cooperative 

institutions this study was undertaken with the main objec

tive to review the credit operations of primary agricultural 

credit societies in In<iia. In this study the e~nphasis was 

on short and medium term loans issued to farm~rs in the 

period between 1957-58 and 1977-?S by these ins titutions. 

The major obs~rvattons baaed on the foregoing chapters are 

swrunarized below. 

On an overall plane it is sPen that the role of insti

tutional credit got enlarged within two decades, from 1951 

to 1971. It has increased from 7 pPr cent of th e total farm 

credit in 1951 to 19 per c ent and 32 per cent in 1961 and 

1971 r espect ively. Among all the institutions wh ich provide 

farm credit, COOpP. rutlve institutions OCCUpy t h e pr11e of 

place. In 1977-7g as much as 67.48 per cent of th e institu

tional credit to agriculturists was supplied by cooperatives. 

An overall assessment of . primary a gricultural societi F.>S 

r e l ating to t h e pPriod from 1950-51 to 1977-?S shows that in 

quantitative t Prms the progress re gistered by coop r> ra ttve 

i nsti tut1ons 1n t ~rms of memb P.rship and cov ~n·age of vill ages 

95 
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is quite impressive. It has covered about 96 per cent of 

vill ages with a membP.rship of 47,860,000. Besides the 

volume of loans advanced by primary agricultural credit soci

eties too recorded a most impres sive growth from about Rs.JO 

crores to as. 1272 crores. 'there is a substantial growth in 

the working capital of prtmary agricultural credit soci~ties 

from Hs. 41 crorf)S to about Rs. 2712 crores. 

It was observed that the relative share of medium term 

loans was far smaller than that of short term loans. The 

sha re of medium term loans was only 12 per cent whilg that of 

short term loans was 88 p~r cent of the total loans issued 

from 1957-5g to 1977-78. 

It may also be pointed out that a v P.ry high per cent 

of th e working capital of the primary agricultural credit 

soci~ties is constituted of borrowings. For instance in 

19?7-78, the sha re of borrowings from higher financial agenci~a 

in ·r~ orking capital was about ?J pr. r oer1t while that or 

deposits was only 6 per cent. It means that the primary 

a~ricultural soci~ties do not seem to have succeP.ded much in 

mobilizing the rural savings. . The primary agricultural cre~it 

societies have to give a new boost for deposit mobilization 

and for mopping up resources rather than mostly depend on 

borrowings from high~r financial f.4nenoing agencies. 

Analysis of loans issu~o 1uring the p~riod und ~r review 

reveal~d t hat seasonal agricultural op~>rationa accounted for 

t he bulk of t he short term loans issued i.e. about 91 per cent 



97 

of the total short term loans were i ssued f or the said 

purpose. 

Our study r evealed also that the perc~ntage of dis

bursement in kind too is growing ov er the years. It haa 

increas ed to 44 p~r cent of the total loans issued for 

s easonal a~ricultural op~rations in 1977-7g from 11 pe r cent 

in 1973-74. FurthPr, it was observed t hat among the purposes 

for which medium t erm loans are issued, t he highest percen

tage of t he total medium t~rm loans was issued for purchase 

of cattle (17 p~ r cent) followed by purchase of agricultural 

machinery, pumpseta, etc. (10 p~r cent). 

Furth~r it wps notic ~d t hat about 41 p~r cent of the 

borrowers of primary agricultur~l credit societies diverted 

about 28 per cent of the total loans issued to them for 

purposes other t han those tor which they were intended. 

Diversion was mainly for consumption purposes and repayment 

of old debts. About 23 p~r cent of the amount borrowed tor 

short t er m purposes and about 35 pr·r c ent of' the amount 

borrowed for medium term purposes WP.re found to have been 

div Prted. Diversion !)f short t erm credit was significantly 

high in Rajasthan, Orissa, Kerala and ~est Bengal, while that 

of medium term credit in Andhra Pradesh, Tamil Nadu, Punjab, 

Rajasthan, Uttar Pradesh, Assam, Orissa and Kerala. 

From our study r Pl ating to the quantum of farm credit 

supplied by cooper atives in various States during t he period, 

t he uneven natu r e of thA supply of credit was noted. The 



highest percentage of loans was issued in Maharashtra (17.61 

per cent), Gujarat ( lJ .41 . p~r cent) • and Uttar Pradesh ( 11.14 

per cent) while it was negligible in Meghalaya, l>1anipur, 

'fripura • Assam, Union Ter<itories, Jammu and Kashmir, and 

Hi machal Pradesh ranging from 0.01 to 0.51 per cent. 

Attempt was also made to study the coopP.rative credit 

i~)aued by primary agricult ural credit societies in different 

St ates on a p~r capita basis. It was found t hat the per 

capita loan (short t erm and medium torm togP.th er) issued in 

Haryana, Gujarat and Punjab was fairly hi gh i.e. lts. 80, 

Rs . 67 • and Ks •. 65 respectively • while t hat in Bihar it 'i.Ja& 

Rs. 5 and that in Assam Ue. 1. 

Some important observations were made relating to the 

distribution of coop~rative credit among diff~rent catngories 

of cultivators. Our study revealed t hat out of t he total 

quantum of cooperative credit issued during 1969-70 to 1977-78 , 

the highest portion of the loans 't'I&S issu~d to l arge cultiv

ators (above 4 hectares} i.e . 41 per cent, followed by 

medium cultivators (between 2-4 hectares) i.e. 25 p~r cent. 

::imall and marginal farmers (below 2 h ectarf~S) togPther 

acc ount~d for only Jl per cent out of wh ich ma r ginal farm~rs 

r ec eived 12 pt'r cent. In those Sta t es like Assam, Bih~r, 

Hi machal Pradesh , Jammu and Kashmir, Kerala, ~~est Bengal and 

·r ripura and Union Territori es wh er~ the number of small 

h old ~" rs and t hE' ir total operational area are relatively very 

high , t he s nall farmP. ra had a fairly la r~e share in the total 
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cooperative credit opP.rations. They received more than 60 

per cent of th~ total loaQS issued • 

.r~urth~r our analysis clearly showed that, for the 

country as a whol~, the small and marginal farmers (below 2 

hectares) r eceived relatively large per h~ctare loans than 

the larger farmers. 

From our study, we came to the conclusion that, among 

the small and marginal land holders the extent of membership 

of the primary agricultural credit societies is considerably 

lower (4J per cent) than among the land holders with rela

tively larger land holdings (7) per cent). Similarly after 

being admitted as m~mbers the r elative access of the small 

and marginal farmers to the credit dispensed through primary 

agricultural credit societies ia more limited than that of 

large holders. The proportion of borrowers among members 

with small holdings ia found to be lower ()6.26 per cent) than 

that of the borrowers among large holder members (46.4) per 

cent). Special efforts are necessary to correct this weakness 

of primary agricultural credit societies. 

Overdues constitute the moat formidable problem facing 

the primary agricultural credit societies. It has assumed 

alarming proportions in recent years. 'lhe pe.rcentage ot 

overdues to loans outstanding has gr(>wn from 22 per cent in 

1957-58 to 45 por cent in 19n-78. 'n1e highest p~rc.entage 

of overdue& was in Bihar (78 p~r cent) followed by Assam (76 

per cent); lowest bE'ing in Jammu and Kashmir (22 per cent). 
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The available evidence shows that small and large farmers 

behave more or less alike .in the matter or repaym~nt of thPir 

cooperative dues. However the overdues of small farmers are 

slightly .amall~r than that of their count~rparts. By the end 

of June 1977-7g the propo~lon of over~ues to outstanding 

loans of small farmPrs was about 43 per cent w~ereas that of 

large farm~rs was about 45 per cent. 

According to the Report of the Study Team on Overdues 

t he default in the case of loans issued by primary agricul

tural credit societies is mainly wilful. The Study Team 

found that 23 par cent of the defaulter$ were non-wilful and 

77 ppr cent were wilf:ul. 

Defective lending policies like over-financing and 

under-financing, unhealthy practice of financing defaulters, 

genPral apathy of the managing committee in the matter of 

r ecovery, attitude and policies of State governments like 

i ssuing taccavi loans to defaulters, etc., were found to be 

the main reasons for the overdues. It is s~~geated to 

strengthen the Agricultural Credit ~tabilization Funds and 

St ate Agricultural Cred1 t Relief Funds to help the non-wilful 

default ers during the natural calamities. Further it is 

sugp.ested to disqualify the managing committee of the primary 

agricultural credit s ocieties if the amount or the number of 

defaulte rs exceeds 70 pe r cent of t he total demand or 70 pe r 

cent of t he tot al number of indebted members for a continuous 

period of two years; provided t he sociPty is having a full-
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time paid secretary. neorganiaation ot primary agricultural 

credit societies and linking of credit with marketing soci

eties, services of a full-time paid secretary for each 

society are other main measures suggested to tackle the 

problem or overduea. 

There is no doubt that the primary agricultural credit 
' 

societies have succeeded a lot in providing farm credit to 

the agriculturists. Yet, as we have already seen, there are 

still more defects like lack of mobilization of resources, 

problem ot mounting overdues, insutfioi~nt membership given 

to small cultivators and also lower proportion ~· small 
... 

cultivator-borrowers to their total membership, etc. 

However, the fact remains that the primary agricultural 

credit sociP.ties are the most widely distributed and organized 

credit institutions in India which can readily take up the 

vast task of providing farm crel'iit to the needy agriculturists. 

It is therefore imperative to effectively r emedy t.he present 

weaknesses in these institutions in order to ensure a steady 

flow of credit to meet the fast growing requirements of 

farmers. 
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