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PREFACE’

. .

. The praéeﬁt study is concerned with the "Changing Policy and Performance
Relating to Rﬁral;tredit in India" during th; period 1951-1981. It contains
three chapters. Chapter, 1 reviews briefly the rural credit policy during the
British rule in India. Tﬁis brief review is meant to serve as a background

to the rural cradit pnlicy¥during the past indépendence period. .Chaﬁter 2
p;eéen;s in detail the pnlicy‘and performance'felating to rural credit following
-the recommendations of the All-India Rural Credit Survey Committee i; the

early fifties till the nationalisation of commercial banks in 1969, Chaprer 3
reviéws_fhe policy and perforﬁ§nca'resu;ting from the greater institutionali-

sation of rural credit during the seventiea;' It also brings out the conclusions
. . .

"
.

emerging from our discussions,

A
3
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CHAPTER 1

RURAL CREDIT POLICY DURING THE BRITISH RULE

[

J.t The main concern of the policy makers in the field of agrarian policy until
World War II was with thg problem of rural indebtedness. fhe concern was with the
"burden of débt“ of the ru;al borrawers. This was’b;cause the cultivators whao

_borrowéd money were not capable of repaying. The moneylenders who lent money took
advantage of this'sit;atiaﬁ and exploited the ignorant debtors. This was manifested

iﬁ many evils in the lifé and sodiety of rural India. The British government in -

India made several efforts ffom the seventies of the last century till the Second
' @

World War to mitigate this debt .burden.

-1.2 In this chapter, the,prableﬁ'qf rurél‘indhbtedness and the policy of the
government toﬁardsiif'is reviewed briefly. This brief rébie;:is meant.tn serve as

7a backgréund to the rural credit policy in India during the post indepeﬁdﬁnce period.
Sectibn i p?esents the forces that led to the.rise in indebtedness.during the
British rule. Section II selectively reviews the relevant legiSlatiahg undertaken
by th;,British;gavarnment to mifiqate the burden of indebtedness. . The provision of
alternative agenciés’;n the supply side is also discussed briefly in this section.

. Sectian 111 turn§_tu‘the situation” that led to gigpaﬁge ib the ba%ghrapproach from

L4

" jndebtedness" to "credit" during the éost-war years, .

. . ¢ Ca e .
o ] T

“I. FOACES AFFECTING RURAL INDEBTEDNESS

-

~ - .-

1.3, Indebtedness had always-béen‘with;zural Ind;q'éna'i%jseqms'%rom_the history

" that at‘no time the Indian.cultivator yaé fre;ufrnmlééb%”ﬁpé£a;aéﬁ.1970, 13-1h).
However, the incidence of debt was not as severe in the‘pfé—BritisH dayé.as was
during it. The period preceding Britisﬁ fule in India was characterised by‘palitical
and administrative uncertainty in the countryside. There was no firml& astahlishad

state authority to enforce uniform law and order, While people cultivated land
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privately, th&re was no security of ownership of land and no laws and authority to
prétect it Thereforq,‘land ﬁnder qultivgtion of a éultiVatur had little exchange
vaiue. All this m;& have created an atmosphere ofAJncartainty among thé men of
means to advance their surplus és césdit to those who neasded it, ggainst security
of land. VCas;a; credit npg;atiuns wsré, however, done by such moneylenderé on the
basis of crop or ca%tlg as security but they piayed'a subordinate role in the

economy of the countryside (Thorner and Thorner 1962, 53).

1.4 The ﬁeriqd éf British-rﬁlé waéi in many ways, responsible. for the growing
volume of indeb£edﬁass in rural India. Certain me§5ures'undertaken by the British,
though noﬁ_aitugeth;r detrimental to the cul;ivator}s,WElfare, facilitated the
emexgence;of.debt on a large 5ca1;; In the first place, the land settlement af
the niheteenth_cehtufy established secured private pfoperty in land and this
enhanced th;:creditwnrthiness of the propfietor#. In the Zamindari areas, the
tenants also shared this enhancement aftgr the passing of various tenancy acts
‘which gave f;xity of tenure to certain leasa-holdéng classes. Secondly, the
éSfaElishmen% uf'a hierarchy of civil éourté and thé laws administered by these
courts - the Indian Contract Act and the”Civil Procedure Code - created an atmos-
phere éf certainty for the creditors tq_recﬁve:_their dues. The passing of the
Registration of Document Act (1B64) and the Transfer of Property Act (1882)
enabled the claims to be systepatically recorded and facilitated'credit operations

[N

of the moneylenders in the rural areas.

1.5 While thesercﬁangés prévide& awseéufe éssét bése fof contracting debt and an
instituiiunal struﬁtura tu-enfbrce it, the poor and fluctuating state of the rural
eéonomy.creatEd.the neéd,for co;tracting debts, The overall ag¥icu1tu:al develop=~
ment dufing the Brifish hays was poor - less than the population growth apd was
confined to few crops and regions. .Iﬁ a study, ﬁeorge Blyn found that during the

period 1893 ~ 1946, the index number of food crops declined from 100 to 93, while
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-

commercial crops increased to 185 and that of total crops to.110 (see Table 1.1)
Therindex ofgper capita food output, however, declined sharply from 100 in 1893-96
to 68 in 1936-46 and that of total crops to B0 during the same period. This shows
that_the;rural eca;omy.diq not show any significant §¥uwth during the period.

Table 1.1 : Index of Population, Oufput and Output per Capita During 16893-94
to 1945-46. B

Population Index of average Index of output per
index annual crop output capita
Food Commer- Total food | Total
_cial .
1893-94 to 1895-96 100 - 100° 100 100 100, 100
1996-97 to 1905-06 101. 96 105 98 95 97
1906-07 to 1915-16 107 99 126 104 91 97
191617 to 1925-26 109 98 - 142 106 - 90 98
1026-27 to 1935-36 120 94 171 108 78 90

1936-37 to 1945-46 ° 138 93 185 110 B 80

Source : George Blyn, "The Agricultural Crops in India, '1893-94 to 1945-56: A
Statistical Study of Output Trends," Unpublished Dissertation submitted

to the University of Pennsylvania, .quotad from Thorner and Thorner (1962)
105-106.

On this was superimﬁdsed the pafiodic droughts and famines and ths death of
9attle due to diseases,.Which contributed to the great unéertainties and frequent
shortages facea by the cultivatﬁrs. Th; up and aown swing in pfices of farm
pfoducts during the 80 years from 1860 to 1940 made matters more dirficult (see
Graph 1.fL Whén prices inc;eQSEd, cultivators resorted to increased borrowings due to
the optimism of rising-incoﬁe; When prices slumped, debt becams heévy, income
became meagre, thus forcing the cultiva&ors not only to default on the standing

debt but to borrow afresh; Hence, years of increased borrowing were followed by
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years of distress., This increased the vulnerability of debt burden of the
cultivators -in such pariods.;/ Aithough the cultivator cqﬁld earn a bare subsis-
tance, his family expenditures, particularly on occasions of marriage and funerals,
led to more and more debt. 1In a society, as Prof, T. N. Carver puts it, "where
expenditu?e was less determined by .income than dictated by custom and necessity, -

small income sooner or later meant debf' (quoted from Saini 1969, 2).

Table 1.,2: Estimates of Agricultural Indebtedness in-India

Agency/Authority framing Year . Estimated agricultural
’ the estimate - dindebtedness
’ : (Rs« croxres)

. . : »
1a Sir Edward Maclagan 1911 200
e
2. M. L. Darling 1925 600-
3. The Central Banking Enquiry ) e
Committee 1929 300
4. Dr. Radha Kamal Mukherjes 1935 - © 1200

Se The Agricultural Credit
Department of the Reserve Bank i 7
of  India ' 1937 1800

* Based on Nicholson's estimate for Madras
*% Based on Pﬁnjab figure of k., 90 crores
*%#% Based aon Provincial Banking Enquiry Committee Reports
Source: GOI (1958) ii.

1/ By comparing the periods which have seen moneylending legislations and periods
of fluctuations in prices, it can be observed that more and more such legisla-
tions were concentrated dufing the perioda of frequent fluctuations in agricul-
tural prices and particularly during the berind of falling prices. For prices,
see McAlpin (1983) and for rurel indebtedness and maneylending legislationé,

‘see Sivaswamy (1939),
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1.6 In regard to credit supply, the lack of any significant growth in farm produc-

tion resulted in poor increase in resources for credit. The moneylender -
agriculturist or trader -~ acquired the necessary monetary reéourceslthrough the
growth of unequal landholding and tiading in marketable crops. Limited resources
for credit coupled uith iﬁperfaét'credit market and ignorance and illiteracy of
the culti;ator made credit very expensive. It was the éombination of these
circumstances which,-on the une_hand, led to the rapid increase in the size of

rural indebtedness {see Table Li) and on the other, made moneylending more sSecure

and an- instrument.ef exploitation of the poor cultivators.

1.7 WHY DEBT BECAME A BURDEN? It is, however, natural for a cultivator to borrow
for the simple reason thét most of his capital is locked up in his land and most

importantly, there is a significant time lag between his incurring expenditure for

pioducfion and garnering the receipt. Hende, credit is not necessarily abjection-

.able and borrowing as such cannot lead to indebtedness. In the past, debt had
tended to incraasé and became a burden because of failure to service it owing to the

-

unproductive use of the funds borroweﬂ;g/ Debt was incurred largely for unproductive
- - ‘

purposes, as would be indicated by the negligible growth in farm production over

large‘partq'u? the country. The small bnrroyings for production could not be

separately seen and recognised either by borrowers ‘or lenders,

2/ On the 5asis of the data provided by the Provincial Banking Enquiry Committees
‘ (1930)) the Agricultural Finance Sub-Committee....found that the proportion of
borrowing for productive purposes was almost negligible. hepayment of debt was
eveérywhere an important factor for contraction of new debt, followed by consumer
. needs, boirﬁwing at the time of distress and for social and ceremonial purposes

(GDI 1945).
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Secondly, as already indicated, the burden of debt had oscillated due to fluctuation

of prices of produce and land value. Added to these, the one sided system of
account keeping and a very high rate of interest tended to swell the debt burden.
*If the genesis of debt was insufficient income and unexpected happenings, its
rapid growth was due to the accumulation of intérest" (Naidu et sl 1935, 10). It

was under these conditions that the debt burden became heavy and cummulative

1.8 The consequence of such a state of affairs was first manifested in the
widasﬁread transfer of landed property from the defaultipg debtors to the money-
lenders (sae.Sivaawamy 71939; Barucha 1937, Catanach 1970, 13-24 and GOI 1958),
The moneyienders could alsc exploit the debters in a varigty of other w;ys gucﬁ
as, taking possession of the crop and cattle of the debtors, aftaching future

3/

labour service, even physical tprtu;é, etc. Sir Malcom Darling, an experiénced
cbserver of rural India, étated that "by 1880 the unequal fight between the peasants
and the moneylenders had ended in a crushing victory for the latter™ and "in the
thirty years %ollowing the moneylender reached his Zenith" (quoted frum:Mellor et.al
1968, 61). The resulting pauperisation of tHa peasantry brought about a deteriora=-
tion in the relation betwesn ﬁeasants and moneylenders whiqh resulted in severs
agrarian riots during fhe eighties of the last 6Bntury. The first set of such
consequences was seen in the .riots in the Deccan ip. the early 1870s. The sharp

rise inm p;ice of cotton during Amexican Civil War led to the contracfion of higher
debts. The sharp fall in priEe ef cottom follpwing the war years left the debtors

“

unprotected and thus, increased the money burden of debt and exploitation of debtors,

3/ For a lucid analysis of the operation of moneylenders, see Ghatak (1976), Roth
(1983) and Bhaduri 1982).



1I. GOVERNMENT POLICY TOWARDS INDEBTEDNESS

'1.9,'The British governmeﬁf recognised the rspercussion of the problem of indebted-
‘ness and instituted a series of measures to mitigate it. Far the present purpase,
only main legislations and their approach to the prablem of indebtedness are
.discussed~without giving details of their imp1ementations and problems arising out
of that which varied from region to fégion. The corrective measuresﬁ/started with
tHe~DeccanAAgficulturi9t Relief Act (1879), a direct upshot of Decan riots, which
authnrised the law doprts to examine the history of deb%, to with-~hold sale of
land except in the event of a specific mortgage, to reduce the extortionate rates
.of interest,and.to,sbread the ama;nt‘dua_ove: instélments. In the initial period
of its operation the Act did some good by preventing the grossar abuses of money-
.lending and providing some relief tao the heavily .indebted éuléivatofs, especially
.in the -days of world wide agricultural depression following the American Civil War,
But after some yeafs, its operation brought many defects and ultimately it became
a target of general criticism and its repeal was universally advocated (Sivééwamy
1939, i)e Similar legislatioﬂi_in the form of Land Alienatiaﬁ Act. (1900) was
.passed in Punjab and later in the United Provinces and Central Provimces to stop
the paésing of lands from peasants into the hands of the moneylenders, These Acts,
however, failed in their main objective, for these permitted the transfer of land
to a creditor if he was an “agricultufist". Thus a new class of moneylender toak
-placé of the qlde; type (Mukherjee 1985)._ The Usurious Loans Act (1918) sought to
efford protectién:tgrdgbtors fhruugh‘;nfurcing the rule of 'Damdupat' under which

no debtor was liable to pay an amount of interest exceeding the principal and also

4/ For a detail analysis of the legislations see Sivaswamy 1939 and GOI 1958,
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by ailowing the courts to reapen, on their own initiative, old cases and to settle
‘the term equitab;y. All'these meaégras still left unsolved the problem posed by

the accumulated burden of debt éstimatadrby the Central Banking Enquixy‘Comﬁittua

at around k. 900 crores (see Tabla 1.2). The measures undertaken d;iing these periods
uerelneither uniform throughout the country nor executed in all pravinces at the

same time. The Royal Commission on Agriculture in 1928 observed that "the worst

' pniicy towards debt is to ignore it and do nothing" (GDI 1928).

1.10 Sucﬁ was the policy till the depression came in‘tﬁe early 1930s., The problem
of ié&ebtedﬁess was furt#er aggravated b& the ateép fall in.agricultural prices
during thé:dqpression years, The increase in money as well as real burden of debt
due to the fall in prices led to the default‘of éténding debt on a larger scale,
(1&3_Eiyiiar situation had been faced by the cultivators in Deccan earlier in 1880s.)
Distress sales of movable aﬁd immovable properties were'iapbrtad from many.areaa and
land mortgages and transfers showed an upWErd.trand (Rath 1960). Fresh borrowing
bécame'VBry Qifficult because the moheylénders were extrehaly reluctant to advance
loans on-;he'aecurify of rapidly depreciating assets. The supply of credit also
cont;aqted due to fallin; prices of .crops and default of stanaing debt. The need
foi c?edit, hogevér, increased manifold, All this resulted in acute agrarian

dis tress for which some measure of relief was called for.

1.11‘ The relief ﬁaésures ware partly.prdvidad by improving upon or extending the
scope of existing meaéures. They followsd more or less thé patterné of the Deccan
Agriculturist Relief Act. The Usurious Loans Act wag amended (by various provincial
gova;nménts);makipg it obligatory for the law courts to use its power if interest
charges Egp excﬁésive or'transacfiuns"unfair.j This period alsc witnessed several

moneylending legislations pomme;cing u;tﬁ'tha Punjab Regulation of Accaunts Act
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(1930). These Acts provided compulsory ragistration and licensing of money lenders,
recarding of transfers, anforcamanﬁ of maximum rates of interest, etc. However,

in the zbsance of a proper_government machinery to enforce these regulations, no
perceptible improvement in the daalings of the moneylenders was possible., The
timings of.these legislations wera also not uniform thrﬁughout the country. For
instance, in Bombay, though the moneylending act was passed in the early thirties,
it was broughﬁ_}p forcae only in 1942. Such periodic legislations also created

confusion and had demoralising effect on creditors and this affected credit supply.

1.12 The main measure of relief during the depression years constifutad ihe.
provision of Debt Adjustment Board and/or Debt Relief Court. The attempt was to
bring the debtor and creditor together and to get the debt scaled down to the
febaying cépacity‘of the debtor by a mutual agreement between them through the
machinery ﬁf-thé Board/Court. But these measures were not(iEEEEZ} effactive
because of the uﬁdérstandable reluctance of debtors to bring moneylenders, often
their sole source of credit, to the courﬁ. The rules were enforced aﬁd hence
relief provided in those cases which came before the courts or Adjustment Boards
volunfarily. The extent of debt reduction whether on a voluntary or a compulsory
basis, varied from about 19% in Travancore to about 76% in Saurashtra and that.
broadly in most Part A states, debt adjustment involved reduction ranging from

40% to 60% and in Part B states from 20#% to 40% (RBI 1954, 123).

1,13 From the eighties of the last century to the beginning of the Sacond.Warld
Wa;, fhese were the ma;3ure§ taken in the field of rural indebtedness. All these
@easures'had done Ssome good to relieve the debt burdén of cultivators, but it
would be a gross exaggeration to say that they had soclved the problem of rural
indebtedness. Moneylenders who had previeusly besen able to uxpiéit the cul£ivatnr
were also able to circumvent the regulations (see Table 1.3). For example, if

interest rates were sgt-iow, then loans could be written for a larger sum than
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was actually provided; if land could not be mortgaged, then faise sales could be
madé ar subleasés of various types negutiétad (aﬁe ﬁBI 1954, 123-24), ihe

- inevitability of credit and the indispensabiiity of moneylénder led to the svasion
of law and exploitation of ignnranf &ebtors. |

Table 1.3 : Impact of Monéylending Legislation as Revealed by the Rural Credit
Survay During 1951-52.

State S Maximum stipulated Percentage amotnts of
interest rates* loans** advanced by
: - private agencies at
more than stipulated

rates
Assam o q2Y2 14
Bihar 12 | 88
Bombay ' 12 _ 19
Madhya Pradesh 18 - 67
Madras . T 5Y2 ‘ 86
Orissa 12 86
Punjab o 12¥2 34
Uttar Pradesh S 24 29
' West ﬁengal . o . 10 B - B8
Hyderabad ' 9 S 83
Mysoére , a2 ' N 10
PEPSU . | 12Y2 ' ~ 65

Travancore-Cochin. 12% %% A 12

* Refers to simple intersst rates on unsacured loans generally

on the legal position stood in 1951.
** Do not include borrowings at unspecified rates.

‘### Segcyred loans.

Source: RBI (1954) 174.
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Some moneylenders even found the debt legislations so burdensome that they had to
wind up their businaés. The consequent cfadit‘scarcit& affected the rural economy
and in_fhe absence of an effective alternative agency, sacrét_dealings tock place
at unfair rates. This had been- the expeiience wherever the Moneylenders' Acts had

seen rigorously enforced by @ supexrvisory mechinery,

t,14 PROVISION OF AN AGENCY FOR,RURAL CREDIT: The need foxr an alternative credit
agency was; thus, two fold. Restriction on moneylenders necaséitatad_the Ereétion
of an.alternative agency to’fill up the gep created in the credit market, It a2lso
".meant thet the moneylenders tould be controlled only when competing agency wes
present tuydeal in fair terms. Secondly,‘oﬁce‘debt burden of the cultivators had
been eiiminated or lightened through a process of adjustment, it was necessary to
start on a. fresh basis, ‘The moneylenders coula hardly be relied upon, An alterna=-
‘tive'agency to take'uver'these.debts and regulate future credit was a logicsal

necessity in the circumstances.

1.15 "Taccavi" loans had alhays been granted to cultivators by the guvernmentrsince
1873 and this pravisfpn was made more elastic by the Land Improvement Loens Act
(f883) and the Agribﬁlturist Loans Act (1884), Such direct aid, meant for years

of crop failures and distress, was naturelly inadequate to meet the cultivators'
neeés'in ordihary circumstances, A scheme for the establishment of an agricultural
bank ﬁut'fu¥ward in 1882 by William Wedderbun, to provide credit at reasonable rates,
did not ;eeeiva official favour, An aslternative agency was provided by an Act

of 1904, which gave birth to co-operative societies, an ‘association of villagers on

& voluntary basis to form credit and thrift societies, It may be mentioned here
fhat.this was not due to any épontanabus movement buf en outcome of govermment

-

policy, as Catanach put it: "The Co-bperative Societies Act of 1904 was imposed upon an
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unwilling Govarnment of Bombay by a Punjab dominated Government of India”
(Catanach 1970, 222), The Act was further modified by the Maclagan Committse
(1915), fqllowing which co~operatives came to be organisgd in three-tier basis,
with primary societies-at tha?baae, central co-operative banks at the intermediate

level and state co-opsrative bank at the apex level.

1.16. Left to themsslves, the co-operatives were ill equipped to beat ths monsy-
lendexrs at their own . game., They became the institutions of. people whe had little
to save most of the time and the §etter of f did not share their resources through
these instit&tioné. Wherever the better off cultivators pooled their resources,
the poorer sections could hardly get benefit out of that. In fact it was the
deliberate policy to bring Phe rich qultivatois into the ambit of co~operative fuid
to improve their finagcial strength (B;uce 1979 )o - But why should the rich
cultivators deposit their. surplus resources in a poorly organised institution.like
éﬁ-operatives when better avenues in‘the form of direct lending was pussible? It
was these sections who could generate more resources by perpetuating a system of
—ﬁnequal'landholding and other assets, and more importantly moneylending. It was
very unlikely that these better off sections would have come forward with moare
resources for the benefit of tﬁase who were Eor¥owqr§ of such lecans. It is not
surp;iSing that these institutions arose in regions like Punjab which were witnessing
irrigation end agricultural development. In nfher‘areas, these ware essentially
the institutions of potential borrowers, mainly for family livingrexpenSes. And
furthermore, the cd-uperativ;a‘alsu couid not beat the moneylenders as a business
organisation suitable to the needs af the rural‘borrOWers. As Catanach observed:
"It might grant a lump aum‘at sowing time, ﬁo be paid back as a }ump sum at harvest
.time. But in the meantime a child might be boxrn, there might be a WEdding, a
bullack might die, the crop itself might fail, Tﬁa moneylender could grant a new
loan and an extension of time while perhaps raising his interest rates" (Catanach

1970, 69).
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‘1417 Progress im respact of long term co-operative credit was even slower and
confined mainly to tba Madras Presidency which passed a special Co-operative Land
Mortgage Banks Act in 19;4. RHaving originated in the depresssion years, these
institutions mainl& catered to.tha debt redemption purposes and théir capital was
also very limited. The provision of long term credit by the p;imary agricultural
credit societias-was duite impoasibie for théy were not even able to do the single

business of praviding short term credit to the cultivator.

1.18 INADEQUACY OF PROTECTIVE MEASURES: This is how thé problaﬁ of rural indebted-
ness was visualisqd and protectivé measures undertaken to mitigate it¢ The measures,
however, could naot bring any parceptible imprqvemant,'as seen through different
reports, in the life of rural India due to the fact that they attacked upon indebted-
ness alone - sca;inq duwn.debt,lregulafing moneylenders and his terms and conditions.
The provision Dfla suitable and cheap system of credit':ema;ned a great desideratum.
As Prof, Gadgil_absgrved tﬁat "tﬁq protective measurss contemplated no revolutionary
changs in the characte:‘nf the cradit machinery and were profoundly influenced by

s/

considerations of the continued working of the existing c:edit‘machinery“;

1.19 . That was not the end of tﬁe s}ory. The pfoblam of accumulated debt was only

a symptom and the disease.uas,the_low and uncertaiﬁ income of the cultivators.
Moneylenders? deélings-céuld.have been regulated through'coercive-measures, the
standiné debt could have begn conciliated or s;aled down; but thgy were bound

to reappear so long as thé occupation of the culfivator could not give him sufficient
means to subsist. The problem was therefore due to the low level of agricultural-
develnpment inrth§.¥ural areas and the lack of- any sinceré'effart by the British

government towards it.

S/ D. R. Gadgil in a forward tao Swivaswamy (1939) vi.



/ 15/

III. WORLD WAR II AND THE NEW EXPERIMENT

1.20 This was one phase in the debt and credit policy in the country. The World
War II"Hitnassgd a charige ;n-tha tide of agricultural-ﬁrices. The high degrse of
inflation experienced in' the war years had considerably lightened the debt burden
of the cultivators: In a letter to provincial énvernments in 1943, fhg Reserve
Bank atfgued:

#"We observe that the problem of rural indebtednsss, which,‘alonngith a few
others, had practically honopolisad_gqvernment and public attention and evoked
considerable-leéislative,activity during the last depression, appears to have been
relegated to ths-gagkg;aund almast to.the point of being forgotten with the easing
of the situation brought about by the recent r{ss.in prices, W%hen the conditions
assume normality, debtors! difficulties,will begin. to show themselves‘and should
there be-anothexr. depression, they will be accentuated once .again, unless the future
is anticipated now and timely and suitable action taken. Under thg conditions
-created by the war,' agricultural incomeg‘must‘have considerably increased and the
burden- af debt become much~lighte:; The present therefore seems to us to affer an
) unique opportunities for a positive actéon for tackling the problem, which if
axploited to_therfull,'migﬁt ward off the_resurgench in the post war period of

many of the debtaxé"difficultisq“ (quoted from Naidu 1946, 1).

1.21 Ful;owing_thia letter, several provincial governments made inquiries into
the .effect of rising prices on the level of rurai indebtedness., Views of different
provinces were different ;B regard to the. impact of rising prices in different
regions as well as among different strata of cultivators. An inquiry in the Madras .
Presidency - came to the conclusion that the chief baneficiariaa of the rise in farm_

prices during the war years were the most substantial cultivators and the small
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cultivators had actually suffered (Naidu 1946, 43-44). However, it can be said
that there was no marked increase in the money bdrdeﬁ of debt even on the smaller
culfivators and certainly the real burden of the standing debt was reduced to a

great extent due to the changed value of money.

1;22 THE REPDART OF THE AGRICULTURAL FINANCE SUBeCDMMiTTEE: In the.post war.years,
as a part of the reconstruction programme, agriculturgl financea came for special
cnﬁsidération at the hands of the Agricultural Finance Sub~Committee (GOI 1945).
The.Com%ittee was app;inted "to rebort on the wéys in which indebtedness cauld be
reduced and fihaﬁce could be provided.undar ef%icient control‘for agriculture

‘ and anlmal husbandry" After recognlsing the 1mpact of rise in prlces on the rural
debt situation and thé views of different pravznczal governments as regards to its
impact on different regloﬁs and among dlfferent strata of cultivators, the Commxttee

held that a proper system of finance should preceda_a programme of total clearing
of past debt burden. The Committee, thus, recommended compulsory adjustment of
debt to the repaying capacity of the cultivator in all areas so as to .give them

a chance to work on a fresh basis, And this process should be accompanied by a

complete reconstruction of the financial Btructqrb.' .

1.23 The Committee nbsefved that a programme of financial reconstruction should

be the responsibility of the state. Fér ‘the smooth delive?y of the planned
_obJectlves it spec;flcally proposed the state to set up agricultural credit corpora=
tions to make mertgage financs availabla and ?o supply the cradit needs of all
credit-worthy bbfrowars. Though the’Cnmmittee held that the ideal agency for the
purposé would bse é "complete system of co-op;rativs finance", a number of considera-

tions ruled out‘this passibility. One was the inadequate and ineffective spread of

ca-operative movement over the country as a whole, The other was the idea of &
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financial structure amenable to planning snd control, The Committee held that a

‘ Progr;mme of financial reconstruction shou;d‘nat be left to the villagers and it
should be under the responsibility of the state. Morsover, co=-operative organisa-
tions, being autonomous bodies, could'nﬁf'bs relied upon to implement planned
‘objectives unless their autonomy was interfered to such an extent which ;ould

change their co-operative character;_ Thé Committee, thus, strongly rscummendad the
~establishment of a state agricultural cradit cnr;oratian. The Committee merely
added a rider that in those states where the co=-gperators and the government feel
that the co-upérafivés'could undertake all the tasks expected from the corporations,

-

no separate corporations need to be set up.

1.24 Extensive suggestions were made for the development of non-creditworthy
cultivators and landless agricultural labourers and such communities in the areas
susceptible to natural'calémifiés and distress. The problem of these cultivators
was cansidered beyond the aSiiity‘nf any credit agency. ‘Therefore the Committee
recommended a complete plan of rehébilit;tiun worked out and supervised by the

state as a permanent soiutian to the problem of such cnmmunities.- The Committee
récugﬁiSad that unless the economy of‘thesé cultivators and the regions where they
inhabitate are reconstructed by a long tarm.brograyme, it is unlikely that their
credit problem can be solved. In this context the Cnmmittég highlighted the example
.nf Farm Sechrify Administration in USA which had undertaken a masgive prbgramma

of iaconstruction of the poorer farmers in the village.

1.25 Co—qperativa opinions of the country, particularly in Bombay and Madras,
was highly critical of the proposal of having a separate institution for the
purpose. The Government of Bombay appointed the Agricultural Credit Organisation

Committee which recommended in the following terms:
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"A preliminary question which we haa to decide before making our recommen-
dations, was whather the éxist;ng co=operative agancies would be soc reorganised
as to discharge thé functions envisaged by jhe Agriculturél Finance Sub=Committes
with_;eg;rd to the Agricultural Credit Corporations orx whether.a new agency was
necessary. After a study of the position of the co-operative financing agencies in
the pravincé and examining their ability to absarb new clientele, we have come to
the conclusion that fhe existing co-operative agencies can, with suitable reorganisa-
tion and state-aid, carry out the work of the Aéricultural €redit Corporation and

in view of this it is not necessary to start an Agricultural Credit Corporations®

‘(Nanavati 1947, 9). .

1.26 The view of the Agricultural Finance éub-Committee-found little acceptance
alsawhere‘ip the count?y. There was a general preference for the reorganisation

of co-operative institutions with state assistance and support. The co-operative
institutions on their part took up the,challengg and in most provinces they

undertook crop loan distribution scheme with funds sdppliéd by some central financing
agencies like the Reserve Bank. In 1950 came tﬁa Rural Banking Enquiry Committee
(60I 1950) which also suégested, among others, increased advances and accommodatian

by the Reserve Bank to cn-bperativa credit institutions.

1.27 Thus, it took a long time to bring home the lesson th€£ 8 proper institution
for agricultural finance was necésséry for the credit needs of the cultivators.
The growing agricultural sector in the post-war years and the necessity to support
it through the provision of adequate finance and other inbuta became the primary
concefn of policy makers. The emergéncs aof five year Plens and the amphasis on

agricultural productivity in general and the development of small and marginal farmars

in particular, led to a change in the basic approach from "indebtedness™ to "credit".
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Then came the All-India Rural Credit Survey Committee in 1954, which made detailed -
inquiry into the credit and debt situation in rural India during 1951=52 and

made racuﬁmandations for the reorganisation of rural credit in the country.

]



CHAPTER 2

_THE ALL-INDIA RURAL CREDIT SURVEY AND
THE RURAL CREDIT POLICY

2.1 The recommendations made by the Committee of Direction of the All-India
Rural Credit Survey in 1954 (RBI 1954) opened up a new phase in the history
of rural ecredit policy‘inlghe country. This Committee for the first time
provided:a comprehensive .Bmpiricél background on a cﬁuntry-wise basis on the:
debt and credit situstion in rural Indis. Based on its main findings, the
Committee re;bﬁmended_a,long term poliecy for éhe provision of rural credit,
consistent with the planned programme of agricultural development as envisaged

in the First Five Year Plan.

»

' 2.2 In this chapter, the policy pertaining to rural credit following the

" -
. RS

recommendationg of the Rural Credit Survey Committee {RCé ;;re;figr) till the
nationalisation of commercial banks in 1969 is highlighted. Section I begins
with the main findings of the RCS Committee, its major recommendations for the
reorganiéation of ‘rural credit in the country and the implementation of the
recommendations. :In Section II, the emerging rural credit situation during
19&1-62Ais presented. The subsequent policy developments during the sixties
and tﬁafproblems.arising out of their implement;tions ape.dichSSed in section
I11. Section IV outlines the eﬁerging debt and credit situation in 1971-72
followed Gy the pattern of growth of co-operative c;edit(%hort, medium and

long term)during 1951-52, 1961-62 and 1971-72. The final section(V) evaluates

the main issues and evidence pertaining to rural credit during the period.
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I. THE REPORT OF ALL-INDIA RURAL CREDIT SURVEY (1954)

2.3 THE SUBSTANCE OF THE COMMITTEE'S FINDINGS: The Rural Credit Survey was
conducted during the year 1951-52 covering over 127,000 families in 600

villages scattered' over 75 ‘districts in‘thé country. The survey covered, among
others, the demand and supply side of rural credit durihg'the survey period.
'Dn_the_demgnd_side,.ﬁﬁa.su;vay revgaled thatla very high propuriion of credit
borru;ed by the rural households were meant for family living purposes as
distinct from production ekpenditureg on farm business (Table 2.1). The propor-
tion ufvamouﬁtwborrowed for family living.purposes was 50.2% of the aggregate
~-amount borrowed by all-households and this proportion increased from big to smail
cultiéatnrs and fufther fo non-cdltivaturs. Family living expénditpres accounted
for the:larges; prdpnrtion,‘néarly 70% of the total borrowings of the non-
cultivators, while it was 47% for cultivatoers. 5State~wise, borrowing for family
éxpéﬁdituras was-highér ?n‘easternifegions like.Assam, Bengal, Bihar, Orissa,
Rajasthaﬁ, Punjab-PEPSU, Madhyé Pradesh_and Uttar Pradesh as compared to western
and southern states sucﬁ as East>Coast (presqgj_ﬂgﬁ;gg_g}ate),ADeccan region,
Hést_toast;and_wEstern Cotton region (TablF 2.2). On the other hand, the
proportion of berrowing for current ahd'capitai.expendituraa on farm business
Qas_highest in the East Coast (64X) followed by the Western Cotton region (55.3%)
and the North Deccan (52%) .and it was lower,iﬁ;5£étes iike_kssam, Orissa,

Bengal, Bihar, Rajasthan and some parts of -Uttar Pradesh and Madhya P;adeah.

2.4 On the supply side, the survey revealed that for all purposes, the
ndnainétitutional lendexs d;minéted the rural credit market where pogr
cultivators were the main burrok;rs. As indicated in Table 2.3 about 93% of
the total credit obtained hy’the rural households came from na?—inatitutional
sgurces,’ such as moriey lenders - professionals or its agricultural varieties =

land lords, village traders, friends and relatives. Conversely, government,
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t Proportion of Amount. Borrowed for Different

Purposes to Aggregate Amount Borrowed During 1951-52

{Pexrcentages)

Purpose Cultivators Non- All
' cultivators ~ families
Big Large Medium Small Total

' Capital expenditure .

an :Farm ) ' . 35.5 34-7 30.5 23-2 31-5 6.0 27-8
'Eurrent exﬁenditure :

QT farm 13.3 12-1 10.1 6-8 10.6 1-1 9.3
Non-farm business _

Fxpenditure 6.4 4-9 3.3 6.0 - 4.5 18.5 606 ’
Family expenditu;‘e 37.2 41..2 4905 59-8 7 46.9 69.9 50'2
"Dther expenditure

including repayment : .
of old debt 7.2 ’6.6 6.0 3.9 6.0 4.4 5.7
‘More-tﬁan‘one .

purpose: - 0.4 0.5 0.6 0.3 0.5 0.1 0.4

Total 160.0 100.0 100.8 100.0 -100.0 100.0. 100.0

Source. ¢ RBI (1954). ﬁil:Lggig_ﬂgggl_ggggij_éggggyj' Vol. I, Part 1,
The Survey Report, 265 and 293.
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All-Cultivators
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of Amoung Borrowed During

The Year: Regional Data-

26.9

Region Tatal Capital Current None Family Other More Purposa
expen- 8xpen~ farm expen- ©Xpen- than not
diture diture business diture diture one specified

~on farm on farm expen=- purpose
diture
1. Assam 100.0 2%9.6 _ 0.3 2.2 57.1 B.6 1.5 0.8
2. Bihar-Bengal 100.0 21.6 T4 3.0 57.0 2.5 2.0 5.8
3. Eastern Uttar
Pradesh . 100.,0 23.5 16.2 0.6 49.3 2.5 1.6 6.3
4. Western Uttar -
Pradesh 100.0 28.9 4.1 265 46,1 6.0 3.6 8.8
L Punjab-PEPSU 100.0 19.4 5.5 4,3 48.8 T4 14.1 006 :
6. Rajasthan 100.0 21.0 6.9 0.3 42.9 1.2 24.9 2.9
7. Central India 100.0 25.6 5.7 21.0 38.9 3.1 4,9 G.7
8. Orissa and
East Madhya
Pradbihb 100.0. 22.4 5.3 2.5 57.8 5.1 3.5 3.5
9, Waestern Cotton :
region 100.0 21.9 33.8 d.6 31.7 1.2 5.9 5.4
10. North Deccan. 100.0 35.5 1605 100 32.7 403 4.0 6.0
11. South Deccan 100.0 26.8 12.9 1.5 - 38.6 6.1 2.7 1.3
12. East Coast 100.0 43.7 19.4 3.6 25.8 3.3 4.2 -
13. HBBt Coast 100.0 12.3 12.4 12.4 39.3 803 14.5 c.8
All-India 100,0 13.0 4.6 40.9 4,3 6.8 3.6

Source : RBI (1954) All-India Rural Credit Survey, Vol. I, part 1, The Survey Resport,

3o9.
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Table 2.3 Average Borrnwiﬁgs from Different Credit Agency, 1951-52
(Percentages)
Credzt Agency . ‘ B Lultivators Non- All
 Big ~-Large Medium Small Total Cultivators Families

Government 4.5 3.8 3.2 2.0 3.3 1.5 3.1
Cﬁ—operatives 4.0 3.8 2.7 . 1.7 i 1.5 2.9
Relatives T 14,0 14.5 14,1 13.5  14.2 15.9 14.4
Land Lords 0.7 1.1 1.8 2.2° 1.5 4.9 2.0
Agrichltural -
money lenders . - 23.9 24.2 25.9  24.8 24.9 24.8 . 24.8
Professional. o o _ _
money lenders 41,9 - 43,3 45.0° | 49.8  44.8 3a.0 43.8
Traders. and . L .
commission agents 7.6 6.3 4.9 4.1 5.5 9.9 6.1
Commercial banks 1.9 1.4 0.5 0.4 0.9 2.0 1.1
Others 1,5 1.6 0 1.9 1.7 1.8 1.9 1.8
Total - ; 100 100, 100 100 100 . 100 , 100

Souree s RBI (1954).  All-India Rursl Credit Survey, Vol. I, Part 2,
" “The Survay'Réport, 3 and 8. :

'co-operatives and commercial banks, the maiﬁ-institutional sources of credit
in rural ;reas;.ware insignificant as. they together provided about 7% in the
total borrowings of rural huuséholds..-The bbrrowings of cultivators and non=-
cﬁlt}vﬁtars followed m;re or~iess sim?lar pattern sxcept that institutional

sources were even less significant te ‘the non-cultivators. Share of institutional

agencies was very uneven across the states/regions of the country with 23.2% in.
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Bombay prevince, 1B¢Bﬁ in Punjab and 16.3% in Madhya Pradash,:n 0.6% in

Rajasthan, 2.7% in Hyderabad, 3.2%4 in both Uttar Pradesh and West Bengal,

4.1% in Orissa, 4.8% in Bihar and 6;7% in Assam for the cultivator households (ses

Table 2.6 p.37). Particularly importsnt to note is the role of co-opsrative

societies which provided only 3.1% of the borrowings of cultivator households

fnr.the'cuyntry as a whole with 16.2% in Bombay and 4.2% in Punjab to 0.1% in

Bihsr, 0.5% in Assam, 0,9% in. Hyderabad and 1.3% in Bengal (Table 2.6).

2.5 Limited'institutiqnal credit as provided by government, co-operatives

and caommercial banks,_went'primarily to meet the production needs of cultivators

-as their preoccupation was production finance, whereas for consumption purposes,

the cultivatnré had to rély én nﬁn-iﬁstitutional agencies (Table 2.4).

Table 2.4 ¢ Averags Borrowings of cultivators Classified According to

Purpose, Period and Credit Agency.

(Percentages)

- Non-

Repayment

The Survey Report, 6.

. . . . Other:
Credit Agency . Agricultural Agricultural Consumption of‘gld debt
Short Long Short Leng Short Long
Term Tgrm Term Term Term Term
Government 2.8 6.0 - 2.1 1.0 D.8 0.8 0.8
Co-operatives 11.3 2.4 . - 2.2 ‘0.9 B.7
Relatives 7.5 13.1 . T.1 14.6 15.2. .10.6 el
Land Lords 2.1 2.8 1. - 2.2 2.2 2.0 1.
Agricultural
money landexs 34.1 38.7 -25.2 6.2 30.6 - 36.5 50.4 23,2
Professianal N . )
money lenders 25.1 23.3  22.9 84.1 30.9 32.9 10.6 51.6
Traders-and com- - . ‘
mission agents 10.1 8.6 15,6 1.7 12.6 4,3 12.6 8.3
~Commercial bank 1.7 1.8 0.1 0.6 0.1 0.2 -
Others " 8.3 . 4.6 30.8 0.2 4.3 6.9 4.1 6.7
Total , 100.9 - 100,0 100.0 100.0 100.0 100.0 104a.0 100.0
Source :; RBI (1954). All-Indie Rural Credit Survey, Vol. I, Part 2,
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Government finance went primarily to meet the long terms needs of agriculture,
whereas co-operative credit was largely available for short term agricultural

purposes. Mnneylenders, professionals or otherwise, accounted for the highest
Proportion for all purposes and most-importantly for consumption and repayment
of old debis, Broadly speaking, institutional finance was relatively more

important for agricultqral purposes. For consumption and repayment of old debts,

the cultivators had to rely on non-institutional sources.
2.6 On the supply side of rural credit, it would be worth seeing the cless-
wise distribution of co-operative finance during 1951-52 ( Table 2.5).

Class-wise Distribution of Co-operative Finance

Table 2.5 :
s ' by Cultivator Households.

Type of Proportion of Proportion Average amount Amount borro-
culti- families boxr- of families Average borrowed from wed from co-
vator rowing from reported valuagnf co-operatives operatives as
any agency borrowings 1snd owned per family percentage of
’ from co- er famil (Rs. ) . the total
(%) operatives P - y ’ borrowings
. (%) (Rs. ) from all
agencies
(%)
Big" 56.7 5.1 12,951 21.0 4.0
Large’ 59.4 4.5 7,521 13.5 3.8
Medium 60.7 T 3.3 2,353 4.7 2.7
Small 55.1 1.9 1,059 1.9 1.7
All 58,6 3.2 - - 3.1
Socurce : RBI (1954), All-India Rural Credit Survey, Vol.1I, General Report,

230 and 234.

It is seen that a very small proportion of cultivator households borrowed from

co-operatives and this proportion being smallest faor the small cultivators.
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Y

Co-operatives met only 1.7% of the total borrowings of small cuitivatnrs

while it was 38% for the big cultivators. The predominance of co-operative

g

- P .
financa(gg/big cultivators is explained by the criteria of creditworthiness

as uéad by the co-operativea based on land as security and their presumption
-6n)pradiction loans. Since the gmail cultivators had less land 'to pledge as

security and Pruporticnately demanded more consumption loans, the co-operatives

credit wasjsjstematically biased against them.

2.7 These'were the main findings of the RCS Committee., From these findings
what emergeé ié a very.disquieting feature u% the debt and credit situation in
rQral Iﬁd?as.'ﬂural borrowers were almost completely dependent on non-
insfitufianal éredit. Institutiun;1 credit, limited as it was, concentrated
mainly an bié and large cultivators and obviously for pfoductiva purposes.

The small and medium cultivators deﬁandéd higher proportion for family needs,
m;st of whicﬁ were borrowed from noﬁ-institutional sources and consequently
iat higher interest rates (fanging from 27% in Bihgr to 70% in Orissa (RBI
i954, i?i). ‘Since most.qf these loans were contracted from money lenders,
secured against standing crops, iand, promise to offer future labour services,
revision of‘tenurialAarrangements, etc., défault in repayment led to the
expioitation of ignoiant_debt;rs. .THe system of private_crqdit.when interwoven
and interlinkedrﬁith Qarketing became a major av;nue for extraction of
agriculturel surplus from the-poor peasanté; for they had to sell a part of

their crop to the trader-cum-money lender. All these inhibited the production

'[efforts of the cultivators.

2.8 APPROACH TO THE PROBLEM : This was the empirical background based
on which the Committee formulated its abproach to the problem of rural credit.
The Committee clearly recognised that the dependence of a very high proportion

of rural households on consumption loana and hence on moneylendsrs was nothing
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but a systematic reflection of rural poverty. Solution to the problem of
rural credit thﬁs embodied in the whole spectrum of-agrarian reform which the
Committee considéred beyond the scope of any credit institution. However, if
 adaquate credit‘pruvided in time to £hésa who ﬁeeapd it would not only minimise
the dependence of cultiva%ﬁra nnrmuneylenders but siﬁultaneoualy increase
agricultural production through the use of increased inputs. The provision of

an alternative agency would also Ering down the monopoly‘pbsitinn of moneylenders

hitherto enjoyed in the zrural credit mafket. The Committee also took cognisance
of the ubjectivaé of the Firat‘Fiv; Year ﬁlan'which‘envisagéd a "dynamic
pfogramme“ of agricultural production mainly by the intensive use of the land
-aireadylunder‘cultivation. Thi; méant more irrigation, ﬁﬁre ferfiliser, better
seed, ﬁultiple cropping and more gffi;ient cultivatinﬁ gepefally. The Plan
ialén é;viséged‘the development of small andrmarginal férmérs who constitﬁted
ébnut-TD péi éent af the totel holdings ;nd who were likely to grow in number as
a reéult ;f land‘reform. Thhs, the demand for creait - short, medium and long
term - was ta take a largef:dimension particularly for cultivators ;ith smaller
holdinés who suffered much more from the shortage of cr;qit. For all this, =a
proper inatitution fof providing crédit as well as other services such as
‘marketing was‘chlleq for, and the agenéy concerned should be in a position to

coordinate with the objectives of the Plan and simulteneously serve as an

effective alternative to, not necessarily a complete substitute for, the

et -

¥

Private sources of credit.

2.9 SEARCH FOR A SOLUTION: The Committee found the necessary institutional
arrangement in the building up of the system of co-operative credit. Thifty
years of chequered progreaé did notudeter the Cummitfﬁe to refrain from the
reconstruction of the co-operative structure as a solution to the rural credit
iﬁ the cuhntry. The question remains ;5 to why build up a system which had

proved to be weak in a stheme of rural credit? The answer is contained in tha
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Committee's analysis of the grounds on which the variﬁus alterﬁativeé have

been rejected? The Cummittes did not consider fhe stéte as a direct lender,
whose share was even more tﬂan tha{ of co-operativ;a at the time.because of

its inadequécy of amount, indifference to purﬁnse, inappropriateness of security,
daiays in'disburaemént, lack of supervision and co-ordinatinn; Taccavi,

acgordihg to it, was Fn,”ill performed disbqrseﬁent of inadequate moneys by an

ill suited agency" (RBI 1954, 199).".Commercial banks had so.far remained aléof
from the field excebt to a limited exéent for financing traders for marketing of
agricultural commodities. The only alternative was to incorporate the money-
lendef in to the organised system, which'had long been débated, by spprapriate
leéislatipns suited to the need. The Committee made it clear that the "MDneylendér
is himself a part of the problem. Uhilelit would be unrealistic¢ to ignore him,

so ‘also it would be unrealistic in the extreme to incorporate him as a part of -
the solution itself" (RBL 1954, 361). In a system of planned agricultural
_production, much more was neesded than what could be provided by ar individualistic
agency like the moneylender. The cuitiv;tor neadedfguﬁdance in production, in

th; ussv;f credit, in the avoidance of waste and other rélsted services. To

achieve this, loan supervision was nscessary.

2.10 Historically, the co-operatives had this advantagé of adaptability and
familiarity in .Indian scene. In the Committee's view, .no credit structure could
be raised in the conditions which prevailed in India except on the foundation of
a natian-widé argahisation, in the villeges, of ths'prodycers and on impar¥ing
direct responsibility fox administering‘credit locally, since it was impqssible
.fa reacﬁ millions of small farmers individually. The Committee, therefore,
concluded that despite its past dismal record, there was no alternative to the

co-operatives at the village level as an agency for rural credit.
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2.11  Accepting co-operatives as the institutional set up for rugal credit,

the Committee went on to idéntify the factors responsible for the failure of
co~operatives in India. The major reasons for the failure were eithsr inherent
in the movement or were outside it. The inherent factors arose from lack of
funds, stress on land as sacurity for loans, and the small and uneconomic scale
of operdtions of the societies. The more important causes were, however,
outside the movement éuch as the.domination of caste within the villags and the
-unequal comp;titinn and uppositinn from the -moneylenders and traders, who were
_in'a‘pbwerful ﬁnsition s;ppartad by a sfrong urban'economy. .The Committee

contended that the success of co-operatives could be ensured provided the tauses

of itg. failure were adequately dealt with.

2.12 " INTEGRATED SCHEME: BASIC APPRDACH:V Tﬁe necessary conditions for the
success of cu-operativeé were esmbodied in the "Integrated Scheme" of rural

credit, the salient features of which were as follows:

(i) STATE PARTNERSHIP: To enable co-operatives to withstand the
opposition from the vested interests and to create efficient leadership, the

Committée rfecommended the state to provide financial resources to the

ﬁf"

their board of management so as to ensﬁge the implementation of right policies.

cn-operatives in the form of share capital and to féprésent state nominees

(ii) FDRMATION OF LARGE-SIZED SOGCIETIES: Since the pattern of

! -

co-operative societies had been small-sized confining ?n the yillage, they wera
not aBle to provide adequate business and, thus, had to depend on the services
of honorary secretaries.- The>Committae recommended to form largg—sizad
societies either'byramalgaﬁation‘nf smaller ones or by fresh registration;

covering a group of villages with.raasnnébly large membearship and adequate share

capital.
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(iii) ;RDP LOAN SCHEME: To do away with the lending policies basad on
land, the Committee reéommended the crop loan syatem, whose basic elements were:
(a) production is the main .purpose of the arrangsment of finance; (b) short
term,lqéna are given on the basis that & crop is anticipated; (c) the loans
ara related ;n amount to estimated outlay in raising the.crop, and (d) recoveries
are‘made, as and when crop is sold, from the proceeds ﬁf-the sale {(RBI 1954, 433).
Thus, the -crop loan system by shifting the .emphasis from land to crop as security,
brought in even tenants as potential borrowers, by relating the size of the
loan to the requirements of business, it emphaaized‘prndudtive-purpose; and by
matching the maturity of. the loan to the digpusalruf the crop, it assured
recovery. Finaily% by haking provision for extendingrthe amount in instalmants

and slso in kind, it emphasized the aspect, of supervision.

. (div) ;L;NKING CREDIT WITH MARKETING: Linking ;reait with marketing was
recommended to provide a built-in mechanism for recovary of credit and to enable
the cultivator to obtain .a fair érice(ff)hisprnduce. In operational terms
this implied-that primary agricultural credit society should become a member of
"a marketing snciaéy;qr pioyide:marketing‘servicea'on its own. The co-operative
credit thus .made a.combination of credit, input supply and marketing. Such
diveraifg of eoperations by thé societies was meant to spread the management

costs over a wide range of activities.

L]

{v) LONG TERM CREDIT: 1In.so far-as long term credit is concerned, the
Committee reteined land mortgage banks ‘as the agency and ownership.of land as
the security for raising long term.loan. Having arisen in the depression
years, thesé agencies‘;are mainly providing loans for the repayment of old debts.
- The Committes ruled_out tha‘possibility of the PACSAproviding long term credit;
for these institutions had not been able to do the single business of providing

short term credit satisfactorily. Imn fact, the problem of overdues of the

i/
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PACS made the ‘land mortgage banks risk conscious in the face of their

scarce resource position. Specific recommendations of the RES Coamittea

with regard to long term credit were: (a) to have a minimum structure
ennaisging a'Fentfal Land Mortgage Bank in each state with primaries throhgh
which it should operate; (b) to provide loans for productive purposes and

for agricultural deve;opﬁent; (c) to raise large resources through floatation
of xrural debentures and special develoﬁ%engal debentures augpnrted by
government guarantees; (d) to cu-nrdinéte with the agricultursl development

schemes of the Plan; and (e) the state gavernmenta to ensure the financial

soundness ‘of the bpefaticn of banks through the provision of special staff.

(vi) ROLE OF THE RESERVE BANK: The Committee assigned an important
rol; to EDE.Raseivé Bank in implementing the integrated scheme and co-
ordinating . the training'activitigs of the co-operative credit organisations.
Recggnisihg the iﬁability of the societies in.the short run to raise
adequ&te'reéourcas from their share capital and dapasits, fhé Committee
'récnmﬁehded the RéserQe Bank~td make prgvisioh for funds on a liberalised
‘basis. For short term wing, the Cnmmitte; recommended the Reserve Bank_ to
‘make short term ac¢commodations at the beginning of the cxrop season and for

long term credit structure, to make direct loans to the land mortgage banks

“and to coﬁt;ibute to their debenture programmes.

{vii) PROBLEMS OF SMALL EULTIVATDRS: The prablems of small cultivators
were ‘at the’forefront of the.Committee's approach. 1In terms afrits own
findings, the co-operative credit was biased agains£ the small cultivators
because they had less land'to_offér as’ security and their demand was
con;umptinn loari -{RBI 1954, 234-35). Butithe post-important point was that

the scale of operation of the society was so small that whatever amount was

shared by the bigger and most influential cultivators, for it were °
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they who not on;y controclled the management of the co-upargtives, buf alsa
wers responsible for raising such resources. LUnder such circumstances, the
Committee recommgnded that if adquate resources could be putlat the disposal
}of the co-pperativas by state’participafinn énd Reserve Bank's financial
accoﬁmodation and with the presence of state nomineés in their board of manage~
ment and with a purposeful lending policy such a; crop ;oaﬁ based on crﬁp as
security, the c:qdit-w;rthy cuitivators would not be‘handicapped due to lack
- of credit. The problem of qpnaumption loan was thought to be beyond the scope
.Wof any institutional agency. The Committee observed that a ‘planned programme
of agricultural ﬁroductian with its componentAauchlas lénd reform, refnfm of
&arketiﬁg system, and réform towards productive use of assets bg land coqsolida—
tioh and better yater maﬁégement cauld tak; cere of the problems of such
farmers and of rural poverty in general. The Committee merely added that "such
needs.(cunsumption neadé)’uill be automatically covered if the quentum of crop
lpans ~ as so much per acre‘of the particular crop cultivated - is properly

fixed for each area after taking into account all relevant factors" (RBI 1954,433).

2.13 These were the major recommendationsof the RCS Committee as embodied

in the integrated scheme of rural credit.

2.14 IMPLEMENTATION OF THE INTEGRATED SCHEME: Y  The recommendetions made

by the RCS Committee were generaily accepted by the central and state governmentse
and provided the basis for the reorganisation of co-operative cradit in thg
country. iﬁte Reserve Bank assumed the rols of & catalytic agent in implementing
the agreed policies in'co—operatipn with the central and state governments and
the po-operétive organisations in the co#ntry. The framéwurk pertaining to the

short and medium term co-operative credit structure consisted of three tiers,

viz., the State Co-operative Banka (SCBs) at the apex level in each state, the

1/ For the details af the implementatiuns of the RCS Committee's recommendations
see RBI 1969, RBI 1981, RBI 1983 and RBI 1985,
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- Central Lo-operative Banks (CCBs) at the district level, and ihe Primary
.Agricultural Credit Societies (PACS) at  the.village level. A£ the time when
the Rural Credit-Survey was conducted, there ware st least a few states in
-which-the SCBs-did not exist and there were others in which, though in existence,
;fhese state level banks were not.functioning satisfactorily. At the intermediate
level, manyiaf,thE‘Ccﬁg.uere weak, having dinadequate areas of operstion, small
deposits and -heaavy overdues. The primary level was chaf;ctefised by a large
. number . of . weak and ‘uneconomic 'societies and many of these had become moribund

on account of, heavy overdues.

2.15 In-building up the co-operative credit structure, the first step the
.Reserve Bank.tock was to get the SCBs and CCHs strengthened or established in
stheir .respective :area of operaticns, where they-did nof'exist, by state
,gﬁvernmentsm. The Reserve Bank drew up special ‘programmes of rehabilitation
3in“the.case of weak SCBs and CCBs, 'by:initiating ‘measures to recover overdues,
.to improve the quality of the'administrafive-and‘supervisory staff, etc. As
regards fhe primar;es,,steps“uere‘tékeﬁ to amalgamate the-ﬁsak-and unecanomic
"societiestinto'lérge-sizéd ones covering more villages and more households as
members.. .

2.16 -Thg"méjérqrnie'fhé Reservé"ﬂank’play?d was in the sphere of financial
“accommodation to the éo-aperatfvé credit institutions. The National Agricultural
Credit (Long Term-ﬁperatinns):Funds was created in 1956 with the Reserve Bank

to make long ferm loans available to state governments to enable them to
contribute to the share capital-uf the co-operatives at different laevels. The
Reserve Bank made provisi&nSﬂfur«short.term accammudationvtn CCBs at a
.concessional rate of 2% below the bank rate which were utilised by the primaries
for extending crop loans and loans for marketing of crops. Since the deposit

and share capital base of the co-operatives were low, the crop loan schemas
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undertaken by the primafias in the initial years were mainly supported from
these accommadations. To cope with the problem of crop failure due to natural
calamities and distress, the National Agricultural Credit (GStabilisation) Fund
was créatad ;ithithe Reserve Bank in 1956 to be utilised for converting the
short term accommodations for crop lngns into medium term loans. This was to
help the primaries to gxtenq_the similar facilities -to the cultivator borrowers
to convert their-short term‘crﬁp loans into medium term for the crop affected

by the natural calsmities, thereby making them eligible for fresh laans.

2.17 In the sphere of long term credit, the land mortgage banks were considered
as the promoter of_agricultural development through the pravisioh of long term

creditQ The organisation of the land mortgage banks took federal in structure

in most of the states where a Central Land Morfgage Bank (FLMB) at the state
level financed the cultivators-through affiliated Primary Land Mortgage Banks
(FLMB) at the lower levels. Some states adopted a.unitary system where the CLMB
itsalf'aperatad thrnugh‘it; branches at the district, tehsil or block levels.
The CLMB began.r;ising funds fqr their loaning operations by issuing erdinary
agd,rural.dehentures;‘ The state governments assisted the banks by .subsidising
their management. costs, contributing share cepital and guaranteeing debentures.
The banks in their turn were to reorient their Loaning operations by formulating
and financing schemes of productive nature im the sreas which had seen or were
shortiy to be brought under irrigation and in the~community‘deve%upmant project
aresas. |

2.18 All ihese were the efforts made following the recommendations of the RCS
Committee tﬁidevelop a state partnered co-operative credit structure in the

‘country.
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Il. EMERGING CREDIT SITUATION DURING 1961=62.

2.19 The period immediately following the RCS Committee's rscbmﬁeﬁdations
was mainlx»dqvoted to implemeﬁting and assimilating the agreed policies.
Adhieve;enfs durin§ this period was seen from the All-India Rural Debt and
Investment Survey conducted during 1961-62 (REI 1965),'mainly an the lines of
the Ruralkc;edit Survey, 1951=52., Within such a short peried of time one does
not ;xpect a very significant change in the demand side of rural credit and

‘we mainly cdncqnt&ate here on the supply side, which ﬁrovided groundg for the

poliéies during the sixties.

2.20 According {u the survey, the share of co~operatives on an all-India
b;sis'in fhe>¢otal borrowings of cultivators increased‘%rum a2 meagre level of
3.:%lin 1951-52 to 15.5% in 1961-62 (see Table 2.6}. In 1961-62, compared to
1955652;-£he most remarkable improvement in co-operative finance was in the
states of Maharashtra and Gujarat and also Mysore (present Karnataka) which

. : In 1952, .

uere;furmenly parts of Bombay Prasidancy.[mfhe share of co-operatives in the
total bnrrowinés of cultivators in'Bombay-Pre;idency was 16.2%. In 1961-62,
co-operatives provided 38,3% in Maharashtra, 25.7% in Gujarat and 20.6% in
Mysoré. " These were the leading co-operative states during 1951=52 aﬂd they

A shuwea s£eady‘and-continued progress. Besides @EE;} states which showed progress
during the‘periud ueie Dri;sa (2.7% to 16.6%), Madhya Pradesh (3.1% to 17.44.),
Uttar Pradesh (2.2% to 16.6%), Madras (2.2% to 16.5%) and Andhra .Pradesh; which

! wag_jg;gggngiE‘Eyderabad (0.9% to 12.7%). However, the growth of co-operatives
was very insignificant in Assam (0.5% to 1.7%), Bihar (0.1% to 2.6%),

Rajasthan (negligible to 3.8%) and West Bengal (1.3% to §.9%). During 1961-62,
the share of co-operatives was 10,5% in Punjab, 11.9% in Kerala and 11.4% in
Jammu.and Kashmir, for uhich comparable data for 1951-52(%;;;ut available. Thus,

the pattern of growth of co-operative credit, thuugh’impressiva judging from

all-India data, was marked by wide regional variations. The role of government
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Table 2.6 : Cash Loans Borrowed by Cultivator Houssholds According to Suéices‘: 1951-52, 1961-62 and 1971=-T2.

State - f?af Government Co-operatives® C°mm§§:§:§ Landlords Agricultural Profasaionai Traders and Others including
| ) - . ._ | i ‘ , ki _ moneylander muneylanden commission relatives
; (1) (2) (3) (4) (5) (6) | e (8)
= . e
1. Hyderabad 1951-52 ~ . . 1.8 a0 - 3.2 22.2 50,7 10.6 10.5
Andhra Pradesh 1961-62 0.5 12.7 15 - 0.4 59.3 9.6 10.2 5.8
197172 0.9 7.3 1.9 . 12.0 35.8 10,0 18.3 13.5
2, Assam 1951=52  -6.2 0.5 - - 17.6 R - T 0.9 67.3
1961-62 " 4.5 1.7 - - 8.1 10,8 | 1.0 33.9
. 1971-T2 3.1 B.5 0.5, . - 2.4 9.8 14,2 15.6 T 456
3. Bihar 1951-52 4.7 0.1 - 4 7.0 (I . - 6.0
1961-62 1.0 2.6 - 0.1 62.7 14.8 6.3 12.4
1971-72 6.1 4.1 - . 102 40.4 13.1 z 2.9 23.2
4. Gujeréat 1964-62 1.1 25.7 - - 5.8 6.3 | 11.6 49.4
- 197172 3.0 36.3 . 0.9 2.6 5.0 | 27.0 2.2
5. Haryana 1971-72 1.2 15.1 - 10.4 18,2 14.6 | 19.3 19.0
6. Himachal Pradeshi97T1=72 11.9 14.4 5.4 8.2 1.6 12.8 35.7
7. Jammu & Keshmir 1961+62 - 11.4 8.3 7.0 4.6 | 18.8 57.8
197172 0.4 5.9 0.2 0.3 3.1 47.6 X 42.3
B. Mysore 1951-52 - - e 1.1 78.3 7.6 3.9 8.2
1961-62 6.1 20.6 1.8 3.1 0. © 9.2 17.7 .
AIne12 1.4 14,3 13.4 32.2 12,7 5.2 18.0
195162 St 11.9 1.2 1.2 3.3 8.3 - 6249
1971-72 1.9 29.9 1.5 7.2 1.1 } 9.0 32.4
10. Madhya Pradesh 1951-52 12.8 3ot 0.8 13.9 52.4 | 2.1 13.5
~ . 1961-62 1.2 17.4 0.1 34.0 281 | TE 7.6
197172 - 2.0 18.5 2.3 1648 29.1 ! 19.5 10.6
11..Bombay 195152 46 16.2 o/ 15.6 23.1 10,0 27.3
Maharashtra 196162 8.3 38.3 o3 16.2 8.5 | 3.6 24.9
197172 3.3 31.2 32 8.5 5.2 | 10.5 36.1
12. Drissa 1951-52 1.4 2.7 - 7 of 5.0 B2.9 | 0.1 7.8
| 196162 4.2 16.6 - 0.2 15.1 28.8 | 19.8 15.3
197172 4.0 16.4 B 95 25,7 12,4 | 1.5 27.2
13, Punjab 1951-52 ! 14.6 4.2 R 332 0.4 30.3 - a7.2
1961-62 2.1 10.5 S o 3%e 30.9 16.5 | 3.6 32.6

1971-72 1.7 293 40 509 6.8 4.5 22.5 | 25.2
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(1) -(2) (3) (4) (5) {6) (7) (8)
14. Rajasthan 1951-52 0.6 - - 0,5 - B5.8 0.4 12,7
. 1961-62 0.8 3.8 0.1 - 26.3 23.8 18.3 26.8
197172 0s6 3.0 1.0 B 19.4 23.9 31.1 19.9
15. Madras 1951-52 2.3 2.2 2.5 D.4 50.7 22.5 15.5 3.9
1961-62 2.7 16.5 1.2 0.2 59.8 6.8 2.3 10.5
.Tawil Nadu 1971-72 2.7 19.8 1.5 11.3 25.8 13.4 4.2 21.3
16. Uttar Pradesh 195%-52 0.9 2.2 0.1 1.4 21.7 51.8 3.1 18.8
1961 -62 2.6 16.6 0.4 0.2 35.9 20.0 6.9 17.4
197172 5.4 10.8 1.2 3.7 2.1 26.4 T.7 24,2
17. Bengal 1951-52 1.8 1.3 - 3.2 2.1 58.9 0.5 32.14
West Bengal 1961-62 2.1 5.9 6.1 1.7 28.1 4.0 9.7 48.5
1971=72 10.4 6.2 0.6 3.0 11.4 19,2 8.3 40.9
All-India 1951=52 3.3 3.1 0.9 1.5 24.9 44.8 5.5 16.0
. 196162 2.6 15.5 0.6 0.6 36.0 13.2 8.8 22.7
197172 3.1 16.7 1.5 5.8 19,1 15.6 14.5 23.3

Note t Totals may not add upto 100 due to rounding.

# Includes both short and long term credit provided by PACS and LDBs.
Source : RBI (1954), RBI (1965) and RBI {1978a).

-+
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and commercial banks remained almost unchangad during the period.

2.21 The survey also gives some idea about the relative impaortance of

co-operatives in the total borrowings of cultivators smong differasnt asset

groups.

househqlda borrowed from any agency, only 9.4% resorted to co-operatives. The

Proportion of families borrowing in the lowest asset group was only 2.6% which

increased progressively reaching 19% for the highest asset group.

It is seen from Table 2.7 that at a time when 52% of the cultivator -

The propor-

tion of gultivators borruwing from- co-operatives to those borrowing from any

agency, proportion of borrowings from co-operatives .to tota) borrowings and

average borrowings per acre, all increesesd from group to group along with the
size of the assets.
Table 2.7 : Borrowings of Cultivator Households During 1961-62 -
Asset-wise
Asset group. Propor- Proportion of Prﬁpor- Propor- Propor- Averag
(5. ) tion of families bor- tian of tion of tion of borro=-
‘ cultiva- rowing from those borrow- amount wing
tor house- AR Coo borrow- ings borrow- per
holds Y opera ing from from co- ed from acre
agency t?e ~ co-opera-~ operati co-oper
1ves. tives to ves acco~ atives
those bor- untsd for to total (Rs.)
rowing by differ- amount
from other ent groups borrowed
agencies '
Less than 500 6.5 45.8 2.6 5.7 g.5 5.1 1.81
500 - 1000 9.2 47.3 3.9 8.2 1.5 7.3 2.38
1000 - 2000 24.8 49.0 6.2 12.7 7.4 9.6 2.81
2500 - 5000  23.3 53.4 9.4 17.6 14.3 12,6  3.66
5000 - 10,000 18.6 55.9 12.3 22.0 20,7 14.2 4.42
10,000-20,000 10.7 55.7 15.4 27.6 21.4 16.5 5.36
20,000 & asbove 6.4 54.4 19.0 34.9 34.2 23.1 7.33
All-asset _
graoup '100.0 52.0 9.4 18.1 100.0 15.5 4,81

Source : RBI (196%), 127-128.
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2.22 The picture emerging from the sdpply side of rural credit during

1961-62, thus,“révaals that though co-operatives have shown significant progress
in Maharashtra, Gujarat end Mysore,(;;)waa very_ﬁeak in eastern states and in
Rajasthan."Assét-gruup-uise there appears to have been no significant impact
on the total borrowihgé-of cultivators on smaller holdings and thus, they

continued to remain depéndent-on the non-institutional agencies..

III. POLICY DgVELQPMENTS DURING SIXTIES AND PRUBLEM§ oF IMRLEMENTATIDN&]
é.ZQ The émerging credit situation during the sixties as marked by wide
regional pattern of growth and almost nagligib;e ;mprQVEment fo; the cultivatore
o; smgller holdings attrégtéd the attention of the policy makers and thus,
émphgsis was placed more on tHéSE regions and sections to implement the agreed
p;licigs. We now see £he process of implementation of the agreed policies

during the sixties and the problems arising out of their implementation;

2.24 REURGANISATIDNzUF.PRIMAR!ES: As we have already observed, the reorga-
nisatipn of primaries at the village level-fnllphing the recﬁmmendations of the
RCS Committee took the form of large-sized ones covéring more villages and
villagers as members. However, neither the Committee nor the RBI thereafter
clarified s to how many villages were to be covered to form a large-sized
society. nDuring the,proéess.;f rsorganiaétinn it was felt that, in many areas,
: thergocieties were formed by campﬁlsorily amalgamating smaller societies, which
adversely affactéd their cc;operetive chgractar. In some others, therfprmation
-of sﬁch sacietiés covered very extsnsive areas of operation‘due‘to the small
size of villages and fhin spread of population; and it was doubted if -these

" societies Qould effectively serve the needs of the small cultivators in the

far-flung villages.

to : ’
2.25 Taking objection/these, the Committee on Co-operative Credit (GOI- 1960)

0™ s s
advacated viability as the.criteria for the future reorganisation of the
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éociety at the village level. A viable society, according to the Committes,
should render within a reasonable time.the more important services expected
from them without depending upon tha financiai-suppurt'frum government, exc;pt
for a limited period. The Committee recommended that a viable society should
éovsr a maximum population nf 3,000 (or 500 to Gbﬂ‘cultivating families) and
the peripheral villages .should not be at a distance more than three te four

miles from the headquafter village.

2.26 . The organisation of societies based gn viability was aEcépted by the
state governments. The broad norms of a viable society were spelt out in the
" conference. of state ministers of co-operation in 1964, such as the ability of
the énciety to appoint a full-=time paid secretary, to set up a regulerruffiée
and'to meet the requisite expenses required for its operatien. In operational
terms,‘viébility dépended not anly on the size of the soéiety but also on its

. \ . ;
quantum of business, extent of working capital and operational .efficiency with
reg;rd to resources and recovery, which were obviously to be different from
area.to areas ‘The state governments were‘tn.surﬁey the area-wise stanﬁards of
loan business needed for a viable society, taking inte account regional facturs;
The viable societies were to be rehabilitated with appropriate subsidy and
share capital and.thé weak societies were to be amalgaméted or liquidated. The

entire programme was to be completed by 1966-67.

2.27 Data provided by the Reserve Bank show that only 27% ué the societies
ip the country wers viasle at the end of June 1971 (the earliest year for which
data for most ﬁf the states Qere available). The proportion ;f viable saocieties
was as low as 2% in Andhra Pradesh, 5% in West Bengal, 8% in Uttar andesg,

13% in Jammu and Kashmir, 19% in Himachal Pradesh, whereas it was gg high as
97% in Héryéna, 71% in Tamil Nadu, 45%'in Kerala and 43% in Gujarat. In other

states it varied between 20% in Maharashtra to 34% in Orissa. Only 39% of the
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societies were having full-time paid secretaries at the end of June 197t
for the country as a whole, which was one of the important pre-requisite of

viability.

2.28 Thus, the viability programme as designed by the Committee on Co-operative
Credit (GOI 1960) was not implemented. .Many state governments did not conduct
surveys till 1966-67, and in others, such surveys were conducted once-for-all
‘and- not révised from time to time (RBI 1969, 442-65). The standard of loan
business and the area of operatinn'required for a viable society (was) based on
ad;hoc decisions, 2/ and in many cases were uniform for the state as a whale

and did not take intoc account regional variafiunai A major problem faced during
the process of reorganisation was that existing units were very reluctant to
amalgamate.  Factors such as inter-village. rivalry, iack of contiguity among
villages and the appreh;nsion of the management to lose in the context of a
.merger made the amalgamation programme very difficult. 3/ 1t was also very
difficult to mF¥9? a dormant snciety‘with long standing overdues into a better
‘one.' At the end of June 1971, 8 large number of societies were remaining as
dormant in Assam (75%), Rajasthan (49%), West Bengal (31%), Tamil Nadu (174),
Mysnfe (16%) and 0¥is5a (14%) indicatingwthe nhn-implementation of the

rehabilitation programme in these states.

2/ . In fact, no quantum of business was fixed till 1973 by the Reserve Bank,
when the Working Group on Co-operatives for the Fifth Five Year Plan translated
the viability ecriteria into concrete terms to achieve a minimum credit business
of Rs.2/= lakhs per year. In May 1976, the RBI suggested to the state governments
that. a normal cropped area of 2,000 hectares of land should be able to provide
the minimum business of Rs.2/- lakhs per year.

3/ . To quote an official Report: "In the states where co-operative credit

has made an impact and is impressive in wvolume, the control-of a village society
has come to mean much in terms of prestige, authority and even sometimes access
“to political influence ... In fact, it is one of the hopes underlying the
programme of reorganisation that the -larger unit will help defeat the exclusive
tendencies and vested interests now present in some single village societies in
which credit is denied to members of certain castes or factions because they are
opposed to those who are in control of the'society. There is an understandable
reluctance to let go this source of influence where the socisties are powerful
end strong.in terms of volume of resources handled." (RBI1 1969, 460).
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2.29 In this context it is worth noting the findings of a study conducted
by the Planning Commission to ‘examine the viability of the co-operative
Societies during 1968-69 on the basis of a 9% sample. The study revealed the

following:

’

~(a) Seventy-eight per cent of the societies had a population coverage
upto 3,000 each, wheregs societies with a population coverage of 3,000 to
5,000 and 5,000 to 10,000 accounted for 13% and 6% respectively of the total

number of socigties.

(b) Almost half the societies had a membership upto 100 each and
-accounted for about 15% of thértutal membership of all societies. 0n the other
hand, sopiefies having membership exceeding 1,000 each comprised 2% of the

' total societies, accounted for about 22% of the total membership.

" (e) About 30% of the sdcieties-had no deposits at all, while another
24%.of the societies had deposits only upto R.250 each, Less than 5% of the

societies had about 77% of the total deposits held by all the societies.-

(d) About 35% of the societies did not advance any loan during 1968-69,
.while another 25% of the societies had advanced total loans upto only fs.1,000
each and their advances, accounted for only 0.03% of the total advances of all
societies.

{e) Thirty-eight per cent of societies had appeared in the group of

overdues exceeding 75% of the outstandings.

2.30 fhi; was the picture at the all-India level. Considerable regional
variations were found among the s}ates. In coperational terms, as the study
shnws,.the prométion of viable units depended on many factors. Thé size of

the society was the first requirement to be undertaken by amalgamating or
liquidating éhe dormant ar‘weak~sociatisa.' In the absence of its iﬁplemantaticn,

the uneconomic size of the society stood on the way of attaining viable
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primaries at the base lavel.

_2.31 IMPLEMENTATION OF THE_CRUP‘LDAN SCHEME i Along Wwith the reorganisation
of primaries, the cfnp lan scheme was to be implemented throughout the country.
However, Ehe:a wés_na clear guideline as to how much to advance per acre for-
iqdividual CTops. It was alm;st entirely depgndent on the discretion of the
management of the societies and thus, lending policies cnniinued to be guidad

Aby vested interests and ad=-hoc decisions.

2,32 In a move towards further rationalisation of th; scheme, the Reserve
Bank issued a crop loan manual (RBI 1966) in 1966 indicating the proc;dureslto
be followed for sanctioning such loans. 'Thgvmanual envisaged that a scale of
finance per acre fo; indi;idual crap to be determined at a field .workers!
conference convened every'yea: at the district level. The scale thus arrived
at should be split int; cash - and kind component. The cash component should be
fixgd at one-third of the average value of gross produce per acre for each crop
and the kind component by the extenf of fertilisers, etc., used. The scale
thg; fixed sﬁoulq‘be extended on appropriatg instalments to prevent misutilisa-
tion angrto be followed by supervision. By determining such scale on a
croh—cuh-gcreag;.basis, thé’c;op loan system notionly tpok into accﬁunt‘the
.aize of the land but also £he extent of irrigation, quslity of soil, technique
of cultivation to the extent that diffe?ent Crops grown ipdicata sugg
differences. _The'ldans were to be extended on the basis of crop as spcurity
or on the basis of surety. The manual reiterated to effectuate recovery of
the crop loan by };nking credit with ma;keting.

2.33 The progress towards tha impleméntation of the crop loan scheme was
neither,hnifnrm nor complete throughout the country. The three basic elements
of the scheme - to advance loans on the bésis of crop as security or surety,

in kind and to link credif with marketing - have not seen proper implémentation.

+
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The share of loans advanced by CO—OPerFtiVEB secured against crop as

security and surety was about 364 in 1961-62, which increased to 62% in
1971-72. This proportion was certainly less when about BD%‘tu 90% of the
total loaﬁs were advanced as crop loans which could have been secured against
cro# as security and surety. The share of loans advanced in kind was only
1.6% in 1961-62, which inc:aased marginélly to 2.5% in 1971-72, &/ The link -
betw;en-credit—and m;rketing has not.been eqtablished except in a faw states,‘
in few_aréas.and in respect of some cash crops.. During 1961-62, only 5;8%

of the total recovery of PALS were recovered by the:sale proceeds of the
members either by undertaking marketing activities by the PACS themselves or
by linking with a marketing.society. During 1971-72, the total recovery of
short term loans by such means wasv11.1%. This was, "however, confined.to‘few
regions and crops. For instance, the amount recovered by marketing and
processing societies in_thg two states {(Gujrat and Maharashtra) acccﬁntgd foxr

" about 82% of the total short term loans recovered by all PACS through marketing

and, processing societies during 1971-72.

2.34 The r;asuns for the non-implementation of the crop loan scheme.-is not
difficult to see. The schéme as emerged over the.years required co-ordination
of a numbe: of activities, such as proper estimation‘of credit need; on a crop-
Cum-acreage basis, timely and adequate supply of inputé, repayment arrangements
Suited to the ability and convenience of the farmers and effective machinery
for recovery of loans througﬁ marcketing facilities., To estimate the credit
Needs per acre for individual crops, éhq society should have complete and up to
&ata_data of the land held by each member and the crop raised by them, that too

for irrigated and unirrigated separstely. To supply inputs on credit before

s These data are based on the All-India Rural Debt and Investment Survey,
196162 and All-India Debt and Invastment Survey, 1971-72, which cover all
agencies, inclusive of private agencies.
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' :ultigation dependa on the ability of the society to procure such inputs

in time .and iniadaquate qyantity and to supply at points conveniently
accessible to the cultivatnr7 Post disbursement supervision requires adequate
staff and appropiiate organiéat;un. Recovery of loans-through the marketing
society‘reédxgathat after the harvest the members are to deliver the c?op to
the society which would deduct the loans from the proceeds before paying them
the balance. Even it-wndld be.ne;essary.for somebody from the staff of the’
so:%ety to remind all the members of the réspective obligatist at the sppro-
pPriate time and if need arises, to fallpw the movement of the produce to the

society.

2.35 All ;heéé were beyond'the’ability of the societies to undertake. . The
uneconomic size of %he societies accompanied by-the small scale of-operatiun
stood in their way to implement the crop loan scheme. As already observed,
many societies did nut-save_a full-time paid‘secretary; let alone other staff
for supervision. Moét of thaisocieties were dependigé on the honorary services
of their members, which was limited to the luan-disburseménf periods. ' The
'maﬁagerial efficiency and servicesrrequifed from a banking institution was
hardly_fnrtﬁcn;ing from them ﬁnd injmany areaé they became too passive
iﬁsfitqtions to iépiemeﬁt any desired policy. They faced rasouréa conétraint
and avsubsfantial‘part ofhtheir resnurceélwere tied ﬁp in receivables (to be

discussed shortli}

2.36 As a result, the old system of granting loans on the basis of the
value of assets owned by‘the'cultivatq:_rather than production-worthiness as
'detérmined_by‘the crcp—pum-ac:que_basis continugd to be practised in many
areas (RBI 1969, Chawdhury andﬁSharma 1970, Deshpande andJPadki 1971 and

RBI 1974). Credit limit fixation of individual:barroﬁérs continued to be

largely guided by vested interests and ad-hoc decisions and had little relevance
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to actual field conditions. There were wide scale diveraions of crop loans
from -approved purpnses.éf What the Gadgil Committee observed in 1945 that
"loans are not advanced as and when they are required by sach member but are
disbursed to allron one day once in 8 year" (GOI 1945, 50) continued to be
Practised in many areas. In times n% natural calamities ;nd distress, the
availability of co-operative credit became scarce. Although there were
prnceduraé‘to copg‘witﬁ such exigencies, such as extending fresh loans and
converting past due short term loans to medium term, these procedures resulted
in delays and loans for the next crop were not available (RBI 1974, 72-106).
Since the crop was the only asset created by the loan, the co-operatives lost
‘their hold over the crop in the absence of an effectivé link between credit

and marketing and this affected recovery.

.2.37 The scheme, by sﬁifting'emphasisrfrom land to érnp as security made
possible for the tenants to‘#ecome potential borrowers. The uncertain rights
in land and the unfair terms of tenancy have all stood on the way of implemen-

- tation of thé scheme for the tenants.éf The Crop Loan Manual (RBI 1966) made

* special provisions for tenants whose interests in land were not identifiable,

5/ A study by. the Planning Commission revelaed that of the 946 sslected
borrouers, sbout 40% had diverted the short term loans amounting 23% of total
amount. Slmllarly, 40% of the medium term borrowers had diverted 35% of
such loans from the avowed purposes {GOI 1965, 177-183).

6/ One can best quote Wolf Ladejinsky who made a report in 1963 on tenurial
conditions in IADP districts, "Such tenurial conditions are obviously not
conducive to agricultural production ... & co-operative society will not provide
him with a short term loan unless he (tenant) produces a lease deed from the
landlord or his signature on the application. Even where the tenants succeed

in all this, the maximum loan he can get is very small. There is ample evidence,
therefore, that the vast majority of tenant cultivators are paor investors and
the package programme aimed at reaching every farm family is bound to suffer
accordingly. ... But if the co-operatives continue to treat . .iinu~ %0 4re-t
the tenants neither in the terms.of social justice nor from the point of view
of practical considerations vis-a-vis the package programmas, the Government
.should assist the tenants to acquire the loans bypassing the co-operatives if
necessary. " (LadeJJnsky, 1968).
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such as to producé solvent sureties, to receive loans against the security
nf.gﬁld or silver ornaments; but their implementations have been bogged down
by various bréctical and legal difficulties (REI 1969, 489). The scheme,
however, succeeded in the areas whers mostly commercial crops were grown.
One finding of -the RCS Committee was that the larger and more intensively
developed the production activity of a region, the larger proportionately is
the demaﬁd for credit.l/ Areas growing commercial crops and intensively
developed areas with irrigation facilities raised more resscurces in the form
of aepuéits and share c;pital and tﬁus financed more number of members. The
societies in these é:eas éarned more -profit, could appoint full-time paid
Secreta;y_and uthér staff and thus were able to implement the crop loan
scheme; On the other hand, areas groging food crops and less developad
regionirequired less credit. and did not benefit equally from the crop loan

system.

2,38 RESOURCES FOR THE CROP LOAN: One major problem faced by the co-
operatives -to implement the crop Ioan‘scﬁeme was the resource constraints
required for the lending operations. Being organised on a8 voluntary basis
the.sociaties were to mobilise deposits and share capital from the members. -
The pfovision ofk;hare capital by the state government and the short term
financial accammodations by the Reserve ﬁank were expected to be trangitory
arrangements. Hn;ever,'theqincreass in the resources mobilised by the
co=aperatives was not commensurate with the expansion in the lending npur;tions
and in many areas, the societies cnntinued to depend, to s large extent, on

Borrowings from higher financing agencies, particularly from the Reserve Bank.

1/ In a recent study in Maharashtra, it was found that sugarcene sccounted
for about 40% ‘of the loan with only sbout 1.5% of the gross cropped area,
whereas food grains and o0il seeds accounted for about 30% of the loan having
much larger proportion of the gross cropped arsa of the state (Government of
Maharashtra 1985, 354).
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2.39 However, the initial didpulse‘df providing as much resources to the
co-operatives by the Reserve Bank slowed down, when the trend in overdues
positions of the co-operatives began mounting. The Reserve Bank became
inéreasingly resistant about the pressure that resocurces which could not be
;aised iqternall& should be provided by it.g/ This was follo;ed by a series
of g?ipulations by the Reserve Bank, which along with certéin other structural
aspects, affected the ability of the societies to expand credit operations

on a larger scale.

2,40 At this point, it is necessary to see the norms of short term accommo-
dations by the Reserve Bank, as evolved over the years. Follﬁwing the
recommendations of the RCS Committee, the Reserve Bank provided the‘short term
accommodations by granting a maximum credit limit to the CCB through its SCB.
The limit was determined on basis of a multiple of the owned funds with

reference to its audit classification of the cencerned CCBH, as follows:

Audit Classi- Maximum Normal Limit Exceptional Limit
ficatiaon
A 3 times owned funds 4 times owned funds
B 2 " " , " 3 " n 1]
C e— 2 L [} n

This implied that during a particular year, a CCB with 'A' audit classification

is eligible for drawing funds from the Reserve Bank equivalent to 3 times of

8/ This was evident from the Governor's address at the conference of State
Ministers of Co-operation in June 1960: "It is partly a question of our ability
to give credit, but it is even more a question of the ability of the societies

to sbsorb credit. We are prepared to take certain risks, but it would be

wholly contrary to the charter which the Reserve Bank got from the parliament

of the country to go beyond what may be legitimate risks, and merely because of
pressure all around, to go on pumping more and more money without being resonably
assurad that the money will, in fact, be used for the purpose for which it is
meant, ‘that it will result in increased production and as a result of increased
production the money will be given back" (Quoted from Ghosh 1979, 188).
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the owned funds under normal circumstances and 4 times under exceptiaonal
circumstances. Such standard classifications were intended to build up the

owned fund base and operational efficiency of the co-operatives.

2.41 Fq}lbwing the recﬁmmendatinns of the Mehts Committee (GDI 1960), two
additional conditicns came to- be impu;ed for the credit limit sanctioned by the
RBSEtYE Bank: the min@mdm gnvolvement and non-overdue cover. The former
required that the co-operatives should have a certain amount of loans outstanding
from its own resources,.the amoupt being stipulated according to its own funds-
cum=audit classification. The condition of non-overdue cover implied that the
.Outétanding dues to the Reserve Bank under thé credit limit sanctioned be
matched by loans cutstandings from the PACS for the purpose which have not become

- ° Fl
overdues.

2.42 While thé mqﬁi:g§ behind the imposition of such conditions was desirable,
their sudden imposition and the inadequate allowance it made in cefrtazin areas
limifed.the ability of. the societies to draw more resources from the Reserve
Bank to suséain expanding ‘lending operations. The iﬁternal resnurce§ of the
co-operatives in the form of share capital and deposits were very low in many
areas of the country. As we havé already observed that during 1968-69, about
B0% of the societies had no deposits a%t all, while another 24# had deposits i
only upto 8&.250 each. The level of overdues ;lso increased year after year(BEé
Table 2.17 p.76) and in many states the absolute level of overdues exceeded even
the ;wne& funds and depusits.put together.2/ The increase in the level of
overdues and the inadequate internal-reso;rces of the co-operatives in the form

of owned funds and deposits resulted in lower utilisation of credit limits

year after year sanctioned by the Reserve Bank (Table 2.8).

2/ The Study Team on Overdues of Co-operative Credit Institutions found that
averdues of PACS as on June 30, 1972 at R.377 crores exceedad the owned funds
(Rs.292 erores) and deposits (Rs.75 crores) of such societies by R.10 crores.
Overdues exceeded the owned funds and deposits by 21% in Andhra Pradesh, 178% in
Assam, 77% in Bihar, 41% in Madhyas Pradesh, 35% in Orissa, 56% in Rajasthan,

36% in Uttar Pradesh, 149% in West Bengal (RBI 1971, B8).
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Table 2.8 : Extent of Utilization of the Reserve Bank's Limits for Short-term

Agricultural Purposes

(Rss crores)

Year : Total limits Higher level of % of col. (3)
sanctioned by outstandings to col. (2)
the Reserve Bank )

(1) (2) _ (3) (4)
1964265 199.87 163.85 ‘82
1965-66 212.66 172.17 ) B1
1966-67 ' 257.50 179.37 ' 69
1967-68 324.40 207.01 64

State~Wise Data During 1967-8

Andhra Pradesh 20.12 - 11,88 56.1

Bihar ' 9.20 5.72 62.2
Gujarat | 30.80 23.15 7542
Haryana " T.68 5.74 74.7
Kerals ' 6.30 4,32 68.7
M.P. 24,31 14.78 60.8
Maharashtra 70.90 . 42.92 _ 60.5
Mysore —7 . 15.34 12,73 83.0
Drissa L 7.34 4,31 58.8
Punjab . 25.49 17.67 69.3
Rajasthan : 9.45 4,71 49.8
Tamileadu 31.50 16.32 o 51.7
y.P. ' 32.68 20.34 61.9
West Bengal 0.10 0.03 30.0
Goa, Manipur, Pondicherry

& Tripura 0.65 0.55 80.0
Total 298.47 189.86 63.6

Source : RBI (1969), 719-20
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2.43 Similar problems were faced in the aress where intensive agricultural
prnducti?n programmes were undertaken since the beginning of the sixties, such
as IADP in 7 dist¥icts -in 1960-61, IAAP in 117 districts in 1964-65 and HYVP
in 293 districts in 1966. The agricultural technology was to take new dimen-
sion in- these areas with new varieties of seed, higher dose of fertilisers,
pesticides and connected inputs. The aemand for credit incresased considerably
to step up the adopted praﬁtices.aﬁd thé co-operative credit structure, being
.the sole institutional agency in the field, were expected to respond te it.
However, the intérnal weakness of the cé-nparatives as regard to.resnurces and
recoﬁery made it impusgible'to extend finance on a larger scale. Inadequate
deposit mobilisation coupled with growing overdues also affect;d the eligibiiity
~of fhe_societies to utilise the limits set by the Reserve Bank (see Table 2.9).
Lo-operative instituti;ns bacame extremely inadequate to meet the growing
"demand for credit arising out of technological change in agriculture. The
Working Group an Co-operatives in IADP districts found that out of 577,091
memb;rs;of'the co~operatives for whom farm ﬁlans were prepared, 315,661 or
about 55% were actually financed and but of the estimated credit reduirements
of Rs. 20 38 crores, only R,10,04 crores or about 49% was actually disbursed to
members for whom farm plans were prepared (GGI 1966 156). In a study ‘
conducted in 1967-68, ‘it was estimated that Fhe selected socisties had met
only a fractioﬁ of the total short yérm credit requirements in respect aof the
scale of finance fixed in the respactlue areast 30% in Broach, 14% in Bellary
and 7% in Shahbad {NCAER 1972). The Andhra Pradesh study revealed that the
share of co-operatives showed decline at a time ‘the demand for credit increased

due to the adoption of improved agricultursl practices (Rao, et. al. 1974).

2.44 The Reserve Bank took cognisance of this situation by further libera-

lising the short term financial accommodations limit, such as special credit
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Table 2.9 : Credit Limits Sanct;nned by tha Reserve Bank of India and Apex Banks
‘and the Drawals Against them {1964 65)

(s, in lakhs)

Name of the Credit limit sanctioned for Maximum limits availed of
bank 196465 during 1964-65

Reserve Total limits eanc- Apex RBI Total

] bank tioned by RBI and bank .
. Apex Banks

Kumbakonam 100 114 27.50 72.00 99.50
Thanjavur 125 138 23,00 120,25 143,25
Eluru ‘ 186 196 24,30 106.55 130.85
Krishna - 125 135 4.95  91.45 - 96.40
Rajshmundry 40 as 9.56  33.49 43,05
Raipur . 80 80 - 14.50 14.50
Pali 33 o 42 1.50 26,00 27.50
Ludhiana ’ 50 70 20,00  50.00 70,00
Burdwan 70 : - BO 11.95 53.40 65.35
Kalnakatwa = 24 a0 9.35 - 24.00 33,35
Cachar - 32.37 10.04 - 10.04
Sambalpur 67.50 i T5 1.886 28.68 30.56
Mandya 120 120 - 76.80 76.80
Seral 60 60 . .- 20.00 20,00
Alleppey 40 40 1.61 29.74 - 31.35
Palghat a7 aT - 25,36 42.83
Annah=-Buean 20 50 33.98 8,85 35.21
Soraan-Bhatua 25 50 30.45 4.76 13,00
Bhandara - 170 13.00 - -
Aligarh 80 100 19.34. 80,00 99,34
Total . 1292.50 1684.87 '242.41  865.83 1108.24

Source : Ministry of Food, Agriculture, Community Development & Cooperation,
Expert Committee on Assessment and Evaluation of IADP: Sscond Report .

- (1960-65). Annexure VIII p. 73.
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limits in the areas undergéing intensive agricultural programmes. and

Provision for new and non-defaulting members. However, the Reserve Bank
emphasised more on building up thg urganisatioéal efficiency and strengthening
the infernal resource ‘base of the co-operatives rather than extending financial

accommodations beyond certain limit prescribed by it from time to time.

2.45 CROP LOAN AND THE SMALL FARMERS : The non-implementation of the crop
loan scheme in its true spirit created evidence of small farmers being neglected
by the ;u-operatives {Karve 1958, GOI 1960, GOI 1964, RBI 19665,RBI 1969,

Rao 1970); hccordiﬁgly, there was growing demand to bring about further

operational changes in the losning policies and procedures of the societies

S50 as tb'facilitate the flow of credit to the weaker sections.

2.46 following the recommendations of the Mehta Committee (GCI 1960) an
individuai‘maximum borrowing power came to be enforced to ensure that the needs
‘3Df tﬁe small cultivators were not sacrificed in favour of the larger ones.

From mid-sixties, further stipulations came to be imposed requiring the large
farmers to plaugh back.theirﬂown resources. Fo;lowihg the recommendations of
the'Mirdha Cpmmitte;'on Co-operation (GOI 1964), states wére asked to enforce
the pr;vision of open mepbership, provision of appeal against refusal of
membership, reporting of loans to members of managing committee at general
body me;tings, etc. To encourazge the financing_of small farmers and to alleviate
“the risk of the societiés arising out of their default, a scheme was designed
to‘givé‘outright grants by the government to the societies for the creation of
-special bad debt reserves with the societies. The publication of the crqp
-loan manual (Rél 1966} also simplified many cperational aspects of. the loaning
pdlici§§; such as provision of loan against surety, reducing the down paymaent

for getting loans from thebsoéieties,-etc.
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2.47 All these measures could do little to bring about a qualitative

change in the distribution of credit. The presence of vestad interests in

the rural community had succeeded in frustrating every effort made to benefit
the weaker sections. 1o/ in spite of the provision of open membership and

the appeal againgt refusal of memberskip, the coversge of small farmers was
very small in relation to their total number. The Reserve Bank study of small
farmers in 12 districts of the country revealed that in all districts, the
Proportion of large farmers reporting co-operative ﬁembership was higher than
that of small farmers and it was particularly marked in 11 districts (RBI 1975;
59). Even within the group of small farmers the study found a diréct relation=-
ship between the size of groés farm income and co-operstive membership. Among
the reasons‘for non-membership in co-operatives were lack of owned funds.
unwillingness to borrow, cumbersome procedures for getting loans and inputs,
lack of awareness of facilities and lack of expected benefits. The NCAER study
also revealed that the membership of the societies below 2 acres of holdings
were 3.3% in Broach, 9.4% in Bellary and 14.8% in Shahabad to total membership

" (NCAER 1972,?t8f). .+ A study conducted in Maharashtra revealed that membership

19/ The hold of the vested interests can be best quoted from the report of
the Public Accounts Committee of Fourth Lok Sabha as follows: '

" The Committee are disturbed to find that the vested interests are
subverting the working of co-operatives in the country. Thesa interests have
managed to perpetuate themselves in office and cornered the lion's share of the
society's services for self, friends and relations. A host of devices have been
employed by them such as restriction on admission of fresh members, avoiding
general body meetings, manipulating elections, employing near ralations in the
paid services, not recovering their loans, etc. In the result .... very often
15 to 20% of the membership are in a position to get major benefit from co-
operatives. The scope for self .... and personal enrichment should be very vast
indeed.... The Committee recognised that the vested interests in co-operatives
cannot be tackled in isolation from the rest of the community, that the problem
has to be viewed against the background of the political climate of the country,
the social tradition, and the general lack of educational development,
Nevertheless, what can be done to remedy the situation has not yst been attempted”
(Quoted from Ghosh 1979, 204). '
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of the sucietigs was largely confined'to,those having irrigated land, while
the majority of unirriggtad small farm;rs either do not become members and
even afteﬁ becoming meﬁbers do not.borrow or borrow only small amounts
(Govt. of Maharashtra 1976, 24). ff/ The NSS study of the weaker sections of
the rural society,~, comprising lowest 10% of cultlvatlng households during
the year 1969=-70 reveql?d that about 94% of the households needing short term
loans were not approaching any agency or not hopeful of getting loans

(see Table 2.10). The major reasons were iaportad as inadequate a#seta,

unhelpful attitudes of the agencies, assets already burdened by past debt, etc.

2.48 The situation was not very aifferent in the areas where new agricultural
production‘grogrammes were undertaken. Bnrrowsd.funds assumed %arger importance
fdr the small f%rmars to undertake new agriculturql technology.lg/However,
?énefits accrued to the.more'affluant farmé;s. ‘ﬁany studies revé&lad a Qtrong

pogitive association between farmers adopting high yielding varieties and the

size of the farm (Rao 1975, Sen 1975, GOI 1969).

2.49 The success of crop loan scheme for the small farmers depended on

many factors, some are simply procedural and some are administrative, which

‘were not implgmanted properly in many areas of the country. But the most

important factor was the creation of an effective leadership within the village.

-

11/ The study also observed that "though the very small holders experisnce
some difficulty. in seeking admission into the co-operative credit structure ...
once they are admitted there is no evidence that they suffer from any handicap"
(Govt. of Maharashtra, 1976, 23). 0One wonders if such small holders get
admission into the co-operative societies, they would receive any sympathetic .
treatment at the hands of thase they had to struggle for admittance.

12/ A study by Ray (1971) revealed that borrowed funds as per cent of cash
J/expendltura are greatar in the case of small farmers adopting new technology
comparud with large farmers, indicating greater dependence on borrowed funds.
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Table 2,10 : Percentage of Households nat Approaching any Agency or not Hopeful. of Getting Short-Term” Loan
by Reasons during 1971=T2 '

, ) Percentage of houssholds not Pe:centage ef households not approcaching any agency or
States approaching any agency or not not hopeful of getting short term loan by reasons

hDPETUl of getting Zoan to h.hSe 55918 in assats agencies ' unhelpful others not
needing short term loan, adequate already like govt./ attitudes recor

burdened co=-op. bank in these’ ded

by post within agencies
debt _ radach

1. Andhra Pradesh 92.45 _ . 31,60 12,52 - 17,55 19,08 19,25 -
2. Assam . . 96,51 ' 41,08 9.05 21.36 14,95 13.56 -
3, Bihar . 95.99 ' 35.01 10.18 15.30 29.19 10,32 -
4, Gujarat 81.45 27.64 9.27 16.06 11.78 31.68 3.5
5, Haxryana 44,25 - - - - 100.00 -._ -
6. Jammu & Kashmiz © 90.10 5,35 '5.98 31,10 54.23 3,34 -
7. Kerala 92.47 - ’ 37.46 3.29 T.77 33,06 18,42 =
8. Madhya Pradesh 92.68 38.16 10,53 10,53 30,26 6.58 3.9
9. Maharash tra : 87.59 50.00 16415 7.09 - 15,35 11,02 . 0.3
10. Mysore 93.60 38.27 30.50 7.59 10.51 13.13 .«
11, Orissa . 98.39 64,24 4,12 9. 71 20,29 1.64 -
12. Punjab - 94,70 _ 34,12 " 4.56 13.97 39,15 8.20 =
.13. Rajasthan 100,00 - 32,94 15.29 11,77 20.00 17.65 -
14. Tamilnadu 93.72 | 47.85 13.74 4.23 18.92 15,26 -
15, Uttar Pradesh 97.75 35.10 11,32 14,31 19.92 19.35 -
16. West Bengal 94.78 34.40 9,81 " 6443 36,92 12,44 -

"AlY-Imdia®* - —- < v ——93384 -~ - - - T --oa8,00 - 13,21 - 11.95 T "2%.60 - 14,8 033

L3

*  Includes Union Tar:iforias

Source: NS5 (31978) 81,
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The principles of co-operation such as mutual-vigilé}ce and self-help

were ogi!_iggtsrms. The principle of sta#a partnership could help little

- in creating an effective leadership which owes its origin to the internal
weakness of the rural society. In a society with casta based hierarchical
gtratification, which often coincides with sconomic hierarchy, particularly
at the bottom, access to institutional credit on a co-operative basis may
be denied to a large méjority of cultivators, who are located at the bottom
of both the hierarchies. To qu;teVVictur S. Doherty, who observed in his
report on IADP in Raipur district, "™ ... it was the initial and continued
mistake of fhé primary co-operative societies to rely on goodwill and joint
action where none could be expected. The co-operatives have gone +the way
that could have been predicted in a society which leads to be made up of

fairly monopolistic factions for both cultural and economic reasons"

{(quoted from Miles 1971, 5).

2.50 These were the efforts made during the sixties to implement the
agreéd'puliéies following the fecﬁmmendations of the RCS Committee.in 1954, The
achievement during the period was seen from the All-India Debt and Investment

:SurVay conducted during 1971-72, which is discussed in the following section.
III EMERGING DEBT AND CREDIT SITUATION DURING 1971-T72

'2.51 1In the following pasragraphs, a comparative picture of the demand and
supply side of rural credit during 1961-62 and 1971-72 is presented. Since
co-aperatives were the sole institutional agency in the organised sector,.

this is followed by an assessment based on the patfern of growth of the co-

operative credit (both short and long term) during 1951-52, 1961-62 and

1971-72. .
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2,52 On ‘the demand side, ane can see that the dependence on consumption
loans has increased over the decade, thalshare of which in the total
borrowings for cultivators increased from 46.6% in 1961-62 to 48.6% in 1971-72
(Teble 2,11}, In 1951-52, family expanditgreé accounted for 46;9% of the
total borrowings of the cultivator households. This implies that over the

two decades, borrowings for family expenditures has inc?eased both in
proportion and absolute amount. The proportion of borrowings for current

and capital expenditufe‘nn farm'business (prﬁductive purpoaes)‘ has also

- inéreased from 35.6% in 1961262 to 40.4% in 1971-T2. 1n fact, the proportion
‘of borrowings for productive pﬁrposes has incréased,proportiunately more than
'the'bobrowihgs for consumption_purpoées.and'this has happened at the cost of
loans for repayment of old debt, which declined from 5.8% in-IéEi-GZ to 2,3%
in A971-72. The pattern of change that emergéd at the all-India level remained
broadly same at the state levels during the periud; For both the periods,
family qxpendifure was relatively maore impnr£ant than curreﬁt and capital
expedditure on farm busi;ESS in eastern states plus Rajasthan and Jammy and
'Kashmir in caomparisan with states such as'Maharashtra, Gujarat, Pumnjab), and

Tamil Nadu. The share of loans for capital and current gipenditures on. farm

‘susiheasﬁaﬁdfuadadfin;:l&vthé-siatds except Assam, Karnataka, Maharashtra and
Rajasthan, which show a decline in the loans for this purpose.

. 2.53  As regards different groups of cultivators, the proportion of amount
demanded for consdmptiqn purposes iﬁereased and that of production loans -

{for capital and_cﬁrrent expenditure on farm business) decreased.aa we go down
from housgholds in fhe‘highef asset greﬂps—to‘ﬁouseholds(Eg-ths higher esset
groups| to household§ in the lower asset groups (Table 2.12). Housgholﬁs in the
lowest asset group of R.1,000 utilised 69.8% of their total loansrfor cunsﬁmption
purposes and 17.5% for productive purposes. The smaller the cultivators,

larger was their demand for cansumption pﬁrposes and rasverse was the case for

demand for productive purposes. However, considering the share of individual -



/ 60 /

Tableg -2.11 @ Classi%ication of borrowings of cultivators according to purpose

for 1961-62 and 1971-72 - state wise-

(percentages)

Current and Capital Household Other expenditure
expenditure on farm expenditure including repayment
business . of old debte.
61-62 T1=T72 61~62  T1-T2 61-62 T1=72
Andhra Pradesh = 36.9 44.1 39.7 45,3 23,4 10.6
Assam. . 33.3 31.6 56.5 43.9 1042 - 24.5
Bihar 1848 23.8 6041 5746 . 211 18.6
Gujarat 1.6 46.1 51,7 43.7 6.7 10.2
Haryana ° = - a1 - 44,8 - 13.5
Himachal Pradesh - 26.2 - 63.5 - 10.3
Jammu and Kashmir 11.3 27.2 82.2 60.5 6.5 1243
Karnataka | 44.0  36.3 40.4 49,1  15.6 14.6
Kerala 14.8° 29.0 '59.7 5044 25.5 20,6
Madhya : Pradesh 37.5 . 4641 45.4 . 45.5 1741 8.4
Maharashtra 60.9 54.1 31.5 42.2 7.6 3.7-
Orissa ' 19.5 23.3 49,6 52.4  30.9 24.3
Punjab 30,9%* 48.1 5T.5%* 38,8  11.6%* 13,1
Rajasthan ' 0T . 23,2 5T.2 6Be6 12,1 . Be2
© Towilnadu ' 4602+ 52,9  31.2  38.0  22.6 9.1
Uttar Pradesh 30.8 3T.9 . 45.1  5T.6  24.1 4.5
West Bengal  23.9 373 55.0  51.4 2.1 11.3
AlleIndia® 35.6 40.4 46.6  48.6  17.8 11.0

* Includes Union Tertitories
*# Includes Haryana ’

Source: RBI (1965) and RBI (1978a),
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groups of cultivators in the total borrowings of all cultivators, it is

seen from Table 2.12 that households in the highest asset group of over

&.1D,ODQ accounted for the largest share in all assat groups, accounting
over 60% of the total borrowing for consumption purposes.

lowest asset group of up to Rs.1,000 accounted for the smallest share

Households in

for

the

in the

aggregate consumption loans borrowed by all asset groups, with only °

“1.9% of the total borrowings for consumption purposes. Thus, the demand for

consumption loan is not restricted to the smaller cultivators.

The demand for

: cdnsumptionrlﬁans classified according to credit agency is not available,

which would have given an idea as to who borrows how much from which agsncy.

Teble 2.12 : Classification of Borrowings of Cultivator Households
According to Purpase, 1971-72
] : ’
[ u
o -
a w o
[ Y C 4 c ’ [1] .
o [~ e o 0 E n 4
3 oAk © o o
0 cC oo ccxa H a
H 0903 Qo o4 o 3 H oW
o~ -~ 0 - [} ~ 3 Cc
. + 0K LABPCD 0 Qe o ~
L. 2 ML o HmWCOoD £ o E [
0 = o'® oL U c @ c 43 >0 +
0 av.c Qe H O n o @+ o P o
] 030 OOHK®M = B+ L ooan | ol
< H O 0 “ ©-3 3 3 o X ++ C O 0D
' a.cao a o o+ 0 o O BOo
0 - 1,000 5.% 0.6 (17.5) 1.9 (69,.8) 1.6 (12.7) 1.3 (100.0)
1,000 < 5,000 31.0 7.4 (22.9) | 17.6 (65.5)| 13.8 (11.6)| 12.8 (100.0)
5,000 -~ 10,000 23.1 - 12.4 (31.1) 19.1 (57.5)] 16.8 (11.4)} 16.0 (100.0)
10,000 and above | 40.2 79.6 {46.4) | 61.4 (43.0){ 67.8 (10.6)| 69.9 (100.0)
All asset group 100.0 1 100.0 (40.4) [100.0 (4B.6)}100.0 (11.0)]100.0 (100.0)

Note:

Source:

Figures in brackets indicate percentage shares of borrowings for each
purpose in the total.

RBI (1978 a)
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2.54 On the suﬁply side, there was not much change in the share of co-operatives in
the total borrowings of cultivators during the period (see Table 2.6 p.37). As wa
have already sesn, the hropartion of borrowing by cultivators from cu—bperativas
increased f;am»§f1% in 1951-52 to jS.S% in i961-62. During 1971-72, the share of
co-operatives was only 16.7% in the total borrowings of the cultiVat;rs. The share
of co-Operétives inchaSed'Substéntially in Pﬁnjab (10.5% to 29.3%), Gujarat

(25.7% to 36.3%) and Ka;alaﬁﬁ11.9% to 29.9%) ana marginally in Tamil Nadu (16.5% to
19.8%) and Madhya Pradesh.(ﬁ7.4%ito 18.5%). Though the share of ca-upérativas
incressed marginally in Assam (1.7% to B.8%), Bihar (2.6% to 4.1%) and West Bengal
(5.9% to 6.2%), they cqnstiiuted very insignificant position in the total borrowings
of éultiQaturs. In. other statas; the share of co-operatives actually declined such
as Andh¥a Pradesh (12.7% to 7.3%), Jammu and Kashmir. (11.4% to 5.9%), Karnataks
(14.3% to 11.9%), Orissa (16.6% to 16.4%), Rajasthan (3.8% to 3.0%) and Uttar Pradesh
(16.6% to 10.8%). In Maharashtra, though the sh%re of co-operatives declined from

38.3% to 31.2%, it still constituted a significant proportion.

24395 The contribution of co-operatives is seen in the total borrowings of cultivators
which include both bnrrdwihés for production and consumption purposes. As the )
co-OparatiVE credif aggncieé were designed mainiy to lend for productive purpoae;,
'ralating;their contribution to’ the to;al borrowings of cultivators would no doubt
underestimate their role in a éituatiun where most of the rural borrowers resorted

tb loans Tor consumption purposes. ;ar this raéaon, we have presénted in Table 2.13
the coniripﬁtion of co-~operatives in fﬁe total borrowings for current and capital

13/

expenditures on farm business.

+ 13/° This attempt has the obvious limitation that co-operatives alsa provide a
portion .of its loans for non-farm business purposes. Purpose-wisse classification

of borrowings from different sources is not- available -in the present reference.
Official statistics of the RBI show that the proportion of loans for non-agricultural
purposes was well below 10% for the period (RBI 1971-72),
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Table 2,13 : Importance of co-operatives in the Total Berrowings of Cultivators
for Farm Business Expenditure, 1961-62 and 1971-72]
Total borrowings Total borrowings Percentage Percentage
for capital from co~-oOpera- of col, 3 of col. 4
" States expenditurs on tives?2 over over
farm business (. crores}) cal, 1 cal. 2
(Rs. crqres)
ﬁ961-62 1971=72 1961-62 1971=-72 1961-62 1971=72
(1) (2) (3) - (4) (5) {6)
Andhra Pradesh 48,6 ° - 35.0 14.4 6e3 29.6 18.0
Assam 1.8 - 1.2 D.1 D.4 5.6 33.3
Bihar 11.5 1.2 1.6 ‘2.8 13.9 17.9
Gujarat 29.5 33.5 18.2 26.7 61.7 79.7
Haryana - 17.2 - 6e5 - 37.8
Himachal Pradesh - 2.4 - 1.5 - 62.5
Jammu and Kashmir 0.9  B.9 0.9 0.6  100.0 66.7
Karnataka 35.2 30,9 16.5 12.8 46,9 41.4
Kerala . 5.7 6.8 4.9 10.1 -86.0 (jﬁaiﬁ\
Madhya Pradesh 28.2 42,1 13.0 18.4 46.1 43.7
Maharashtra ' 50.6 52.1 31.8 32.6 62.8 62.6
Orissa 2.6 3.7 2.2 2.8 84.6 75.7
Punjab 18,43 39.6 6.37 25,2 34,23 63.6
Rajaathan 2.5 24,0 4.1 3.4 12.6- 14.2
Tamilnadu 47.1 §52.1 16.8 20,2 35.7 38.8
Uttar Pradesh 49.9 64.5 27.0 19.4 54,1 30,1
West Bengal 11.4 16.5 2.8 3.2 24.6 19.4
AllfIndia4 . 373.9 433,7 160.6 192.1 43,0 44 .3

1. These estimates may not tally with the figure of total loans and advances mads
by the PACS published by the RBI in its statistical Statements Relating to the
Co-operative Movement in India due to the following reasons : The survey data

excludes non-cultivating landowners, artisans, etc
by the statistical atatements, (b) Borrowers of the co-operative societies

villages surveyed may be residing in the urban areas, and (c) Book

loans of the socisties may not get reflescted 'in the survey data.
short and long term and for farm and non=farm business purposes.

Haryana. 4.

Inclusive of Union Territories.

Source: RBI (1965), (1978a).

« whose borrowings are covared

in the
adjustmente of
2. Includes both
3., Inclusive of
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.1t is seen that this proportion has increased marginally from 43.@* in
1961-62 to 44.3% in 1971-72. The incresse was particularly significant in
Kerala (86% to 148,5%), Gujarat (61.7% to 79.7%), Punjab (34.3% to 63.6%).
States like .Andhra Pradesh, Jammu and Kashmir, Uttar Pradesh, West Bengal,
Karnataka, Madhya Pradesh .and Urissﬁ, the shere of co-operatives in production

loans actually declined during the decade.

2.56 This implies . that the ca-oparativeslhava not been able to meet
eqﬁigg;y the borrqwings for prududtiun needs of cultivators in_all states.
Comparing the proportion of borrowings for productive pu;puaas in Table 2.11
with the share of co-operatives in the total lqans for productida pﬁrposes
in Table 2.13, it is seen that the c;—aperatives have playad & significant

fele in the states where a_larger-prapurtion was demanded for productive

purposes.

2.57 The role of government and commercial banks remained very insigni-
ficantszhich increased from 2.6% to 3.1% and 0.6% to 1.9% during 1561-62 to
1971272 respectively (Table -2.6). Thus, the‘non—inatitutional sources of
credit still predominated till 1971-72 in the ;tates where institutional
agencies had not made much impact. The share of non-institutional agenciés -
landlords, money—lendérs of professional and agricultural varieties, t;aders‘
and commission agents - was particularly significant in Andhra Pradesh (79.6%),
followed by Madhya Prad;sh (73.6%), Tamil Nadu (69.1%), Rajasthan (68.44%),
Bihar (63.94), Orissa (63.9%), Uitar Pradesh (60.3%) and Assam (59.9%),

where as it was lowest in Kerala (20%), followed by Gujarst (23.7%) and

‘Maharashtra (28.6%).

2.58 One feature that stands out from the rural credit market is that in
some states the share of non-institutional agencies has declined along with the
increase in the share of agencies termed as 'others'. Between 1961=-72, the

increase in the share of this 'ether' agencies was significant in Assam
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(33.9$'to 45.6%), Bihar (12.4% to 23.2%), Orissa (15.3% to 27.2%4),

Tamil Nedu (10.5% to 21.3%) and Uttar Pradpsh (17.4% to 24.2%). In West
Bengal this-sﬁare was 40,9% in 1971-72. Thus, the apparent decline in the
rolé of money lenders in ﬁhegg states is open to doubt, for increase in the

share of this 'other' sector may mean that the moneylenders 'still continue

to operate in different form (Ghatak 1977, 106).

2.59 ASSESSMENT.BAS$D.UN CO-COPERATIVE STATISTICS: The pattern of growth
, _ S -
of prima:y agricultural societies for the short and medium &a:m'credit
(Table 2.14 fnrlall-india—data-and Tables 2.15 and 2.16 for sﬁgke-wise data)
' an& land deveippment banks for the medium and long-term credit (Table 2.19
for all-India data and‘T;ble 2.20 foé state-wise data) during the peried
1951-52, 1961-62 and 1971-72 are presented in fhe following paragraphs.
State—wise.data'for the yeér 1951—52-are not giveanor a direct éomparison
with the year is not possible due to the reorganisation of states. We have
consiaéred the pattern of growth of PACS ;nd land development banks because

- they are the most important delivery system for the cultivator at the retail

level.

42f60 | PROGRESS OF SHORT AND MEDIUM TERM CREDIT: ASPECT OF COVERAGE: The
reorganisation programme follewing the RCS Committee recommendations led to

the increase iﬁ the number of societies from 1,08 lakhs in 1951;52 to 2.15
lakhs in 1961-62, that is doubled in ten years. The number of large-sized
sncieties.covering more villagés, either by amalgamation of small societies

or by fresh registration, stuﬁd at 8,213 in 1958-59. As already abserved,

the organisation of the sﬁciéties following the recommendations of the Committee
on Co~-operative Credit (GOI 1960) took in the form of viable society. Due )

to the amalgamation of smaller societies end the liquidatian of dormant societies,

the number of societies ceme down to 1.57 lakhs in 1971-72.
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Table 2,44 :Progress of PACS during 1951-2 1961-2 and 1971-2 = All-India

‘ 1951-2 19612 1971-2
1. Nimber of sacieties (lakhs) 1.08 2.15 1,57
2. Number of large-sized socisties 8213 7822 -
_ : (1958-9)
3. Percentage. of sacietigs‘viabla - - 34«5
4, Percentage of villages covered 52.0 74.8 95.5
5. No. of villages per socigly ——=sm——me—e= 1 2 * 3.5
6. Total membership (LakhS) evevosncncoscne 48 196 " 120
7'. MembErShip per.Sﬂciety...olcoo-o-o-oo.oc 44 91 . 203
8., Percentage of membership to estimated
. cultivator househnlds 9.7 39.0 5545
"9, Percentage of borrowing members to
' - total membership: ceseevseeecss 331 50.9 3546
- estimated cultivator o
househﬂlds1:.-o-o.ooco-ooo 3.2 ' 19.7 20‘1
10. Percentage of cultivator househaolds reported -
‘., borrowing from any agency to total
cultivator households® 58.6 52.0 29.3
11. Average borrowing per borrowing member (Rs) 153 229 539
12, Percentage of societies advancing loans 75.9° 80.0 6?.7
13, Loans advanced per society
) o (Rs. thousand) 3 13 56
14, Total loan advanced during the year
- ‘ (Rs. crores) 24,2 228.3 614,5
- .of which short-term ‘ - 205.4 540.9
- of which medium and long term - - 22.9 73.6
15, Proportion of loans advanced in kind
(All-agency)? - 1.6 2.5
16. Loans advanced by security (in percent)
- Agriéultural Praduce (both
_anticipated and ready produce) - 16.4 26,7
= Surety and Unsecured - 19.0 35.3
- Inmovable Property (including
_ gold and others) - 64.6 38.0
17. Working Capital ({Rs. crores) ' 45,2 325.3 1276.2

..'...6'['...
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1951-2  1961-2  1971=2

18. Share Capital (R. crores) . .Be6 68.6 5;4.8
- of which govt. céntribution - 6.8 t21.0
19. Percentage of | ‘ '
=~ Owned funds to working capital " 39,1 27.2 22.9/
- Deposits to working capital | "9e7 - 5,8 . 5,9/
- Burrowlng to worklng capital 51.2. 67.4 Tie2
20, Share capital per member (fs.) 19 32 64
21. Deposits per member {(Rs.) | 9 9 53 ,
22, Percentage of overdues to outstandings 25,3 24,5 43.9
23. Percentage of -overdues to owned funds - 71.0 129.0\

24, Audit classification {percentage of
* respective group to total societies audited)

A . 3.5 2.7 2.3

B 16.4 15.2 11.4

c " 59.5 70,9 1.1

D "17.0 10.2 13.8

: E 3.6 1.0 1.4
Total ' , 100.0 100.0  100.0

Source:

1. Cultivator housesholds are estimated as follows: For 1951-2, All-India

Rural Cradit Survey, 1954; for 1961-2 and 1971-2, All~India Rural Debt
and ‘Investment Survey, 1961=-2 and.All=India Debt and Investment Survey,

1971-2.

2. All-Indla Rural Debt and Investment Survay 1961-2 and All-India Debt-
-and Investment Survey, 1971- 2.

. .
- . . e - Sl . I ' . -
+

For Col. 4 of 1951-2, RBI, Co-operative News Digest, 1964, P-186, For

.othexrs, RBI, statistical statements relating to the co-operative movement
in India, 1951=2, '1961-2 and 1971-2,.
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Table 2.15 :» Selected Indicators of Progress of PACs During 1961-62: State-Wiss

. z T T e
wn . s
o © oy @ ord wl o o o
o A 3~ & 3 s E LY . 1o 5o
~ + H o b B H H M 58 8., “ D 0 e P}
-4 o~ H o~ H H O P o o >0 o B
o w2 oo I o o o~ % a E D c <
o T E I A T B It IR T I .
— H -~ 4% C oD U ® e~ "
2 55 | 853 | S8, 1 SR | BG 0 BEG | SG | PEE| Bi | 4~ | 2| o8¢
- — — o C o 1] L g a
@ gn?(S 5 315 gnﬁW& gw&ﬁg o o e g g % g'g % 913 g:n gag - e
Do ERS LA 245 a . a + 8 meial o . » t 9 vtosD
ced | g2 | g8 | 582 [ 28} 3% §° | agF| 28 1 % 5 8092
gg'g gu': . .0 0 O . H.DI a4 .0 Ug gg. g.g g_ ag g- :El
R L oo 886 860 8 & 88 3 ooa| £ b o 8 3 Bm g3
333 gﬂ.-l-‘ a E E a g P m g m g o 4 o wn e (=1 o o o -
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)1 (11) (12)
1. Andhra Pradesh 81 39 53 20 259 274 85 17 25 6 10 9
2. Assam 65 19 13 80 B85 16 3 11 1 T1 33
3. Bihar 61 18 28 83 88 n 2 9 6 48 5
4. Gujarat 100 a7 73 30 44s 470 91 a7 108 20 25 67
5. Jammu & Kashmir 75 50 86 43 63 67 T1 17 12 1 25 20
6. Kerala 100 49 45 22 149 158 80 34 20 14 17 18
7. Madhya Pradesh 75 23 67 16. 268 283 92 10 3 9 29 3
8. Madras ' 100 86 47 40. 213 225 89 29 15 7 10 22
9. Maharashtra 97 53 66 3s 321 339 96 23 70 5 29 62
10. Mysore - 55 47 26 219 232 80 18 ar 9 45 50
11. Orissa 47 18 as 7 217 229 50 10 17 2 20 0.8
12. Punjab 96 88 48 42 218 230 92 9 36 35 23 26
13. Rajasthan 67 28 3s 10 200 211 49 9 27 4 45 21
14. Uttar Pradesh 100 39 57 23 175 185 87 8 25 3 12 1
15. West Bengal 66 19 45 8 165 174 a8 8 16 4 29 0.7
All-India 74.8 39 50.9 19.7 229.0 242 79.9 13,0 32 g, 24.5 17.9
1. Borrowing per borrowing member in real term is obtained by deflating borrowing per borrowing member 4in nominal terms

Source ¢t RBI (1961-62) and RBI (1965).'.. -

in Col.5 by fertiliser index 0.946 with 1952=-53 = 100, Price indices are from Chandhok (1978), 293.
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Table 2.16 : Selected Indicators

of Progress of PACS During 1971-72 - State-Wise
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(1) (2) (3) (4) (5) (6) (7 (8) (9) (10) (11) (12)  (13) (1)
1. Andhra Pradesh 91,0 243 55.0 35 22,0 353 275 45 19 41 16 52 4 5
2. Assam 82.0 17.0 25.0 6 3.0 503 3a92- 18 "4 28 16 81 20 23
3. Bihar 98,0 - 40.0 35. 13.0- 149 116 65 9 15 5 62 S 14
4, Gujarat 91.0 43.0 55.0 50 29.0 - 1339 1044 86 113 194 39 25 50 60
5. Haryana 100 97.0 94.0 57 58.0 485 ' 378 98 31 160 12 52 8 16
6. Himachal Pradesh 100 19.0 1030 48 51.0 262 204 7 19 f54 111 25 29 35
T. Jammu & Kashmir 84 13,4 53.0 40 20,0 82 64 68 9 16 6 55 10 70
8. Karnataks 94 27.06 62.0 42 26.0 586 457 58 54 !73 20 44 34 62
9, Kerela’ 100 45,0 73.0 a1 29.0 496 387 74 174 53 60 30 14 76
10. Madhya Pradesh 100 46 43,0 42 20.0 593 " 462 96 55 T 22 47 4 81
11. Maharashtra 96 20.0:. T6.0 42 32.Ul 823 641 91 55 }67 14 44 29 51
42, Oxrissa 100 34,0 50.0 21 11.0 398 310 72 36 132 10 58 [ B2
13, Punjab 100 3z.0 216 +0 71 162.0 586 457 95 - 60 76 137 a7 20 31
14, Rajasthan 84 - - 47.0 "33 '20.0 227 177 38 13 47 11 63 4 3s
15, Tamil Nadu 100 71.0 92.0 24 17.0 157 590 79 109 45 15 28 6 75
16. Uttar Pradesh 100 8.0 52.0 26 13.0° . 3asT 278 T3 21 38 ] 51 0.6 14
17. West Bengal 79.0 5.0 26.0 28 7.0 . 164 128 29 4 134 8 T4 1.0 3
A.l.l-Ind:i.a3 95.5 3.5 55.5 35.6 20.1° 538 419 69.7 39.0 64 23 43.9 13.8 33.9

1.

2
3.

Source:

Borrowing pér borrowing member in real terms is obtained to deflating borrowing per borrowing member in nominal'terms in col. 6 by fertiliser price index
1.283 with 1952.53 = 1,00 ’

Data as on 30 June 1971.

All India includes Union Territories.

RBI (1971-72) and RBI (1978e).

|
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2.61'_ At the time of Rural C?edit Survey, the jurisdiction of a society
~was almost confined to a village. The reorganisation programme during the
fifties and sixties led to the increase in the jurisdictiom of individual
societies so that the number of villages per society inbreased from 2 in
1961-62 to 3.5 in 1971-72 (no base figure for 1951-52 is availabl;). The
lcoverage of villages by the societies had also gone up from 52% in 1957-58
to 74.8% in 1961-62 and further to 95.5% in 1971-72. State-wise cnve;age‘
of villages was quite satisfactory such that in 1971-72, 14 out of 17 states
had PACS in more than 90% of the villages. However, this Aas to be ac:aptéd
with caution due to .a very high propartion of dormant societies, as many as
75%'in Assam, 49% in Rajasthan, 31% in West Bengal, 17% in Tamil Nadu and

154 in Orissa.

2.62° With the increase in‘the area of operation 6f the societies, more

and more households in the villages became members of these societies. The
tdfa; membership increased from 48 lakhs in 1951-52, to 196 lakhs in 1961-62
and further to 320‘lakhs-in 1971-72. The average number of members per
society increased from 44 ta 91 duripg 1951-52 and further ta 203 in 1971-72.
Naturally. ‘also, a larger prnporti;n of cultivators came to the co~operative
fold, for cultivators form the bulk of the village households aﬁd co-operative
finan&e, particularly crop loan, was mEEEfE!EEEEE}a to them. The proportian
of membership te culfivatux households (assuming one member per household,
though more than one is possible) increased from 9.7% in 1951-52 to 39.0%4 in
1961-62 and further to 55.5% in 1971-72. The state-wise variation was,
however, wider than in case of proportion of villages with societies noted
‘above. In 1971-T72, the proportion of memberghip to qutivator households

was 25% in Assam, 26% in West Bengal, 40% in Bihar, 43% in Madhya Pradssh and

47T% in Rajasthan. In other states it varied between 52% in Uttar Pradesh and

2164 in Punjab. This shows that while many villages in many states had a
Nt .
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registered society the memberships of these societies were quite small.
Obviously, one cannot expect co-operative finance to supplant the non-
institutional sources of credit to any significant extent because membership

coverage is a precondition for availing it.

2.63 Méra membership does not tell anything about the relevance of the
institution to them. For this, it is necessary to consider the proportion of
membéré who obtained credit to the total membership and total cultivator
households and average borrowing per bnrrnwiﬁg member and per cultivator house-
hold. It is seen from Table. 2.14 that the proportion of borrowing membership
to_totai membership which increased from 33.1% in 1951-52 to 50.9% in 1951-62
déglined sharply to 359.6% in 1971-72; In absolute terms, however, the number
'nf borrowing members increased from 15 lakhs in 1951-52 to 99.8 lakhs in
1961=62 and furtﬁer to 113.9 lakhs in 1971-72. Thus, during 1961-72, when the
membership increased by about 63%, borrowing memﬁership iﬁcreased by only 14%.
The proportion nf borrowing membership to cgltivator households which had,
increased from 3.2% in 1951-52 to 19,7% in 1961—62,increassd marginally to ;

20,1% in 1971-72. 1In 1971-72, the proportion of borrowing membars to cultivator
- households was only 3% in Assam, 7% in West Bengal, 11% in Orisea, 13% in
Bihar and Uttar Pradesh and 20% in Rajasthan, Madhya Pradesh and Jammu and
. . 13
Kashmir. This proportion was considerably higher in Punjab (162%) 13/
followed by Haryana (58%), Himachal Pradesh (51%), Maharashtra (32%), and

Gujarat and Kerala (29%) each. This shows that a large number of members were

for one reason or another not borrowing during a particular year.

13/ This proportion being more than 100% would indicate that more than
one member of a family are members of the societies as seen by 216% membarship
te cultivator households during 1971-72 in Table 2.16 and hence more than one
member of the family as borrowers.
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2.64 We tried to seek reasons for such low borrowing membership from the
official statistics of the Reserve Bank of India. Due to data limitation,

we selected the year 1977-78 for the period of inquiry. The proportion of
borrowing members to total membership during 1977-78 was 34.5%. We saw that

a large number of societies were dormant (8,994 or 7.8% of the tot;l) during
the year and their membership at 3,779 thousands accounted for 7.9% of the
total membership in the country., 5Still another 11,401 thousands or 23.8% of
the total members were defaulters at the beginning of the year 1977-78 for the
loans they had availed in the previoﬁs year(;). We also found that the members
belonging to agricUlturél labourers, rural artisans and others at 11,512

thousands accounted for 24.1% of the total membership and only 444 thousands

or 3.9% of them have borrowed during the year. Only a move towarés larger

" membership coverage have included fhese sections but not effectively served
them. After_dedutting the number of members of the dormant societies and
total number of defaulters from the totasl memberships we. found that 50.5% of
the total active members/meﬁbers of active societies could avail co-operative
finance during 1977-78. Deducting tﬁe number of borrowers and members
belonging to agricultural labourers and others from total borrowers and total
members, we find that the proportion of borrowing membership improved to 74%
during 1977-78. Thus, dormancy of the societies, the problem of eoverdues

//and the number of members belonging to agricultural lsbourers, rural artisans

and others, explained to a large extent, about 40% of the non-borrowing

membership of the co-operatives.

2.65 1t is also seen that average borrowing per borrowing membex increased
from Rs.153 in 1951-52 to F.229 in 1961-62 and further to R.539 in 1971-72.

In certain states the increase was very insignificant during 1961-72 such as
Jammy and Kashmir (&.Gg-to f.82), Bihar (%.B3 to Rs,149), Rajasthen (Rs.200 to

Rs.227), and Andhra Pradesh (Rs.259 to Rs.353). In West Bengal, the average
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borrowing per borrowing member had, in fact, declined marginally from Rs,165

to Rs.164. Given the inflationary 'situation in the econamy, this increass

in the amount may not mean much to the cultivators in terms of their productive
‘expandi tures. We deflated the nominal credit of the PALS at the =mll-India
level by the fertilisers price index with base 1952-53 = 100. The real credit,
after deflating by fertilizers price iqdex, increased from Rs,153 in 1951-52
(assuming the price of fertiliser in 1951;52 and 1952-53 as unchenged) to

Rs.242 in 1961-62 and.further to Rs,419 during 1971-72. ' The ayerage

borrowing. per borrowing member during 1971-72 in real terms was Rs. 19 lower than
borrowiﬁg in‘nnminal terms. Using the same price index for the states, we

see thét in real terms, borrowing per borrowing memb;r has declined during
1961-62 . to 1971—72 iﬁ West Bengal (%;174 to %.128&, Rajasthan (f&.211 te R.177),
Jammu and Kashmir kk;ﬁf to Rs.64) and in Andhra Pradesh, it increased marginally

" from %.274 to %.275 during the period.

2.66° RESOURCE POSITION: The, ﬁroportiun of owned funds and deposits to
working capital have all declined over the years and the increased loan business
of the societies ﬁiﬁ? met by resorting to borrowings from higher financing
agencies, as the percenfage of borrowings to working c?pital increased from
"51.2% in 1951-52 to 67.4% in 1961-62 and further to 71.2% in 1971-72. State-
wise the ;ompositiop éf working capital differed considerably and the extent

of dependence on borrowing increased in many states during 1961-72. Whatever
performance of deposits and owned funds were attributed largely to good work
done by these institutions in a few states. For example, societiss in four
states viz., Maharashtra, West Bengsal, Guja;at and Tamil Nadu sccounted for v
about 75% of the total deposits in the country.in 1961 and their combined share
increased to 78% in 1972 (RBI 1973,.2028); It was assumed following the RCS

Committee's recommendations that government share would decresse as the

private share holders increase their contribution. .0n the other hand, the
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share capitsl contributed by the éovernment‘had increased from Rs.6.8 crores

to ’.21.0 crores during 1961-72. In spite of the liberal financial assistance
from the government gnd the Rﬁ], such as loans below the bank rate, subsidies
and grants and exeﬁptioné from certain duties and taxes, the movement has not

developed sufficient strength to stand on its own.

2.67 . LOANING OPERATIONS: Coming to the losn business of the societies,

it is seen that in 1§51a52, about 76% of the societies advanced loans amounting
to R.24.2 crores on an average of fs,3,000 per saciety. The situation improved
considerably in 1961-62, when about 80% of the.sncieties advanced loans
‘amounting to R.22B.3 crores on an average of Fs.13,000 per society. Thus, with
_ébout two-fold increase in the number of societies advancing loans, loans
advanced per society increased fdur-fold. However, in 1971-72 the percentage.
of 5nﬁieties advancing loans declined to about 70%, though the total loans
advanced increased.to fs.614.5 crores and loans advanced per society to R,56,000.
.During 1971-72, the proport;on of societies advancing loans was as low as’
.10%.in Asgam, 29% in West Bengal, 38% in Rajasthan, 58% in Karnataka, 654 in
Bihar and 68% in .Jammu and Kashmir. 1f we compare the deposits per member,
share capital per member and loan advanced per society and per member, iF is
.seén,that the states ;here the societies could mobilise wore resuu;ces in the
form of deposits and share capital could also advance more to their members

s loans and thus by the societies.

.~

2.68  ASPECTS OF RECOVERY: The percentage of overdues to outstanding loans
(théugﬁ percentage of overdues to demand is a better index for which dat:qig
not available) declined marginally from 25.3% in 1951-52 to 24.5% in 1961-62
but increased sharply to 43.9% in 1971-72. The amount of overdues even
exceeded by abuut‘29%-of the owned funds of all eocieties during 197172,

which depicted the severity of the problem. State-wise comparison for the

years 1961-62 and 1971-T72 show a substantial increase in almost 8ll the states.
Seap—
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In 1971-72, the percentage of overdues to outstandings was’particularly
distressing in Assam (B81%), followed by West Bengal (7&%); Rajasthan (63%),

Bihar (62%), Orissa (58%), and Jammu and Kashmir (S5%).

2.69 The classification of overdues by period indicates that the share

of overdues -up to one year and between one to two years in the aggregsate
overdues have been on thé décline whereas overdues for two to three yeers
and that of more than fhrea years have bsen on the increase (Table 2.17).
Given the predominantly short term nature of the credit extended by the
chs, the rise in the pruportidn of overdues beyond ﬁne year would choke up /
th? flow of fresh finance. The Reserve Bank study (RBI 1974) gives same

. insights to the problem of overdues of PACS, The study was conducted in 16
states covering 133 societies during the period of five years from 1967-68

to 1971-72. It revealed the following features:

(i) Of the 63 societies, which were not affected at all by natural
.calamity, 52 had overdues of over 50% of loans outstandings as on 30-6-1972,
including 30 societies which had even 100% overdues. Of the 36 societies
affected by natural calamity in any one year during 1967-68 to 1971-72, 28
of them granted.covarsion'facilities to their members of which overdues of
14 societies showed an upward trend. O'f the remaining 34 societies affected
by natural calasmity more then ane year, 17 societies granted conversion
facilities of which nverdues‘of 6 societies showed an increasing trend. This
shows that the presence of faQqurab{g weather factors or the provision of
stabilisation arrangements in the face of naturalucalamity have not been

able to arrest the ;eyﬁl of overdues.

(ii) of the 42 societias having more than 25% of area under cash
crops to the gross cropped area in the region, the overdues of 27% of the

societies were more than 50% of outstandings. On the other hand, of the 41
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Table 2.17 : Overdues of PACS : A Time Series Analysis, as on June 30.

Ysar Percentage of
overdues to
.- outstanding Less than One - Two Two « Three More than

Percentage of overdues for

‘Loans one ysar Ysars - ywars three years
1960 21.22 . 54.33 24.41 10.63 10.63
1961 20,32 55,54 23.89 10.80 9.77
1962 24,52 . 56.23 24,44 11.14 8419
1963 .~ 25.49 ~ 51.18 26.37 13.13 9.32
1964 22,54 46.87 - 26.14 - 15,84 11.15
1965 " 25,86 | 50.44 23.29 14,18 12.09
1966 29.36 49.19 25.10 14,12 11,49
1967 33.53 48,44 25,23 14,21 12.12
1968 32,99 - 45.76 24,63 © 15.36 14,25
1969 34,59 : 49,08 23.05 14,28 13.59
© 1970 T. 7 " 50,08 22.68 13.90 13.40
1971 41.09 46.48 23.34 14.70 15.28
1972 43.89 . 4T.18 21.82 14.73 16.27
1973 - 37.68 . 41,21 21.12 15.49 22.18
1974 42,00 50,07 18.24 12.95 18.74
1975 42.74 43,98 22.86' 13.27 19.89
1976 43.14 42.83 21,11 15.71 23.35
1977 42,71 41,30  22.06 15.62 21,02
1978 45,03 42.48  21.40 15.15 20.97
1979 45.23 40.85 21,24 16.14 21.77
1980° 45.85 - 39.36 20.76 16.51 23.37

Source : RBI, Statistical Statements Relating to the Co~operative Movements

in -India, various issues.
.
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sociesties with less-than 25% of the area under cash crops, in at least
10 cases the overdues were less than 50%.- This shows that the societies

having a larger area under cash crops would be in a comfortable position

to recover the dues is not always true.

(iii) Most of the socisties having full-time paid‘secretarias
had overdues of less than 50% of outstandings whereas the majority of
societies_with part-time secretaries had overduestébout 75% or more of the
outstandings. Thus, the bulk of the .societies with full-time paid secreta-
ries have been able to adﬁinister lﬁans and recover dues bétter than the

societies having part-time paid secretaries:

(iv) 1In terms of the‘percentage.of borrowing members to cultivator
families, it was seen that 69 societies with less than 50% of households
coveraée in the jurisdiction of the societies had overdues more than 50%,

) whefeés another 31 societies had overdues more than 50%, even though fhey
‘covered more than‘SD% househalds. Thus, there is no positive indication
that é higher effective coverage wugld necessarily mean a lower level of 5

overdues.

(v) Size-wise there was no appreciable distinction between the

repayment behaviour of small, medium and large farmers { see Table 2.18).

(vi) The upward trend in overdues was also evident irrespective

of a district being backward/tribal/drought prone/IADP/HYVP area.

2.70 ; Thus, the Btuay brings out the lack of any positive or direct
relationship betwéen the factnrs'mentianed above and the prevalence of
overdues. The study observes that the gensral backwardness of the district
or the occasional occurrence of a natural calamity in an‘otherwise davalopéd

district had served as a pretext for widespread wilful default. It concludes
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that "lack of will and discipline among the cultivators to repay is the
prlnczpal factor cnntrlbut;ﬁg to the prevalence of overdues in the
co-uperatives. That is the lacg of discipline among the borrowsrs which

is responsible for the existence of-overduesbis also substantiated by the
experience of commercial banks lending‘direttly or indirectly for agriculture"

(RBI 1974, 58).

Table 2.18B : Overdues by Farm-size As.on 30-6-1972

Size of land Percentage Percentage Percentage“ Percentage
holdings af . of of of
defaulters defaulters overdues ‘overdues
to total to indebted to total loans to
defaulters ‘members overdues - outstandings
10 acres and above 19 ' 73 46 63
5 to 10 acres - 19 80 ' 20 64
'3 to 5 acres 22 83 15 ‘ © 67
Below 3 acres 33 83 ' 14 14l
Tenants, etc ' T 90 5 76
Total 100 80 100 65

Source: RBI (1974, 45).

2.71 AUDIT CLASSI?ICATIUN: Seeing all these, it would be worthwhile to
pr?sent the audit classification of the societies based on the composite index
of operational efficiency, such as proper utilisation of resources, repayment
performance, profit earned, quality of management, etc. Broadly, model
sccieties were classified as 'A', societies with fairiy sound conditions as

'B*, the mediocre ones as 'C', bad ones as ‘D' and utterly hopeless ones as 'E',
One can seé from the Table 2.14 that the share of 'A' and ‘B! class socistiss
has Be;n-on_the decline since 1951=52. ‘In 1971-72, the 'A' and 'B' class

" societies constituted only 2.3% and 11.4% respectively of the total societies
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?udifed. State-wise position based on this composite index shows that
in West Bengal, Bihar, Orissa, Rajasthan, Andhra Pradesh, Madhya Pradesh
and Tamil Nadu,*the picture.was Dne‘of stagnation while bettér performanc;/
was;observad in Maharashtra, Gujarat and Punjab. This shows that the

working ‘of PACS has not changed very significantly over the. decades except

that a few percentage of societies havée become mediocre ones.

2.72 The progress of short and medium term co-operative credit as
revealed from thd.preceding paragrabhs reveal certain interesting features.
The‘mast important oné that stands out is the uneven progress in diffefent
states of the country. Co-operative credit has been relatively successful
in some west anq south-Indian states, but very.Poor in east-Indian states,
Rajasthan and Jammu and,Kgéhmir. This was very much evi&ent in the coverage
of cultivator households, composition.of working capital, loaning operations,
overduess and audit classification. The composition o% working capital ’
. v
indicates that most states dependedlheavily upon borrowing to sustain their
lending operations. The problem of loan administration appears to be acute
in many states, where an increasing proportion QF funds are being tied up

~in receivables. The composite indicators of sudit classification shows that

the overall working of.the PACS has not changed very significantly over

the decades.

- 2.73 PROGRESS OF MEDIUM AND LONG TERM CREDIT : The progress of medium
and long term'credit_as dispenséd by the land development banks 14/ during
1951-52,'1961;62 and 1971-72 are prasented in Tab;e ;.19 (for all-India data)
and Table 2.20. {for state-wise data). Here again state-wise data for many

indicators are not available for 1951-52 and 1961-62 and, therefore, . the

Progresslof long term credit is seen from the data during 1971-72.

. 14/ it was in 1965-66 that RBI adopted the definition Land Development
Banks instead of Land Mortgage Banks in its Statistical S5tatements Relating to

the Co-operative Movement in India.
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Table 2.19 : Progress of Long Term Credit During 1951-52, 1961-62 and 1971=72 -

All-India
1951=52 1961-62 1971=-72
1. Number of CLDB 6 17 . 19
2. Number of PLDB 289 536 B69
3. Total membership1 { Thousands) 248 1045 3540
4. Percentage of membership to cultivator
households D.5_ 2.1 6.3
5. Percentage of borrowing members to '
cultivator households - - 0.6
6. Percentage of cultivator households
borrowing for capital expenditure on farm
business from any agency - 11.2 1.2
7. Percentage of cultivator households
reporting capital expenditure on farm
business - 66.7 48,6
8. Percentage of borrowing members to total _
7 membership - - 10.2
9, Total loans issues to individual members
of PLDB and CLDB (Rs. crores) 3.8 27.4 154.4
10. Borrowing per borrawing member (Rs.) . - - - - 4286
11. Total loans outstandings of PLDB and '
CLDB. (Rs. crores) 17.0 83.3 76645
12. Percentage of loan issued by the CLDB for i~
= Land-Inprovement | - 45.4 © 'B.9
- Sinking and repair of wells - - 35.9
- Purchase of machinery - 24,0 47.8
- Redemption of debts - 28.5- D.4
~ Purchase of Land - 0.7 c.8
P Othe‘rs . - 1.4 . 603
13. Working {Capital (Rs. crores) : .
: - PLDB Tob . 3B.3 673.5
- CLD3 10,2 61.7 1016,5
14. Share capital (Rs. crores) - PLDB 0.6 2.8 48.2
: ' - CLDB 0.4 5.7 5T.6
15, Total debentures outstandings of CLDB
(s. crores) 7.8 48,0 879.8
16. Percentage of overdues to demand - - 25.2

1. Membership includes regular individual members excluding nominal members,
2, Cultivator households arse estimated on the same basis as in Table 2.14.

Sourece: RBI (1951-52), (1961-62}, (1971-72) and RBI (1978a).
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Table 2.20 : Selected Indicators of Pragress of ‘Long Term Credit During 1961-62 and 1971-72 - State-Wise
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1961-62 1971=-72 1971-71 1971=72 1951-62 197172 196162 1971=72 1961-62 19711=-72 | 1971=T2 1961=62 1971=T2 1971=72
Andhra Pradesh 5.8 11.6 9.0 1.0 16.5 1.1 46.0 27.4 38.8 B.2 3179 54.0 94.3 11.2
Aasam 0.3 0.5 4.5 DQDZ 2.5 Ut3 6906 41.9 14-8 N DoB 26&8 5.5 89-3 70.2
Bihar 0.1 1.1 18.2 0,2 5.8 0.4 T2.5 7.2 22.9 3.8 6341 6.1 99.2 39.0
Gujarat 10.1 21-3 4.4 Uog 9-0 1-4 6404 63¢9 32.2 4.0 6414 67.0 87.4 21.1
Haryana - . 9.4 16.3 1.5 - 2.5 - 62.3 - 3.0 7418 - 98,2 63.1
Himéchal Pradesh - 1.4 13.4 0.2 - 0.4 - 38.4 - 1.6 4578 - 80.4 67.2
Jammu & Kashmir - 4.5 T.4 0.3 4.1 1.4 44 .6 71.1 12.5 243 2870 - 99,1 30.0
Karnataka 502 13.2 8.4 1.1 1506 1.2 74.7 5805 31.2 207 ' 3646 . 2505 65.6 43.0
Kerala 0.9 2.8 29.7 0.8 6.9 0.3 65.2 39.8 24,7 1.4 1371 6.3 91.4 32.8
Hqghya Pradssh 0.7 2.1 18.2 0.4 11.0 1.2, 63.4 59.9 33.4 4.6 4141 28,2 100,08 48.B
Héﬁarashtra S.1 14,9 5.8 0.9 6.0 0.6 59.9 50.0 26.8 2.1 ! 4000 98.7 83.7 39.2
Orissa Uos 209 12.6 004 4.6 0-7 .5601 5004 16.2 3.0 i 2430 80.5 98.6 55-2
» ) * » * i
Punjab 0.9 20.3 25.0 5.0 13.8 - 801 80.7 26.9 5.4 i 4505 33.7 93.5 2.6
Rajasthan 0.5 3.4 8.7 0.3 25.6 5.2 58.2 57.6 54.3 15.7 4244 39.6 99.6 47.7
Tamil Nadu 5.5 12.0 8.4 1.0 15,3 1.5 51.6 36.9 46.7 7.6 : 6272 58.6 97.4 18.8
Uttar Pradesh NEg 401 16.4 D.B 14ou 101 B3¢2 5109 29.3 502 J 3336 6305 98-0 12.8
West Bengal 0.2 0.9 7.0 0.1 ‘4,2 1.0 65.5 52.9 19.6 2.5 : 3294 B84.6 - 99,8 63.3
All-lﬂdia** 201 6.3 10.2 006 11,0 1.2 66;7 48.6 33.1 4.9 : 4281 69.3 92.5 25-2

* Inclusive of Haryana.

bl Inclusiys of Union Territories.

***VProductive purposes include land improvement, sinking and repair of wells and purchase of machinery.
Source: RBI (1961-62), RBI (1971-72) and RBI {1978a),
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2.74 ASPECT OF COVERAGE: The proportion of membership teo cultivator
households'was only 0.5% during 1951-52 which increased ta 2.1% in 1961-62
and further to 6.,3% during 1971-72, Duxing 1971-72, the proportion of
cultivator househalds as members was highest in Gujarat {21.3%) followed by
Maharashtra ti4.9%)fahd'?ﬁh336:(20.3%);‘. Membership coverage was particu-
larly insignificant in Assam (0.5%), West Bengal (0.9%), Bihar (1.1%),
Madhya Pradesh (2.1%),‘&erala (ZfB%), Orissa (2.9%), Rajasthan (3.44%) and

Uttar Pradesh (4.14).

2.75 Within the very low proportion of pultivator households as members,
members actually fimanced long term credit during 1971-72 was highest in
Kerala (29.?%) followed by Punjab {25.0%), Bihax and Madhya Pradesh (with
18.2% each) and Haryana {16.2%). The proportion of borrowing members to
cultivator households was only "0.6% during 1971-72 with 5% in Punjab, 1.5%
in Haryana and 1% each .in Gujargt, Maharashtra, Tamil Nadu, Karnataka and
Andhra Pradesh. In other states, the proportion of borrowing members to

cultivator households was even less than 1%.

+2.76 The coverage of cultivator househclds by the land development banks
both as members and borrowers, thus, reveal very inadequéte spread till
1971-72. The low coverage of the cultivator households was due to the wids
arsa of jurisdiction of fhe land development banks, which was gensrally
extended to a whole district or a group of talukas. This made very difficult
for the banks to have direct contact with the culfivators or to give due

' publicity to their working (RBI 1961, 203). The coverage of land development
banks was-particuiarly insignificant for the smaller cultivators. Gujarat
study conducted during 1965-66 to 1967-68 revealed that the proportion of
borrowers of the banks below 5 acres to total borrowers was less than 9%,

whereas farmers with holdings more than 15 acres conatituted 42% of the total
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borrowers inspite of their low proportion {22%) in the total number aof
land holders against small holders (35%) {Jodha 1971, A-143). The RBI étudy
conducted during 1965-66 in seven states also supported the view regarding

the inadequate access of small farmers to long term loans (RBI 1969, 778).

2.77 During 1971-72, the proportion of families borrowing for capital
expenditure on farm.busineés from any agency was 1.2% at the all-Indis level
at a time when land development banks catered to only 0.6% families. Thus,
within the very low proportion of cultivator households incurring capital
expenditure on farm business, still lower proportion was catered by land
development banks. Sﬁate—wise differences were bréadly similar with respect

_to the praoportion of families borrowing from land development banks and those

from any agency.

2.78 Two interesting features that emerged in the rural economy during

the review period is the decline in the shareZ:apital expenditurs on farm
business by the cultivators and the reduced dependence on borrowing as a
source of capital expenditure.  The proportion of cultivator households
reporting capital expenditure on farm business was 66.7% in 1961-62 which cama
down to 4B6% dnt1971-72. Along with the decline in éhe proportion of households
incurring capital expenditure, the share of capital expenditure on farm
business in the aggregate capital expenditure also declined from 69% in

1961-62 to 63.6% in 1971=72. The proportiaon of cultiyatnr households borrowing
for capital expenditure on farm business declined from 11% in 1961-62 to

1.2% in 1971-72. The proportion of capital expenditure financed out of
borrowings also declined sharply from 33.1% in 1961-62 to 4.9% in 1971-72.

This implies that more and more proportion of such expenditures have been ,

financed out of own resources of cultivators.
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2.79 LOAN BUSINESS: The medium and long term loans advanced by the land
development banks during the year increased from Rs.3,8 crores in 1951-52 to
Rs.27.4 crores in 1961-62 and further to R.154 crores in 1971-72. The total

loans outstandings also increased, which constitute an important indicator

due to the long term natgre of the loan, from R.17 crores in 1951-52 to

f5.83.3 crores in 1961—§é and &.786.5 croxes in 1971-72. State-wise, though

all states showed improvement, only a few of them accounted for tﬁe bulk of

- the credit dispensed. F&r instance, out of the total loans of R.154.4 croreé

advanced during the year; sum‘of fs.91.2 crores orx 59% accounted fqr by five

Ftate; viz., Uttar Pradesh (&,24 crores),:Tamil Nadu (Rs.22.3 crores), Punjsb

(.15.2 crores), Maharé;htra (fs.14.2 crores)‘and Gujarat (f.15.5 crores).

The sha:é.uf these states in the aggregate capital expenditure on farm Husiness
. was 58% during 1971-72 which implies that the states having argreater:proportion
‘of_capifal expanditure,incurred on farm businésathQld avail é'greate} propor-
\/;in; of fihance‘fium land devélopmeqt'bénkSa Considerable differen;eg have
also been nnticéd in terms of borrewing pér borrowing member, highest being
k.7)41éfin Haryana; followed by_$.6.272'in-Témil Nadu and R5.6,4'14 in Gujarat
and lowest being Rs.1,371 in Kerala followed E.é,ABD.in Drissa, Rs.2,688 in

Assam and fs.2,B70 in Jammu and Kashmir.

2.80 One probiem faeea by thé land deveinpment banks was their inability
to link with the short term wing of the co-operative credit structure which

© was exc1;éively p;ovided by the PACS. The additionsl short term loans rgquired
due to the long térm investment in land lé/was not taken care of in many
instances. The noﬁ-intégratiun of short and term credit structure, and hence
fazilure to provide adequate short term credit, increases the cost of the

utilisation of the assets created by the loagn and under utilisation of capacity.

15/ In a study conducted in Punjab, it was seen that 1% change in long term
investment would result in a 1.29% change in short term investment (Meheta and

Sidhu, 1971, 489-95).
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2.81 The progress as ?egard to purpose-wise iending by the land development
banks seems to be satisfactory. In 1951-52, these banks mainly advanced loans
for uhh;oductiva purpoéea'auch as repayment of old debt, which_waa‘about 100%
in Mysore, 95% in'Madrgé, 59% in Madhya Pradesh and 49% in Baﬁbay. During
1961-62, about 70% of the loans were advanced for productive purposes. However,
-lending for the repayment of old debt continued in ;om; sfatas to a significant
extent such as.Bihar (94%), Kerala . {91%), Mysore (74%), Rajasthan (60%),
Punjab.(SU%) aﬁd Andhra Pradesh (46%). The stipulation by the Reserve Bank to
advance: 90% of the tot;l loans for productive purposag since {969-70, of which
at least 70% should be for easily identifiable purposes, increased the share

of lending‘for productive purposes to 92% during 1971-72.

2.82 ~RECOVERY PERFORMANCE: Due:to the long term nature of the loan, it

is necessary tb relate overdues to démand rather than outstanding loans.
Deﬁand data is qotravailgﬁle for earlier yéars and we have here presented

data only for 1971-72. As seen from Teble 2.20 the deterioration  in the
recovery climate is not restricted to the short term credit only in: @8 much a8
25.2% of the total demand of the banks were overdues with 70.2% in Assam,
67.2% in Himachal Pradesh, 63.3% in West Bengal, 535.2% in Orissa, 48.8% in
Madhya Pradesh,'47.7% in Rajasthan, 30% in Jammu anq Kashmir. Faulty loan
proposals,.iaxity in post-credit follow-up, lack of technigal guidance to :j.
_—loaneas,-natural calamities and, above all, wilful default have all tended to

affect the recovery positions of the land development banks (RBI 1981, 78).

%

b= .
2.83 ° Mounting overdues have stood on the ways of primaryland development

banks or'branches of central land development banks in getting the state
government contribution towards the share capital, debenture issuss and also

getting full refinance from their apex financing institutions. All this had

adversely affected ‘the viability of the banks. The Committes on land developmant
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banks'after-evaluating the viability of primary banks or branches of central.
land development banks in 7 states during 1972-73 found that 14 out of 16
banks in Assap,50 out of 87 in Bihar, 12 out of 20 in Janmu and Kashmir, 34

out of 43 in Madhys Pradesh, 45 out of 55 in Orissa, 11 out of 35 in Rajasthan

and 12 out of 21 in West Bengal were not viable (RBI 1975, 70).

2.84 ; Such was the progress of long term.credit folldwing the implementation
Df therﬂtﬁ_Comﬁittee's recommendatiang till 1971=-72. The progress ags seen
from the preceding paragraphs is very uneven among states. The unevenness is
explained to a great extent by the demaﬁd for lbng term credit for capital q
expenditure on farm business. In Table 2.21, we havé ranked the states with
the following: percentage of cultivator households' owning less than 2.5 acres
of land, net irrigated-area as proportion of net area #E}wn, average capital'
expenditure per acre, proportion of cultivator households bor;uwing from any

. agency for capital expenditure on farm buéine#é, prnportiﬁn'of':ultivatur
househelds reporting cepital expenditure on farm business, share of "capital
expen&iture of each state in the aggfegate, share of land development banks’
.advances of each state in the  aggregate advances and average borrnwing,ﬁper
borrowing member of land devélophent banks. It is seen from the table that,
with few exceptions, the states with lower proportion of households with 2.5
acres of land; hiéher irrigated srea as proportion of net area sown have
iﬁcurred a higher scale per acre and have a larger share of capital expenditure
on farm business and finally a larger share of land develoﬁment banks?®

-advances and higher scale of advances per borrowing member.
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Table 2.21 : Ranking of States According to Factors Affecting Capital Expenditure and Capital Formation of Cultivator Households (1971-72)
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1V CONCLUSION

2.85 A review of the implementation of the RCS Committea's rescommendations

.

and its impact an the progress on rural credit situation reveal the following:

(a) Dn'the Qemand side, the increassed flow of institutional rurasl
credit made available through co-operatives has not changed significantly the
pattern of demand in favour of production purposes during the two decades.

The shaée of consumption loans in the aggregate credit demand has increased,
'particularly for the cultivators on smaller holdings. One feature that stands
out is that the demand for consumption loans was not a feature of the smaller
cultivators alone. A significant proportion of the credit demand by the
bigger cultivators was also meant for consumption purposes and their share

constituted the largest proportion in the aggregate demand of all cultivators.

(b} On the supply side, the role of the moneylenders has declined
in most- of the states and this was associated with the rise in the share of
co-operatives. The growth of an unclassified agency termed as 'others' in
some states creates the suspicion that the moneyiendera' hold over the rural

credit market perpetuates in different form.

{(c) The overall performance of co-operative credit remained very
uneven amoné different states of the country. The shaere of co-operatives in
the aggregate borrowings qf cultivators was particularly insignificant in
Assam, Bihar, West Bengal, Andhra Pradesh, Jammu and Keshmir and Rajasthan.
This waé manifested in the insufficient progress in the implementation of the

érop loan scheme along with the linkage between credit and marketing.

(d} The composite ihdex of performance of PACS besed on audit
classification showed that the working of the co-operatives has not changed

very significantly over the two decades under review. The PACS opsrating
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at the village level was characterised by financial non-viability in most
of the states and this limited the ranga‘uf services expected to be provided

by them.

N

(e} The disbursal of credit through co-operatives was also marked
by a skewed pattern and there was little indication that any institutional
'suppﬁrt was fo?thcoming for the financing of the production activities of the
Smgller farmers. The co-operatives, which were intended tn meet the social
and economic needs o% the people in country-side, could not break the hold of
vestéd‘inierests, consequently they be;aﬁe highly discriminatory in practice.
At the other extreme, credit available t; the bigger farmers and farmers in
ihe'regions of intensive agriculturasl production was very limited. Thus,
the co-opefative credit syétem was finding'it diffic;lt to strike s balan;e
between the two objectives: the urgency of accommddating those who can take
advantage of the new technolagy and éhe emerging sucip-economic pressure to

promote an equitablé distribution of credit.

{(f) Despite the advantage of having a very wide network with direct
touéh with the rural people ‘and being the chieflpurveynr of credit , the
co-operatives could not mobilise deposits for their lending operations and
they'had to depend increasingly on higher financing agencies. In many areas,

2

they just became the departmental activities of the government.

{(g) And last, not the least, the growing problem of overdues almost

crippled -the financial position of the co-operatives.

2.86 In the seventies, these issues were tried to be resolved by greater

institutionalisation of rural credit structure which is discussed in the next

chapter.



CHAPTER 3

RURAL CREDIT POLICY DURING THE SEVENTIES

3,1 We Béve‘saen in tha'praviuhs chapter that the integrated scheme of rural

credit based.uh>ths deﬁeiobhént of the co-operative cradit structure did not

_briﬁg about.the desired objectives as envisagéd“by the RCS Committee in the

§;r1§ fifties; In thé seventies, thess objactivea and certain others that emerged
‘during fhé period were sought to be achievad-by greater institutionalisation of

the rurai credit structure and‘opqratiunal policies, This began with the netionali-
sation of commercial banks in 1969, opening of Ragional‘RurallBanks in 1975 end
_?ﬁrther diversification of the co-operative cfedit structure tailored to the needs
of the weaker éections of the rural community,' The multi-agency approach to rural
credit became the outcome of ali these efforts where different institutions were
expacteﬁ to - play complementaiy rolas-in maeting.tﬁe credit naéds of the agriculfural

sector,

'3,2 In section I of this chapter are presented a brief background to the institu-
tional impulses leading to the emérgence of pressures on commercial benks for their
direct involvement in'agriculturei sector, and an evalua&ion of their performance
in the light of the objectives set at the time of nationalisation of major commercial
banks in 1969, Section II discusses the policy changes in the co-oparative credit
sector in the seventiea. The emerging c;edit'situation towards the early eighties
is presenfed'in‘the fnllowiqg‘(saction II1}. The concluding section {IV) brings
out the issues resulting from the greater ingtitutionalisation of rural credit
during‘the seventies,

I. RURAL CREDIT BY COMMERCIAL BANKS

3,3 ORIGIN OF IMPULSES FOR COMMERCIAL BANKS' INVOLVEMENT IN AGRICULTURE : The
‘trend of both expert.opinion end official policy until early sixties was in favour
of co-operatives, and not commercial banks, as an apprapriate agency for rursl

credit, The government did nat énvisage the commercial banks as playing any
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significant rola in financing the cultivators in the villages, The non-official
_1e§dership representing the co-operatives was also opposed to the entry of any

aéenqy, let alon® commercial banks, inteo rural cradit.- The commercial benks, on their
own, were algn not keen in financing the agricultural sector, Being essentislly urbean
in nrigiﬁ end conception, their operations weré geared to the needs of industry
and‘cqmmerce. They had neither any organisational set up in the rural areas nor

#he expertise to deal with & vast number of cultivetors scattered over innumsrable
small villages, err did they have any organicdlinks with local institutions at the
villgge level such as ca-opératives ar the non-officiel leadership in the village.
Factors such as uncertainty of esgricultural production, the inability of average

_ cultivators to offer adequate security and complicated land record system made

them extremely risk comscious to undertake lending to ‘the agricultural sector,

3.4 ngming up the role of commercial banks in agricultural credit, the Indian
Central Banking Enquir& Committee said in 1931:

‘"We have already remarked that the joint;stock banks play little direct part,
and the Imperiel Bénk much less, in the supply of rural credit to the agriculturists.
- These ‘banks do not look upon agriculturel finance as pert of their general business,
Banks, however, do finance agriculture indirectly by financing merchants who give
advances to the small dealers; and some banks lend direct;y on the pledge of
produce and vglua?les and mortgage, 'This indirect financing by;gntermediaries is,
"however, costly, as a price not always reasonable has to be paid for it, ﬂ faw

banks- lend to landholders and to the more substaptial cultivetors" (quoted from RBI
1954, 180).

3,5 The data of the Rural Credit Survey in 1951252 indicated that the credit

obtained from commercial banks by the cultivators was 0.9% of the total borrowings



/%27

and even so was confined to a few districts, In 44 out of 75 districts selected

for the survey, the borrowing by cul%ivators from commerciel banks was npil, in

15 others less than one percent was borrowed and in thesremaining 16 districts, mors
than 1% was borrowed. As on 30 June 1951, roughly 3 percent of the totel advances
of all reporting commercial banks were extended as advances for egricultural produc-
tion (RBI 1954, 181). It was against thig background that the RCS Committee did not
consider the commercial banks as an active agency for agricultural finasnce, The
Committeeﬂobserved: "The record of commercial banks which has since been set out
lends no support to ihe assumpfian that these insfitutions can, if assisted by the
state, be of direct and material assistance to the'agrichlturist. They are not
daéigned to be supplierslof medidh term and long term credit, agriculture or octhers;
whereas this type of credit is of extreme importance in the context of the enlarge-
ment of agriéultural praduction, Moreover, their short term operations, in so far
as the cultivators directly benefit'by them, are not onhly negligible by themselves
but are confined to a few instances of relatively large lend holders who are able

to produce the needed personal secur?ty in addition ‘to that of land, We feel,
therefore, jusiified in rejecting commercial banks generally as an agency suitable
fn: inclusion in the integ;gted scheme of rural cradit. This observetion does not
of caursé apply to the Stataeagaogiqﬁed banks,tincluding the Imperiel Bank of India,
In regerd to these, the scheme of integretion which we have indicsted is designed

to subserve the purpose of meking remittance and credit more readily eveilsble in
rural areas, as also of linking an imgnrtant secfpr of commercisl banking with those
parts of the co-operative structure which are concefned with credit, namqu, marketing
and processing" (RBI 1954, 361-62), Following the recommendations of the ﬁCS

Committee, the State Bank of India was constituted in July 1955, through the
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ecquisition of undertaking of.the staste-assaciated banks and the Imperial Bank
of India. The mein functions of the Stata Bank of India, as envisaged by the
RCS Committee, remained as the extension of treasury and remittance facilities and

providing banking services to the co-operetive marketing and processing societies,

3.6 What emerged from the All-India Rursl Debt and Investment Survey in 1961-62

in regard to the role of commercial banks in agriculturalicradit was in line with
the ‘outline of the Rurel Credit Survey in 1951-52, In fact, in relstion to the
totel borrowings of cqltivafors from all sources, the shar; of commercial banks'
showed a small.decline,from 0.9% in 1951.52 to 0.6% in 1961-62 (see Table 2.@), .

It was only in Madras and Kerala the contribution of commercial banks was rslatively
more significant, thodgh in these states,it wes negligible in absolute terms, At
the end of the financial year 1960-61, the advances of schéduled commercial banks
(including the State Bank of Indie and its subsidiries) to agriculturé at Rs, 5.4?0

crores constituted asbout 4% of the total bank advances,
[ SN—

3.1- The beginniné of the sixties show-the technological and institutionsl changes

in agricqlture in many parts othhercountry, such as IADP in 7 districts in 1960-61,
IAAP in 117 districts in 196465 and HYVP in 293 districts in 1966, The agricultural
£échnclagy-fook new dimension in the areas undergoing technological trensformation,

- with new varieties of seed, higher dose of fertilisefs, pesticides and connected
inputs. Thefe was also increasing evidence of use of modern ferm implements and
iﬁpruvad;techniqdés.bf Culﬁivatiuh.' The high p:iority proposed for agriculturg in
ﬁaéional blanning, the spécial agricultural development projects to be‘undertaken

in ﬁ%psdancarof this approach and the schemes of rural electrifiéation which was

in progress in almost all states promised the potential growth of agriculture in

coming years, The cultiQatoré in these areams began taking advantage of the new
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gpportunities thrown up due to the revolution-in agricultural technology. Conse-
qpently, the demend for credit increased conaiﬁerably to step up the adopted
practices and_thg co-ogperative credit structure, being the sola'instituticnal agency
in the field, were expected to respond to it in the provision of short, medium and

long term credit,

3,8 We have alread& saén in Chapter 2-( pp;s:l) as to haw the co-operative ggenciaa
became agtrémely ingQaquafa in meeting the ;pur£ in demand for credit arising out
of technological changes in agriculture, The resaurces‘mobilised by the co-opera-
tivés,rin ihayform of share cepital and depoéits, were extremely limited end most
of the loanable funds were tied in rgceivebles. This éaverely limited the abiliéy
of the co-operatives tc; draw more resources from the Reserve Bank, In April 1966,
against ihe background of severe shortage of food grains production, the need for
additional finance ta support the lending programmes of co-operastives was pu; forth
before the Standing Advisory Committee on Rurai and Co-operative tradit by the .

'

Ministry -of Food & Agricultuie as follows:

 "The approach has now to be néga ased rather thaﬁ resource«based Bnd the
Reserve Bank as‘the national instithtioﬁ, for providing resources for sgricultural
credit, will_havé to accept the responsibility for meeting the entire requirements
minué yhat the cu-uperﬁtiJe credit structure h&s been able to raise" (RBI 1966b,65),
This note; thus, clearly stated that if there wés é demand on co-operative credit
sygteﬁ‘from cuitivator-members for greater credit beyond the internal resources of

the system, the. Reserve Bank should step in and fill the gap in the larger interest

of increasing agriculturel production,

3.9 The Reserve Bank, however, was extremely reluctant to stretch its funds beyond

a limit, It emphesised more on building up of the organisational efficiency and
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strengthening the internal resources of the co-operatives, O0On the other hand, the
need for incressing the agiicultﬁrai pfoduction aﬁd adopfion of new technology
could not be sacrificed till the building up of the co-operafiva; and ths need for
a éeparata insiitution bécame imperative, The focus of concern was éE)commercial
hénké with appropriafé iesiructuriﬁg could step in and fill the credit gap urisigg

ouﬁétechnological revolution in agriculture,

3.i0 Psrhapg tha‘inétiﬁtive-to ianlve commercial banks was first taken by the

co-apérators themselves wha resisted over“the years of any #umpeting agency, even

on é Frans;tional b;sig, to ca-operqtives. To guote a leeding co-operator V L Mehte;
"If co-operative credit is to serve. all types of agricultural producers, rsQuirP-

ments of the 1argé_ﬁnlders have to be met, Sometimes, the credit needs of these

individual holﬁer;, who are found in almost‘eyary rural community, exceeded theose

of all medium aﬁd-smql% Halderg put together, In such circumgtancea, it is worth

considering wheﬁhen,these_needshmay_not be dealt with aepafataly. Qne way of

meeting the’démand is to permit them to form tﬁeir‘own rural banks, Ancther is ;o

allow them dirgct aécess %o thg-disttx central co-operative baﬁka, In as much as

a m;jority'of'suCH agricultural producers will have tangible assets to offer,

State B;nk‘of india may be encouraged to undertake the financing of such_individuals

‘ thfough its Qrénches. Wheﬁher other banks would like to follow the auit; it is for

‘them to deciae. Hifhérto; these banks have sﬁown iittle or no interest in the

financing pf agridulfural production" {Mehta 1§53-645 56);

3.11 The Réserve Bank(s Infurma1 Grodp iﬁ 1966 visualised that the commercisl benks

cudid-hélp‘“in heefing\tha relatively bigger and progressivé cultivators who are

sufficienily.guéiness like'in their production gnd marketing operations, whose

agricultural business may be considered to be almost commercial in nature and

dimensions, and whose plans of cultivetion involve.larger inputs than can usually be
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accommodated within the prevailing ceiling of finance set by individual borrowing
limits in agricultural societies" (RBI 1966a, 85), The possible role of commercial
banks in agficd;tugal credit was also spelt out in the draft outline of the Ffyurth
Plan., Thus, there was & general oﬁinian_in favour of the role of commercial banﬁs
in the field of agricultural credit. The demand for credit from the agricultural
sector emerged since the.early,sixtias had a decisive influence on the possible
involvement of commercisl banks, Dné can also see that the involvement of commercial
banks waq,thouéht of meeting the needs of big and substantiasl cult;yatnra with
‘large production as well as investment losns. Since their numbers were small, th;
banks wouiq‘cupsider to accommodate éhgm without difficulty, without even changing
their normal security requirements, An officiel pronouncements immediatély ﬁrece- .
ding the‘ngtinnalisétion made it very clear in the following wordsl/:
"When anybody télks of agricultural finance, immediately & problem is raised
'hﬁaé.about the small farmers?",,,, It is this persiafent question of finence for
nnn-¢;ediﬁwarthy that appears to have frightened the’commercial banks sector to
some extent and have plgcad them on_defensiQe'to ask for aafaguefds. My advice
to you will be not-to think ﬁf these specialised sectors, but take aéricultural
‘finance.fﬁrlthe c£editworthy on & productive prograwme 88 your immediate cbjective"

(RBI 1968, T).

.3.12. SOCIAL CONTROL OF COMMERCIAL BANKS: A TRANSITORY PHASE - However, the commercial
banks did not have an organisationsl set up in rural areas to meet this task. They
were mainly centred in the urban areaa.g?terin?’Efimiiiizfzhg needs of the commercial

sector, The agricultural sector was not only new to them but the agriculturists

themselves were even less familiar with the ways of the banks, What was called

1/ This was spselt out by the Secretary, Department of Agriculture, Governmeﬁt of
India, at the seminer on agriculturel financing by ‘commsrcial banks organised by
the Reserve Bank of India in December 1968,
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‘fqr was a reorientation of the entire banking system not only in organisational

terms but also in their functioning, It was against this background a scheme of
social control over banks was introduced in December 1967, the main abjectives

were outlined as "to eﬁsure,'in the immediate future, an equitable and purpbsaful

distribution of bank credit, within the resources available, keeping in view of

the relative priorities‘uf developmental needs" (RBI 1967). While the objectives

of social contrel were broad based, to reorient the banking industry &8s an instru-

‘'ment of promoting-planned economic development, the agricultural ésctor was éivan

top priority w}thin the broad category of priorities, To implement the policy,

the Naetional Credit Council {NCC) wes set up in 1968 which became responsible for
assessing the demand for bank credit aﬁanating from various sectors and determining
the priorities for its sectoral'allocatipn, The commercial banka, hetherto, remeined
as the ceptive sector of the largs industry and trade, were to embark on = larger
scale to meet the'emerging demaﬁd emanating from the technalogical reveolution in

agricultura.

3.13 During the period of one year from June 196é to June 1969, the smount outstand=-
;ng qf the commercial banks to the agricdltural sector increased from Rs, 44,58 crores
to R, 188.38 crores (againsf a target of Hs, 35-40 crores set by the NCC). A larxge
pfoportidn qf‘ldans outstandings wes, however, accounted for indirect finance -

mainly for distribution of fertilisers and loans to State Electricity Boards, 0Out

" of k;-1BB.33 crores, the magnitude of indiréct fineance was Rs, 1;4.49 crores, A
_ndtabla feature of the involvement of the banks was the establishment of the

Agricultural Finance Corporation Ltd.,, & joint venfﬁre by the leading commercial

banks, for financing agricultural projects,

NATIUNALISATIDN OF COMMERCIAL BANKS : It was explicitly recognised by ths govern-

ment that without a direct control over the banks, it would be difficult to achieve

the desired objectives, Ownaership by the government was, therefore, considered
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vitel for extension and diversification of banking services, Against this back-
ground, 14 ﬁajo: commercial banks were nestionalised in July 1969, The most
important objectives,gjralevant to the rural credit policy, were (a) to expand

bank branches %o unbankad rural areas, (b) to mobilise deposits and extend credit

to the agrlcultural sector, and (c) to redress the regionsl imbalance of bank credit
between compapatlvely developed and less developed regions, on the one hand, and
between backward ¥agions ?Pd rest of the state, on the other, The objectiv;s of
na@ianalisations were not very much diffaieﬁt from the objectives of social control,

it only accelerated the process initiated through the social control measures.

LEAD BANK. SCHEME : BASiC APPRDACH In th; post nationalisation phase, the objectives
of natiunaliset?gn wérersPUght,to_be_adhieved through the implementation of the

lead bank scheme. The scheme was the outcome of the report of the Study Group (GOI
i969a) of the NCC,'qhich recommended an 'area approach’ t; commeécinl banks'
‘financing of agriculture, The Group noted that the co-operetive credit organisations,
Qith its three-tier set up, ﬁave;the adeptability in assimilating the rural prbblems.
For commexcial banks to identify local prdblems and provide intégratgd banking
sb;vicea.-should adopt a d;strzct as their area of operation, The bank concerned

was expected ta assume the leadzng role in the development of the allotted district,
At the same time thare was clearly no intention thsat the leudrban# should heave a
monopoly of banking business in the distxict, it was ?nly to act as a consortium

-leader ané to invoke co-operatidn.pf other banks operating in the district. By

.doing se it was implied that by putting on eech public sector bank & certain measure

of responsibility for overall banking:'development, the regional disparities could be

2/ ﬁThe'objectives of natiopalisation were described in verious official and non-

" official reports, See GOI 1969b, G0I 1972, Shetty 1978,
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reduced and development of backward areas promoted,

3.16 The scheme was endorsed by the Neriman Committee (RBI 1969a) ‘mppointed in

August 1969, ta recommend on "the branch expansion programme of the public sector
banks", = Accordingly, all the districts of the country were apportioned among the J}
majﬁrvpublic.sector banks having due regard to the contiguity of districts;, regional
orientation and resource position of the banks, The designated bank for sach district
was called the lead bank, The lead bank was made responsible in surveying the

- potentiel. for branch expansion and opening: branches in the concerned district: and
formulating and financing viable schemes,. To fecilitate the process, District
Consultative Committees (DCCs) were: formed in, each district iconsiating of representa-
tives of'commerbial-Banka,_otherufinancial institutions and stete development
authﬁritiesnbf the district) to serve as forums for consultation, and co-ordination

eamong agencies involved,;ji - . S

3.17 The process of implementation of the scheme was slow and halting, By the end
of 7973, ‘tha ‘1ead banks completed surveys for 318 districts out of 338 districts

. alloted:to-ﬁhemvand District Consultative Committees were set dﬁ in 223 districts
(60T 1973-74). . The suzveys brought out the broad .sconomic. features of the district
- but lacked operational -contents as to how many branches and where these be opaﬁad.
Most of the banks.did survéys once=for-all which limited the periodic essessment
required to find out ¢redit.gaps and ectivities to be financed. There was also
_aerinus misunderstandings 8bout the scope and objectives of the scheme as to who-
the lead bank or othex banks=-will. open the .branches snd where, The.DCCs had achieved
very:little in these matters and their working "left much to be desired owing mainly
to ﬁistrust,and.suSpicion among banks and leck of understanding of the role and
functicns of the Committee" (GUI,{973-I4). As the choice of a centre w;s left ta

thse individuai banks, they covered initielly the centres which offered growth poten-
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tial and in the subsequent. years, they ware left with more difficult arems, The
tempo of branch expsnsion, therefore, slowed down after the first two years of

nationelisetion which continued for five y=ars from 1971=75 (sse Table 3.1),

* 3.18 The Reserve Bank came out with the branch licensing policy with the aim of
covering urbanked rural aress, The_instfumehtdlity of the branch licenaing policy
was toldpen céxtain number of rufal b;aachea-in order to get a license for 2 matro-
pPlitan/urben branch, The February 1970 circular of the Resarve Bank to all
commercial banks stated that any bank with more than 60% of its offices in rural and
seﬁi-urbaq'ﬁreas was entitled to have one office in urban centre for any two offices
in ruralrand semi~urban cantres; In Athar cases, the ratio was one office for every *
three offices in rural and semi-urban centres, fhe policy was again revised in
Decembét‘1976,-with a 4i1:1 formula which meant that opening four branches in rural
and semi-ﬁrban-areas will qualify a bank to open'one branch each in a metropolitan

and an urban centre, The rationale of such branch licensing policy was to help

opening branches in rural areas particularly in arees poorly served of the banks,

3.19 While the rationale of thé branch licensing poliecy is understandable, it did

not necessarily lead to thBAChDiCB of centres in states/regions which were relstively
Jhbanke& and’ underbanked, Banks cnntinuqd to give preference to regions alrsady
better banked in rﬁlaéion to others, Iﬁ the absence of any specific compulsion to go

) _

to the relativély backward areas, an automatic formula ss set in ths licensing policy
could do little to help in removing iagionel disparties in the spread of benking, In
November 1976 in the stetes of Madhya Pradesh, Oxissa, Uttar Pradesh and West Bengael
and in the states and u;ion territories of the noxth esstern region, there were about
750 community Development Blocks without banking facilities (GOI 1977-78, p. 70).

The banks opened larger proportion of their branches in the non-lesd districts and

some banks opened their branches in non-lead districts in such numbers thet one
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Table 3.1 : Progress of Branch Expansion Programme of Commercial Bénks

Total of col.2 percentage Total of Col.5 Percentage Of Col.§ those opened by

number of in rural of col.3 Aumbexr . those in of col.b Public RRBS Dthers**
Year offices areas over col.Z2 of off= unbanked over col.5 sector banks

at end~ iges ~rural

December " .opened - aresas

during the
. year ending - _
0] (2) &) a5 et Dec. ) (B () @ @
. 7 . «

1969 9007 © 1666 - 18.5 1445 600 55.4 640(80.0) - 160(20.0)
1970 11184 3766, 33.7 2137 1415 | 66.2 1315(92-7) - 104( 7.3)
197 12987 4891 Cat.7 ) 1808 1056 ' '5B.4 873(B82.7) - 183(17.3)
1972 14739 5325 36.1 1765 B24. 46.7 642(77.9) - 182{22.1)
1973 16503 6023 - 36.5 1782 612 J4.3 468(76.5) - 144(23,.5)
1974 18180 6631 36.5 1693 51% 30,2 411(80.4) - , 100(19.6)
1975 20454 7390 36,1 2337 662 '28.3 515(77.8) 11( 1.7)  136(20.5)
1976 23656 B843 37.4 3217 1262 39.2 691(54.7) 367(29.1) 204(16.2)
1977 26997 11097 41 .1 3348 - 2133 63.7 1097(51.4) 551(25.8) 485(22.7)
1978 29505 12811 43.4 2516 1646 65.4 B33(50.6) 508(30.9) 3os5{18.5)
1979 31558 14448 45.8 - 2058 1579 T6.7 746(47.2) 611(38.7) 222(14.1)
1980 34588 16751 4B.4 . . 3033 2175 T1.7 1358(62.4) 697(32.0) 120( 5.5)
1981 38047 19472 51.2 3467 2598 74.9 1378(53.1) 1133(43.6) B5( 3.3)
Total ' :
(1969=81) =~ - .- 30606 17271 5644 10963(63.5) 3878(22.5) 2430(14,1)

* Includes both in banked as wall as unbanked rural aresase.
*#% pPrjvate ssctor banks and non-scheduled banks.

Note: Figures in brackets indicate percentage to total; Totals may not add up due to rounding.

Source: RBI, Statistical Tables Relating to Banks in India, Various issues.
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‘wonders whether these banks undertook seriously their lead responsibilities

(see Table 3,2),

3.20 It is seen from Table 3,1 that the share of branches opaned in unbanked rural
arsas to totsl branches opened during the year aaclined from 55.4%‘in 1969 to 28,3%
19‘1215,A.The;eaftail_this share incressed to 74.9% in 1981, However, this
rimp¥essive progress in the latex year§ was attributsble to 3878 br;nchea openad by

" the Regional Rural Banks (RRBs) and another 2430 brenches b& the privete sector
‘Sénks, “Though the RRB branches have slso been the résult of efforts put in by the
.public sector banks, they were intended for fulfilling.the institutional gaps in
spécific districts and that theirlorganisational structure and nature of ths clientele

were different (more on this later).

- 3.21 The overall performance of the branch expansion programme (including the

Lbrg&éh;s'nf RRBs) geems_impressivé, The total number of branches in the country
ingreasethrgﬁ 9,007 in ﬂecember 1969 to 38,047 in December 1981 (Table 3,1). The
share of rural offices in total number of offices stood at 512% in December 1981 as

v-aéains{‘1é;5%_in Decembéf 1969. Of the 30,606 new offices opened during 1569-81,

[y

56.4% were opened in the unbasnked rural areas,

3,22 THe brénéh“expénsion~programhe elso brought down the average populetion per

'bank office froﬁ 65,000 in June 1969 to 19,000 in June 1981 (Table 3.3), The sversage
‘rural hopulatiuﬁ per/rurgl-ﬁranchlnf%ica éame down from 226,0hq to 31,000 during
1969-81, State-wise there was wide disparities, for instance, in 1981 the average
rural population per rural branch office was more than the national average of 31,000
in Assaﬁ (67,000), West Bengal (50,000), Bihar and Uttar Pradesh (40,000 28ch) and
Orissa and Karnataka (35,000 éach). However, the avefaga population per branch office

or average rural population per rural branch office in the less developed states as &
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Table 3.2 : Performance of Lead Banks in Opening Offices in their Lead Districts.,

, 1570-74 1970-78

Name of the Bank
Total offices of which: Total offices of which:

openad . in lead opened in lead

' districts * digtricts
State Bank Group 2459 . 695(28.3) 6109 1644(26.9)
Allahabad Bank 222 B3(37.4) 833 | 200(24.0)
Andhra Bank 152" . T1(46.7) 492 160(32.5)
Bank of Baroda aaes 221(57.0) 1207 "623(51.6)
Bank of India 519 230(44.3) 1222 599(49.0)
Bank of Maharashtra 217 114(52.5) 616 . . 197(40.0)
Canara Bank 445 212(47.6) © 977 375(38.4)
Central Bank of India 541 194(35.9) 1385 ' ‘§576(41.6)
Dena. Bank T 3z 128(38.9) 602 223(37.0)
Indian Bank 247 111(44.9) 623 215(34.5)
Indian Overseas Bank 222 52(23.4) 879 153(22,5)
"Purifab National Bank = 482 219(45.4) 1197 547(45.7)
,PunJaHZSind_Bank' 225" 16( 7.1) 507 3s( 7.5)
Syndicate Bank 356 189(52.6) 852 356(41,.8)
Union Bank of India 2T ' 77(28.4) 1036 212(20.5)
United Bank of India 254 140(55.1) 667 332(49.8)
United Commercial Bank 366 181(49.5) 1010 488(48.3)
Bank of Rajasthan a7 8(21.6) 142" 25(17.6)

* . Banks in Private sector

Source : RBI, Statistical Tables Relating to Banks in India, 1974 and 1981.

-
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Table 3.3 3 State~Wise Distribution of Population per Bank Offices and Rural
' Population per Rural Office (June snding).

(,080)

Average population per Average rural population

States bank office per rural bank office

: 1969 1981 1969 1981
Andhra Pradesh 75 19 : 250 26
pssam 198 - R 661 67
Bihar ' 207 29 | 1047 = 40
Gujarat Y 14 78 22
~Héryan§ : 57 16 151 23
Himachal Pradesh 80 TR . 12
- Jammu & Kashmir 14 13 . 461 19
Karnataka 38 13 ' 89 as
Kerala ' 35 11 " 109 23
M;éﬁyélPrédesh ' 116 24 ‘ 423 31
Maharashtra 44 17 223 27
Drissa ' 2z 21 760 35
.Punjab | 42 10 90 12
Rajasthan | B 21 | 139 22
Tamil Nadu | 37 16 191 28
Uttar Pradesh | 110 ‘ | 27 . 428 40
West Bengal o 87 20 . " 754 50
All-India" 65 19 226 31

'#  All~India includes other states and union territories.

Source :- RBI,'Repnrt on currency and finance, 1981-82, GOI, Current Banking
Statistica, 1981, and RBI, Statistical Statements Relating to the:
Cowoperative Movement in India, Part-1 to the societies, 1968-69 and

1980-81.
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multiple of the national aversge or thet of the developed states was lower in 1981

_thap what itvwas in 1969 indicating that the disparities among states had narrowed

-down over the period,

MOBILISATION OF DEPOSITS ¢ The branches opened in the rural aress also demonstrated

the pptentiql for mobilising deposits within a short period of time, The total bank
.deposits increased from R, B360 crores in Dac., 1972 to R, 44010 crores in December
1981 (Teble 3.4), 'The share of deposits by offices in the rural centres increased

from &e6% in Dec. 1972 to 13.3% in December 1981, In 1981, the deposits of offices

opened after nationalisation stood at R, 18445 crores or 41.9% of the total deposits

~mobilised by all—officas.; Comparing with the shara of offices opened after netiona-

3llsat10n, 1t is seen from Table 3,4 that 78,4% of the total offices which were openad

after natlnnallaatlon generatad 41,9% of the totel deposits at the end of December

'1931;5 The,contribution of offices opened in rursl centres after nationalisation was

fs. 4476 crores or 24.3% of the total deposits of all-offices opened efter nationeli-

‘satioh. Here again COmpEIlng with the offices opened after nationalisation in the
'rural centres, it is seen that 58, 4% of the offices which were opened after
;nat1onallsat10n in rural centres accounted for 24,3% of the total depoaits of all
Aoffchs'openad after nationalisetion, This shows that the old offices opened before

gnatiohaliaation have an advantage over offices ppened after nationelisation in

ﬁobilising deposits, There was alsa a greater geographical concentration of offices,

For ihstance, in June 1981, four metropnlitén centres (Delhi, Bombay, Calcutta and

Madras) accounted for 33.4% of the. bank deposits with only 8.5% of the total offices

in the country., Four states (Punjab, Gujarat, Tamil Nadu and Karnataka) with threa

metropolitan centres (Delhi, Bombay and Celcutts) accounted for 54,8% of the total

deposita where as their shere in the total offices were only 37.3% in June 1981,

I8 . .
v
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Table 3.4 : Deposit Mobilisation by Commerecial Banks As on Last Friday of December, Rs. crores,

Total . of col.2 Percentage .Debaaité _ Percentage Contri— Percant. Percentage Percentage of
Year- Daposits; by rg;al‘ of col.3- by offices, of col.b bution i‘égbﬁb?* of offices - offices opened
. {(All-offices) offices over col.2 opsned over Ly zural ‘col, <7 openad after
' © after ;.. .° gol, 2 offices ‘over -~ aftaer nationalisatio
nationali- : , ¢bi, 5 nationali- in rural
sation _ sation in? centres to
‘ total . total offices
' . . offices opened after
WO @ (3) @ (5 © P (e (a) natignatisatio
1972 ' 8360 540 6.5 799 9.6 220 27.5 44 .1 56.7
1973 10084 741 Te3 1404 14.0 362 - 25.8 50.2 54.6
1974 11612 929 8.0 1988 17.1 493 24,8 54,5 51.3
1975 13T M7 8. 2915 21,3 666 22.8  59.3 47.6
1976 17607 . 1554 . 8.8 4627 26.3 975 21.1 652 46.9
1977 213587 I 2006 9.4 6381 29.9 1328 20.8 69.7 50.1
1978 26492 2664 10.1 gaeo 33.5 1854 20,9 " T243 ) 52.0
1979 31275 3559 1.4 11873 38,0 2584 21.8 T4.7T - 53.1
1980 36997 4644 12.5 14761 39.9 3481 23.6 76.3 56.3
1981 44010 85834 13.3 18445 41,9 4476 24.3 T8.4 58.4

Source: RBI, Banking Statistics, Basic Statistical Returns, various issues,
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3.24 DEPLOYMENT OF COMMERCIAL BANK CREDIT TO AGRICULTURE : The mobilisetion of deposits
from the rural areas in such & scale was first of its kind since the beginning of -
the plenning. The policy makers becams very much optimistic about the deployment of
such resources as credit so as to supplamant'the efforts of the co-operative credit
‘organisation. Hitha:tq_cultivators in the villages could get credit from co-
operatives only by becoming members, subject tu.appropriate policies to lend the
‘available resuqrceg. Within the framework of the commercial banking system, neither
was there any membershiﬁ iequiremént nor any representatifn of the villagers,
Officials in the leed bank and their branches in the district were to take the
responsibility of identifying end méating the.credit gaps, The whole process was
embodied in the District Credit Plan (DCP) the approach of which was to analyse the
‘gconnmiﬁ structure of the district, to prepare viable and bankabla schemes, estimate
the cfadit demand arising under these schemes and finance tham; Though the plan was
‘well-ﬁonceived, no time bound‘prugramme was prescribed for cerrying put indepth
studies for their preparations and the first such pla; was lasunched as late as 1980,/

In the mean time, the banks began scattered lending to individual egriculturists in

a move to attain the targets set before them,

3.25 Agricultural advances of commercial banks comprised éf)twu types: (a) direct
finance and (b) indirect finance, The former cnmprised(ég)short-term crop loans

and term loans fnr-agricultural and allied activities., Indirect finance consisted
of loans to agriculturists through other agencies such &s co-operatives, Rural
ElectrificatianvCorporation, gtc., The basis for lending by the banks was provided

in a-circular by the Reserve Bank to all commercial banks in Decembexr 1970 (RBI 1971,
103-108)., The norms af 1oaninglpolicy as regard to fixetion of credit norms and
scale of finance, margins and security, geasonality and timing, supervision end

recovery arrangements, etc, were indicated in the circular,
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.3;26F However, it was not clear as to whether the commercisl banks and co-pperatives
would operate in different aress or jointly meet the credit requirements. in a given
area.gl Demarcation of different  areas could not have been justified for a large
part of the country unless the two agenciés operating in the respective arsas were
equally efficient both in mpbilisation o% resources and lending edequately. Operating
in & cﬁmmon aree providing identical credit facilities was also not without difficulty
as regards the duplication of efforts, lack of uniform loaning procedures and the
poteptial competition arising out of tﬁeir operations, These conflicts were tried
to be resclved, in 8 limited way, by adopting pfimary agricultural credit societies

Ey,the banks En certain areas (more on this latter).

_3;27'In the initial yeafs of operations, the banks faced many problems, The credit
dépidyﬁent'uf +he lead banks were based on their earlier surveys which wers too
general, they were macro-exercises for thé district as a whole, Rseading of a few
lead bank survey reports indicates that the estimstion of credit requirements for

the district was based on unrealistic assumptions as regard to the number and type of
activities to be undertaken and the amount of credit to be extended by banks, Ths
estimated credit neéds of the district as emnrgaﬂ in the surveys wers so vast that the
banks,cnmplained'their inability to meet the enfire'requiremants. for instance, the
UCO bank survey report for Darrang district ‘in Assam satimated thet duriqg 197071,
only. 12%4 of the credit requirements be met Ey the bank, The Bank of India survey
report for Bhanddra district in Maharashtr; estimated a credit gap of R, 10 crores
during 1970-71. The SBI which ﬁrapared a credit plan for the Gorakhpur district came

to the conclusion that it can only meet 15 to 20% of the credit expansion in the

agricultural sector (GOI 1977-78, 70).

é/ For & detailed discussion of the preblems of multi-agency spproach to
agricultursl finance see RBI 1978. )
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3.28 The flow of lending by the banks was also hot accompanied by their timely and
full recovery. Percentage of recéveries to demand hovered around 50% during 1975-81,
es seen from Table 3,5 (the period for which deta are availaﬁlﬁ). Given the pre-
ponderance of short term deposits in their deposit-mix, the increase in overdue put

a strain on their functioning, One of tha essential elements of thea crop loan scheme
folloQing the RCS Committee in the early fifties was to link credit with marketing,
This was envisaged to wqulas a built-in mechanism for timely and prompt recovery of
crop loans, As the crop loan system endorses loans for crop plans instead of
a&équate security, it is.essantial fur the banker to ensure the safety of funds,
However, liﬁkage of credit with marketing was not embodied in'thallnaning policyloﬁ/

the commercial banks and it was not clear as to how the recovery of bank loans,

particularly the short term, to be followed,

3.29 The banks began increasingly concerned gbnut their agricultural loans. in the
faca of rising ovehdues; They emphasized more on term loans for which refinance
wéslmade available by the rarstwhile Agricultural Refinance and Development Corpora-
tinn (ARDE);» It is seen from fable 3,6 that the volume of refinasnce by ARDC increasec
from a meagre'levei of Rs. 3.3 crores in. 1971-72 to K. 315 crores in 1961-82, account=-
ing for about 36% of the total loans advanced by fhe banks during 1981-82. A compara.
tive pic£uie of refinancing fecilities availed by cp-operstivés,Abath PACS and LDBs,
end ?ummarcial benks is also presented in Table 3,6, It shows that inspite of the

massive resources tapﬁed bylthe banks from the rursl areas, their dependence on
refinance has increased year after year,

3.30 The‘naéds of rural banking were totally different from urban operations of the

-,

commercial banks. The success of rural lending mainly depended on the sbility and

'ﬁitiative of the branch manager and his field officer who were, in most cases,

drawn from the urban centres and were not well convarq?nt with their proper role in
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Table 3.5 :: Percentagg of Recoveries to Demand of Agriéultural Advances
‘(Direct Finance) of Public Sector Banks (end June)

e . ‘ 1972 1975 1976 1977 1978 1979 1980 1981

 Andhra Pradesh 55,2 67.0 65.9 55.6 59.3 60.1 54.0 53.1
Assam © 24.4 25.4 30.2 34.7 29.7 26.7 25.5- 23.0
‘Bihat- - - - 56.5 40.2 45.7 40.6 35,8 31.7 35.5 37T.8

. ‘Bajarat © 53.5 42,0 41.4 42.2 40.2 49.6 49.2 52.0
‘- Haryana | 65,9 6B.5 67.6 65.6 6B.0 65.8 66.3 588
" Himachal Pradesh 33.9 S56.7 51.7 40.3 46,7 44.0 54.5 43.6

" Jammy & Kashmir 23.9 46.8 40.5 48.1 63.0 46.9 54.7 51.6
Karnataka 49.5 53,9 53.9 51.6 46.4 48,7 50.8 51.0

.. .Kerala 48,7 65.5 62.8 58,3 64.1 68.4 67.2 68.1
Madhya Pradesh 48,0 45.0 45.8 43.4 38,8 38,3 37.8 43.0

"' Maharashtra . 43,0 38.3 39.3 34.7 36.1 39.9 41.9 46.7
" Drissa 35.3 49.3 42.9 40.8 41.6 45.4 44.7 34.9
~ Punjab 56.7 63.2 69.0 70.3 75.4 T9.1 B1.4 TT.3
" 'Rajasthan '52.8 46,5 50,1 49.2 49.7 50,5 53.1 46.0
' Tamilnadu 56.5 S5t.0 50.3 50.7 52,1 53.8 52.4 58.0

" 'Uttar Pradesh 56.5 52.2 5B8.0 56.6 56.5 57.1 53.6 55,0
-~ West Bengal = 21,3 31.6 33.7 39.7 41.0 39.8 31.4 30.3
ALl India* 50,7 50,2 50,9 48.8 50.2 52,2 52,2 52.7

. * Includes Union Tarritoriss and other States

-

"’Bpufcé“z' EDI, Current Banking Statistics, 1979 and- 1983 and for 1972 -
e 601 (1973-74) 79.

.- ———— emr e . R - -
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Table 3.6 : Refinance Support for Rural Credit by the Agricultural Refinance and Development Corporation (ARDC) and

the Reserve Bank of India, During'the year, values in Rs. crores.

N

b 4

*.
1

'1971-72 1972-73 1973-74 1974-75 1975-76 1976=-T7 " 1977-78 1978-79 1979-80.. 1980-81 -1981-82
A. Co~pperatives (shorit-term)
1. Short Term Leoans Advanced 540.9 612.8 663.1 750.0 B81.4 1016.3 .1057.9 1206.5 1259.6 1385.5 1795.9
2. Total Refinance 485.7 600.2 621.4 813.3 901,0 B19.8 996.2 1232.0 944 977 1446 '
- ARDC Refinance tao SCBs 3.3 3.5 2.7 1.5 1.3 1.0 20 4.0 9.0 9.0 230
= RBI Short-Term Accummadations(a) 482.4 596.7 618.7 811.8 899.7 8108.8 ' 994.2 1228.0 935 968 1423
3, 2 as per cent of 1, 89.8 97.9 93.7 1068.4 102.2 80.7 94.2 102.1 74.9 70.5 80.5
i
B. Co-operatives (Medium and Long term) _ ]
1. Total Maedium and Long Term loans Advanced 228.0 345,.1 213.6 289.2 - 305.3 414,2 tf 386.5 414.5 565.5 643.0 683.1
2. Total Refinance 34.3 B6.1 83.8 B1.7 106.3 136.3 i’ 119.0 147 185 229 244
~. ARDC Refinance to SLDBs 28.4 86.1 77.8 97.1 99,1 127 SERTY 131 164 212 226
- RBI Medium Term Accummodatinns(h) 5.9 - 6.0 4,6 T.2 9.3 N 7.0 16 21 17 18
3. 2 as percent of 1 15.0 24,9 39.2 28.3 34.8 32.9 jo.s 35.5 32.7 35.6 35.7
C. Commercial Bankst?)
1. Totaigjerm Loans Advanced 14.5(d) ZD.B(d) 113.8 128.2 192.4 254.0 - 281.3 435,0 520.0 T745.8 B72.5
2. ARDC Refinance 3.3 4,5 17.4 27.9 70.8 93 } 120 150 230 268 313
3. 2 as percent of 1 22.8 21.5 15.3 21.8 36.8 36.6 [ 82.7 34,5 44,2 35.9 35.9
‘ |
(a) Drawals by Co-operatives during the year for seasonal agricultural operations below the bank rate, except for 1971-72;, which also includes marketing of crops,
i
(b) Drawals during the year b¥ co-operatives for medium term purposes below the bank rate. ?
(c) Excluding RRBs,.
(d) Break up of short term loans not available.

Source: ARDC : Annual Reports and RBI : Reports on Currency and Finance.
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the field Pf agricultural finance, Proper identification of thes borrowers was not

possible'in meny ceses by the brench menager because of‘their unfamiliarity with

.local land record system and the activities feasible in the ares, It bacame
d%fficult for the bank stéff to eveluate and scrutinise proposels, to fﬁlﬁow up
credit and effectuate recovery from the agriculturists scattered in fer away villagas'
and consequently they could not reach 8ll villages under their area of operations,

Due to all these, the banks tended to concentrate their sctivities in high potential

'and essy areas, - Naturaliy, the better off in the adjoining villeges who were better

aware of the banking facilities were financed after fulfilling the security

requirements,

3,31 Many other problems were faced in case of financing allied ectivities by %the
banks., Success of these schemes required ‘@ minimum simultaneous development of other
activities, such as input supplies, marketing facilities, etc,, in the absence of

which loans were misutilised snd overdues increased.ﬁj {See Hazari 1976, RBI 19784.).

.3_32‘ Two conseguences emerged out of such situations: (2} The shere of agricultural
advances in the total bank advances remained at very low level in the initial years,

between 5,4% to 8.8% during 1969-74 (see Table 3.7), A substantisl proportion.of
/ ‘

4/ One cen best quote R,K. Hazari : "We finapced fishing bogts ... the project

nearly came to grief because there were no ice plsnts and no cold storege fecilities,
There were no trucks to trensport fish ,.. when it comes to financing of merket yards
the earlier view was that ,.. all we had to do was to finance the construction of
building ..., Now we 8150 go into the question of fixing merket fees end the kind of
building materisls to be used for merket yerds, ms also the proper mensgement of the
market committee ,,. when one is financing dairy projects ... one should know that

the cattle are going to be good and that cattle are available and that some cettle ere
not passed from one farmer to another .... There has to be adequate veterinsry care
ese adequate feed .,, and the milk had to be sold ... and the money collected rasturned
“to the lender ... In the case of Poultry there is the celebrated cese ,.. where very
- recently new born chicks were distributed to farmers with the inevitable consequence
thet the chicks died" (Hazeri 1976). The argument of Hazari can be equally applied to
crop loens, irrigation loans, equipment loens, etc, In the absence of supporting
infrestructure, credit has become 2 weak instrument for agriculturael development,
Technically, it is the government machinery which is responsible for the creation of
such infrastructure facilities,
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Table 3.7 : Share of Agricultu:é and Pfiofity Sector Advance in Totgl. Advances by Public Sector Banks

—_— — - - i . ’ v

[R— — [ — L Ty e — - —

Tatal Prib;itﬁ Advances to'Agricuitﬁral Sector Share of Agricultural
End June Total ___Sector Advances . . . ' Sector Advances in
Advances  (Rs. ~ % of ~Direct Indirect Total Direct Priority Total
(&.million)-million). ::::ices (Rs. million) ::ti;qf_ ::s::zas advances
i , D (%) (%)
1969 30170 4400 14.6 402 1221 1623 24.8 3649 5.4
1970 35780 47472 20.9 1604 1413 3017 53.2 40.4 8.4
1971 40800 9073 22.2 2064 1346 3410 60,5 37.6 B.4
1972 46220 10600 22.9 2319 1566 3885 59.7 6.7 8.4
1973 54300 12925 23.8 2978 1709 4687 63.5 36.3 B.6
1974 66920 16883 25.2 3916 1941 5857 66.9 34.7 8.8
1975 76540 19989 26.1 5115 2566 7681 = 66.6 38.4 10.0
1976 99280 25272 25.5 7262 2780 10042 72.3 39,7 10.1
1977 116340 31464 27.0 9507 3243 12750 74.6 40,5 11.0
1978 133640 . 40012 29,9 12347 4245 16592 14,4 41.5 12.4
1979 162200 52109 32,1 16802 5430 22232 75.6 42.7 | 13,7
1980 . 200290 68350 4.1 22991 6568 29559 77.8 43,2 14.8

1981 239500 868614 37.0 29547 9260 38807 76.1 43.8 16.2

Source : RBI, Report on Currency and Finance, various issyes,
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agricultural advances continued to b2 in indirect form, (b) The deposits mobilised
in the rural‘areas were much larger than the volume of credit in those areas, The
cred;t-deposit ratio é'which shows the propprtion of credit sanctiored in a parti-
cular state/area to the deposits mobilised in that state/srea - differed considersbly
among different states (see Table 3.8)§( The banks came under the criticism of
diverting the savings of %the rural economy for investment elsewhere, Thus the

regiopql and sectoral imbalances of bank credit that were sought to be corrected

‘following nationalisation persisted in the post nationalisstion periods.

3.33 To correct the sectoral and regional bies of bank credit, two types of restric-
tloﬁs came to be imposed: (a) In November 1974, the Reserve Bank directed the
commercial banks to reach a target of 3573% of total edvances to the priority sectors
by March 1979 (excluding exports)., In March 1980, this target wes revised upward

to 40% of which 40%-(or 16% of the total advences) were to be sarmarked for

agricultursl sector. (b) The banks were required to deploy 60% of their total

: !
5/ Accordlng to the estimate committee Raport (GOI 1977-78), the deposits of 237
" indystrially backward districts (as declared by the Planning Commission) remained
at about 21% of ell the districts, while their advances declined from about 14%
to 13% of the total advances of 81l districts during 1974-76 (see the Table below),
The credit-deposit ratio of those district remained at less than 50% ega;nat the all-
India average of about 70% durihg the same period.

(Rs, crores)

Deposits ' D Advances
1, All. India Dec June June Dec June June
’ 1974 1975 1976 1974 1975 1976
2, 237 Backward 11611.8 12637.1 15156,4 8249,0 9118,7 ~ 11639.2
Districts 2465.5 2687.4 3216.6 1179.0 1318,6 1584,3
3,'2 as per cent.of 1 21,2 - 21,3 a2 14,3 14,4 13,6
4, Credit-Deposit Ratio . e, 48,2 43,0 49,2

Source : GOI (1977=-78), 40-41,
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Table 3.8 : State-Wise Credit-Deposit Ratio of Scheduled tommérciél Banks According to Sanction (end-December)

1969 1972 1981

States Total Rural . Semi Urban/ Total Ruzal  Semi Urban/ Total -
: R lirban  Matro- Urtban - Mstro-
pelitan politan
Andhra Pradesh - 94,2 141.6 74.7  B1.6 83.8 112.3 69,7  66.6 75.3
Assam - 42,4 300  35.5 72,2  45.5 44,2 35,6 55.0 _  43.4
Bihar C27.2 ° 7647 25.2 28,5 29,6 45.4 33.8  42.0 39.4
Gujarat 50.6 23.0 35.3 78.3 56,4 45.1 46.7  68.8 57.7
Haryana 47.2 49.5 57.3 . 32.1  S5t.1 83.4 72.8  73.5 75.4
Himachal Pradesh - 22,3 9,0 20.7 - 14.7  38.1 50.4 - 42.7
Jammu & Kashmir 9.2 5.5 14.4 . 26.8 23.2 45,5 56.2  44.8 46.1
Karnataka 72.7 98.2 63.1 96.2 88.4 T78.5  T0.1  79.0 77.0
Kerala 66.8 60.5  51.3  96.5  70.7 66.4  53.8 105.5 71.5
Madhya Pradesh 55.8  40.4 38.7 59.5 52,0  70.6. 55.2  61.1 61.5
Maharashtra 92,1 68.8 44.8 B6.8 83.5 76.8 54,5  84.0 80.8
Orissa 49.5  16.9 45.9 - 50.8 46.0 97.5 53,8  58.0 65.6
Punjab 33.2  16.8 27.1 45.4 33.2  39.8 48.0  51.0 46,7
Rajasthan 49.9  41.4 47.0 50.3 48.7  7B.5 60.5  70.6 68.9
Tanil Nadu 133.5 90.7 81.0  120.5  110.1 96.2 70,5 104.4 95.1
Uttar Pradesh 44,5 36.5 30.5 . 40.5 37.3 50.5 45.0 45.8 46.6
West Bengal 100.6 16.3 16.6 85.7 76.0  30.1 21.9  67.9 58.7
All-India 72.2  4T7.7  41.9 76.8  ° 67.2 60.6 51.4  75.8 68.1

#* Includes other States and Union Territories,

Source ¢ GOI, Current Banking Statistics.



/116 /

d_BpOBitB mobilised from the: : rursl and gemi..u:_fban araas in the same arga, to be

echieved by Msrch 1979,. These policies wers in the form of 'rationing'imposed on the

-banks to increass their share to the agricultural sector.

3.34 The share of priority sectors incressed to 37% and that of agricultural sector
to 16.,2% of the total advances by end=June 1981 (Table 3.7), Within the priority
'éectors,'adVancesvtu agricultural sector increesed to 43,8% by end-June 1981, The
direct finance component of the agricultural advances by the benks was 76% at the
end of June 1981, The credit-deposit ratins'in many stetes had improved, though the
- overall ratioc had declined from 72.,2% in 1969 to 68.1% in 1981 (Table 3.8) following
-increased stetutary and cash reserve requirements, The credit-deposit retios for
rural centres. ingreased from 47,7% in 1972 to 60.6% in 1981 end that of semi-urban
from 41,9% to 51,4% during the same period, However, disparities among the states
persisted, for;instance,.in-1931 the credit-deposit. ratics for xural centres wers
Below the n;tional ;veraga of 60.6% in Assam (44,2%), Biher (45.4%), Gujarat (45,1%),
Himachal Pradesh (38,1%), Jammu and Kashmir (45,5%), Punjab (39.8%), Uttar Pradsah

- (50,5%) and West Bengel. (30,1%), : .

3.35‘Though‘desirable; the prescription of’ a minimum 16% edvances of the banks for
the egricultural sector end & 60% credit-depscit ratio were based on tentative
assessment, The prescription of a minimum share of the bank advances to agriculturei
could have been done against the credit gaps in the agricultural

Zpécto;ﬁ, from time to time, estimation of credit requirements for the agricultural‘
sector w;a'dnne by differeﬁt official committees, such as Gadgil Study Group of the

National Credit Eouncii in 1969 (GOI 1969a), the All-Indis Rural Credit Review
Committee in 1969 (RBI 19589) and the Nationel Comm;ssion on Agriculture in 1976,
etc; After making dus allowance for the co-operative credit institutions, some
kind of estimation could have been arrived at for the bank finance to agriculturs] -

sector, Similarly, monitoring C-D ratios has a limited role in correcting regional

imbalances which owe its drigin to the basic imbalances covering natural resources,

transport and communications, irrigetion, entreprenurial attitude of the people,
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size of markets, etc, These fectors basically determine the level of economic -
activity of & region end lower the economic activity, lower would ba ths absorptive
capacity for funds of the rsgion, Moreover, €-D ratio has its own limitations, In
the presence of & high C-D ratio, the total availability of credit will be low if
the size of deposit is low, Loans sanctiuned in & particulsr area may be utilised

elsewhers where the bank office is not located, in which case, a high C-D ratio

-

~accoxding tO'sanction.may'rasuit in & low ratio according to utilisation, There is,

therefore, need for & ceutious use of the C~D retie as a policy indicatoxr.

INNDVATIVE EFFORTS TO RURAL LENDING f Besides lending in a scattered manner, the
cummeicial'banks made several innovative efforts to reach the rural borrowers in :
fhe far away villages, Thay inclqda»}hg following:

(a) To'overcome the praﬁtical difficultieg releting to menpower, high tosts

of operations and follow-up of farmers who were scattered over wide aress, compact

areas were chosen within thé'jurisdiction of specielised branches, such as,

Agriculturel Development Branches of the SBI, the Gram Vikas Kendras of the Bank of

Barods, Rural Service Centres of the Dena Bank and Farm Clinics of the Syndicate Bank,

(b) To avoid scettered loans in the far awey ;illagas_from the branch office,
thebbanks.bgg;n satureting individusl villages under the Village Adoption Schema..
The dbjeqtiﬁa‘was to develop the village economy in a phased manner by satureting
their efforts in a particulafrvillaga.

(e} To avoid dupﬁlication of efforts between co-operative and commercial banks,
the banks financed ;he villagers through the primsry agriculturel credit societies,
Tha:fina;cing of PACS by the banks was also thought to be & cheaper end Basief method
for.banks to réacﬁ the rural borrowers in remote areas and to develop the co~opera-

tion with the co-operatives so as to utilise the local feel and familiarify

available to it,
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3;37 It is difficult: to evajiuate the axpariancaq.of sach of tha schemess duu'ia
lack of sufficient av;dancegl In many instances, the village ‘adoption schemes
were in no Qay different from their scatterad lending. The adaoption of villages
was not uniform throughout the country. The ranking of the stetes according to
selected criteria based on adopted villages reveal wide stete-wise variation
ﬁTable 3.9)., With few exceptions, the states where the coverégs‘of banks wqff_high,
thé pexcentage of villages adopted, numbexr of eccounts per village and amount ouf—
standings per account were also higher. The adoption of & villege has little
meaning if the plan for intensive development of the village was not prepared and
implemented, In fact, the launching of the schemes in selected villages led to the
neglect of the villages not adopted under the scheme, To quote an officiel report:
."The village adoption scﬁema should not end up becoming a convenient device to
avoid scattered loans under conventionsl credit schemes, fhis is stressed becauss
the institution mannual of one benk goes to the extent of laying dewn that all
agricultural advances should. in future be restricted to the edopted village only"

(RBI 1978d, 67).,

3.38 The scheme of financing PACS was introduced in 1970 in five states viz, Andhre
Pradesh, Heryana, Karnataka, Madhya Predesh and Uttar Pradesh and later extended to
Orissa (1972), Jammu and Ka;hmir and wgst Bengal (1973), Biher end Maherashtra (1974)

"and Assam (1975). The banka\gfq§g,PAC§ mainly in the areas whgrg District Central §
Co-nﬁerati&e Bénks‘were weak. A comparative picture of ceded societies and all PACS
presented in Table 3.10do not reveal any better performance of the ceded societies,
such a‘cQGparisun is, ofcourse, not appropriete since the number of societies

alloted to the banks and also conditions of working of societies differ from
state to state,

3,39 The Reserve Bank survey of the ceded societies in the five states where the

scheme was initially adopted cavering the psriod 1970-75 revealed the following:

(a) Only 11% of—the total societies ceded to the banks wars .viable at the end
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Table 3.9 : Village Adoption Scheme : Ranking of States According to Selectsd Criteria, Dec. 1977.

. ‘ A , . . -
Average population. per No. of villages adopted No. of accounts per Amount-nutsfanding paé Amount outstanding per
Rural/Semi Urban branch as percentage of totql village adopted village account

(roco0) number of villages . {r000) ~ ('000)
Punjab (11) Kerala (66.6) Kerala 124 Andhra Pradhesh i1§3~ Gujarat . (4.3)
Kerala {i2) West Bengal (24.9) Andhra Pradesh 78 Maharashtra C 97 Mahayaahtia (3.7)
Himachal. Pradesh (12) Haryana - (20.2) Tamil Nadu 54 4 Kerala " 79 Rajasthan (3.0)
Haryana (16} Andhra Pradesh’ (19.6) Orissa 40 Tamil Nadu 73 Haryana (2,9)
Gujarat o (16) Punjab - (16.8) Karnatgka 29 Karnataka 71 Punjab (2.8)
Karnataka (16) Tamilnadu (14,0) Maharashtra 26 Haryana 56 Madhya Pradesh (2.8)
Jammu & Kashmir (17)  'Kernataka (12.6) Bihar 22 Punjab 54 Andhra Pradesh (2.5)
Tamil nadu {25) Rajasthan (10.6) Uttar Pradesh 20 Gujarat 52 Xacnataka -~ {2.4)
Maharashtra {27) Gujarat (10.0) Haryana 19 Orissa 40 Bihar (1.5)
Rajas than (27) Uttar Pradesh { 8.8) Punjab 19 Bihar 33 Uttar Pradesh (1.4)
Andhra Pradesh  (27) Msharashtra ( 7.6) West Bengal 18 Rajasthan 33 Temil nadu (1.4)
Drissa (38) Assam ( 6.4) Gujarat 12 Uttaxr Pradesh 28 MWest Bengal (1.3)
Madhya Pradesh  (38) Madhya Pradesh ( 5.8} Himachal Pradesh 12 Madhya Pradesh 23 Jammu & Kashmir (1.3)
Nest Bengal (39) Himachal Pradesh ( 4.9) Jammu & Kashmir 1{ West Bengal 23 Himachal Pradesh (1.1)
hasam (39) Bihar ( 3.9) Rajasthan 11 Jammu & Kashmir - 14 >Assam {(1.1)
it tar Pradassh (40) Orissa ( 3.7) Assam 9 Himachal Pradesh 13 Orissa (1.0}
hihar (47) Jammu & Kashmir ( 2.4) Assam 10 Kerala {0.7)
ource : RBI (1981), S02, “ﬁj‘
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Table 3.10 :* Financing PACS by Commercial Banks = Selected Indicators of

Performance.
1970-71 ' 197980
All PACS Ceded PACS All PACS Ceded PACS
1. Average membership
per socisty: . 193 167 580 953
2e Percénfage of
Borrawing member-
ship to Total 3 36.2 48,6 36.0 21.1
3.‘Loaﬁs issued per
Borrowing member: o '
(Rse) © . 514 500 823 671
4, Loans issyed per
" society _
(in . Rs.. thousands) 36 41 214.5 135
5. Percentage of socie-
ties having full-
“  4%ime paid secreta-
. I:I'.ES - 33.3 ’ 6002 70.3 81 .7
‘6. Percentage of )
overdues to oute .
standings 42,4 : 45,3 ' 45.9 51.0
7. Percentage of socie-
" ties classified as
A - : 2.5 1.2 2.6 * ‘0.2
B 12.1 19.3 14,1 % 12,3(
C 68.8 78.5 - T3.4 * 85.2
D 15.6 1.0 9,5 * 2.3.
E 1.0 X - 002 * -

* Refers to June 1979

Statistical Statemsnt Relating_to the Co-operative Movement in India,

Source .: RABI,
1970-71 & 1979-80.
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of Juns 1975; (b) The proportion of societies financed during the year by the
banks declined year after year due to rising overdues of thes socisties to the
banks, * {¢) The overdues as percent of demand of the ceded sacieties increased from

33.7% in June 1970 to 43% in June 1975 (RBI 1976). Many other problems were

faced during the implementation of the scheme. There was complete abkenca of

co-ordination between the co-operative dspartment and ths banks. The co-operative
departments complained that banks were only asking for good societies, whare as |
the banks felt that only sociesties with larger overdues were passed on. to them,
The banks begaé financing directly to the agriculturists in the areas of ceded
societies which was otherwise to be routed through the societies. The scheme
grédually diséppearad towards the end of the seventies. One interesting feature
of the scheme was that bank' loans issued to farmers owning less than $ acres

iand directly by banks in the area of ceded societies was much larger then what
the banks financed such farmers through the ceded societies, The banks found it
sasier to finance small farmers directly due to spascial schemgs launched, such as

providing concessional finance under the Differential Rates of Interest scheme, atc.

POLICY CHANGES IN RURAL LENDING: MOVE TOWARDS FINANCING WEAKER SECTIONS: Wa have
seen that the commercial banks were inducted into agricultural financing in the
wake of the fechnological revolution in agricultures. As in the social control

days, so also in the periods immediately following nationalisation, each bank was

‘to choese the type of its clientele and the area of its operations. In the

guidelines issued ta banks for their agricultural financing, emphasis was put on

already viable cultivators with technically feasible and economically wviable schames

3.41 " In the early seventies curiosity cams to be expressed as to whether commercial

banks can Belused to finance the credit nesds of thes small farmers. This was an

outcome of the widespread concern about largse scale poverty in rural Ipndia. The
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new agricultural strategies undertaken in the sixties had already shawn rasults in
certain regions for certain sections of the rural community. It was argued that

the benefits had mainly accrued to the rich farmers and farmers of large land
heldings. The lack of sufficient institutional credit facilities coupled with
ignotance about “the Bophiaficatad aérnnomis practices implicit in the nuw‘agricul-
tufal strategies Bperated as major constraints on small farmers to adopt such
practices, leading to the widening of the diaﬁarities between them and the others in

rural India,

3.42 The All-India Rural credit Review Committee (RBI 1969) came to the cohclusion
;hat fhe small farmers have not benefitted in proportion either to their numbers
or their néeds froﬁ various pregrammes of rural davelbpment implemented since the
First Plan, nd;_had they beeﬁ able to get an equitable share of institutional
credit. The committee observed that:

"If the fruits of development continued to be denied to large sections of the
rural community while prosperity accrues to soms, the resulting tensions, social and
economic, may not only upset the processs-of orderly and peaceful changs in the rursl
econqu‘but even frustrate the national effort to keep up agricultural production"

-(RBI 1969, 579). C ' C

3,43 The Fourth‘Plan (1969-74) took dus cognisance of the tenqion and conflict in
rural India arising out o% green revolution and waerned: "There is thus the denger
of emergence of a sharp polarisation between the more previledged class;a of the
rural sactor, the priviledge in this instance relating to the resources and tools
of development" (Fourth Five Year Plan, 1969, 120)., The Plan document went on to
say-tha£ small cultivators and agricultural lsbourers represented 52% and 24%

respectivaly of total households. The approach to the problems of small farmers,

‘according to it, "is not that of developing @ different technology but that of
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anapling such farmers by suitable means to participate in the available technology"
(122). A number’ of steps were proposed and special schemes outlined for the
"dévsldpment of sﬁéll and marginal farmers and agricultural laboursrs. The Plan
allocated s« 115 ciufeg in direct financial support for thu amelioration of weaksr
sections of the rTural comﬁunity. Steps were pidpoaad for reorienting the policies
governing loans and the:prbcadurus of credit institutions. New institutions viz.,
tﬁe RRBs, . ' . SFDA, MFAL, FSS and LAMPS were designed to meet the credit needs
of the:- - weaker-sections (to be discusaea shortly). The commercial banks, being
,tﬁe-stata-nwned institutions, coul& not be isolated from participatg;g in the
natiunal.efforts.aimed at improving the lot of the weaker aectinn.l/ This called for
special pruvisiuns_uithiu the framework of commercial banks' lending to agriculture,
as foliows: _

(a) 1In 1972, the Differential Rates of Interest (DRI) scheme was formulaéed
under which the banks were to give advances at a concessional rate of 4% in 163
backward distiicts in the country (which was extended to 265 in 1973). Broadly,

: landlessriabourars or margihal f;rmers owning landholding upto 1 acre of irrigated
land or 2.5 acres of unirrigated land and persons balonging to acﬁaduled castes and

'séhaduled tribes were considered for the schame. DBanks were asked to lend 1% of

their total outsténdinj advances at the end of previous year,

I/ The role of commercial banks in meeting the socio-economic ebjectives was for the
first time spelt out in the Report of the Banking Commission which observed the
objectives of nationalisation as the "speedy achievement of the socisl purposes

such as meeting the legitimates requirements of the weasker sections of the rural ]
society" and "to ensure that the needs of the productive efforts of diverse kinds,
1rreapactive of size and social status of the borrowers.....to create fresh opportu-
nities for backward areas in different paris of the couniry....and to ensures that
large -borrowers did not have more access to resources of the banks than was actually
required for productive use and to prevent the misuse of credit for speculative and

other unproductive purposes®™ (GOI 1972).
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(b) To finance ths lumpy népitai aasaté; like minor irrigation, a ‘Group
Guarantee' scheme was introduced under whiéh loans were provided to a group of
small farmers on a joint.basis, The schema was designed not only to make the small
farmers‘cradit-wagthy, but also to reduce the cost of banks that would otherwise
happen due to small accounts and to reduce the risk of default by cultivating ¢he

sense of collective responsibility in the group.

{c) Provision of refinance was liberalised by the Agricultural Refinance and
Developmént Cofpnration (ARDC) to ths commercial banks to facilitate such flow of

credit {see Table 3,§).

l(d)' Cansidefing the risk involved in finaﬁcing th; weaker sections, a special
institutisn viz., Credit Guarantee tnrparatinn (now Deposit Insurance and Credit /
Guarantee Corporation) was sat up to relieve the banks from the fear of risk of
default.

(e) To puﬁ the commercial banks on par w;th the co-operatives in their recovery
of dues, an expert Group (RBI 1971) was appointed and its recommendations regarding

the cultivators! tramsferability right in land, etc., were accepted.
-—— !

3.44 1t is diffiCult to esvaluate the impact of each of thessschemes due to lack of
data on an aégregat; basis and field level studies. The progress of DRI lending

on an all-=India basia by thae Public sector banks is presented in Table 3.11 The
banks were able to r;ach the target as stipulateﬂ under thﬁ scheme. At the end

of March 1981, 0.96%.uf the total outstanding advances of the commercial banks were
advanced under the DRI schems. Of the total advances, 72.2% were given through
rural and sémi-urban branches {against the target of 66.7%) and 45.9% were given to

SC and ST (against the target of 40%)., The percentags of overduss on such loans

were very high, at 66.7% at the end of Dacember 1981,
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Tab13'3.11 3 The Progress of DRI lending by Public Sector Banks

PR

Total DRI Advances

As percentage of

Total DRI Advances

Dﬁarduep

21056

‘Date ‘. No. of ‘Amount Percent- Advances Advances
Borrowal outstand- age to to through &s a pers
De¢ember Accounts. ing total Sc/St Rural/  centage of
{0o0) (Rs lakhs) bank Semi=- total -
. advances . urban ddmands
end of branc=
previous hes
yearxr
1972 26 87 0.02 - - -
1973 230 1006 g.18 - - -
1974 3 1335 0.18 - - -
1975 485 1070 -~ 0.31 - - -
1976 - 1005 4724 0.48 - - -
1977 1391 . 6732 0.60 34.4 T1.14 B2.5
1978 1614 8999 0.71 40.9 Ti.7 72.8
1979 2085 14096 0.94 A43:4 72.8 '69.4
1980 2510 19249 1.01 4524 ‘ - 69.3
1581 2593 0.96 4559 T2.2 66.7

Source &

RBI, Répurt on currency and finance, of different years.
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3.45 A study by Chawla gt sl (1983) with a sample of 1600 DRI borrawscs in 34
districts of 16 states revealsd very interesting facts: (a) About 10% of tha ,
insligible persans wera able to secure DRI loans; (b} The borr;;;;;—;ere not
well aware of the terms and conditioés éf the loans, such as, repayment period,
rate of interest, etc. attributed mainly to their illiteracy; (ec) Almost one=half
of the borraowers compla;ned about the 1nadequacy -of the lnan, leading to the non-
viability of their schemes; (d)}) A substantial proportion of these loans were
'&ivarted for consumption pﬁrpoaes; (e} 59% of tha loans disbuxrsed during 1972-81
ware overdus at the enaiof Jupe 1981 from T70% Sf the borrowers, The bank

management aftributed the.low repayment performance to the problems of credit

appraisal and supervision-. dqé'to-scgftered borrowers in far away villages and
‘the givefEZFEEZ¥¥an of money for consumption purposes.

3.46:The "Group Guarantee" scheme has been in operation in ;ns form qr-anothe:
since 1§71.' The schamé has been able to provida lumpy assets to small farmers
wherever theylbpe¥ated. The RBI Committe; observed that "the instances of 'Group
G;arantee approach thraugh which banefits of these schemes have been made available
to small and marg;nal farmers in the form of Joint ownership of irrigation
fac;litzes are rare and are an outcome af initxativa taken by tha. branch staff at
the implementation stagg; .This practxce cannot be daveluped on a large scale at
the 1mplementafzan stage alone. Conscious and aystematic efforts should be made

to farmullte locat;on specific minor irrigation schemes for joint ownership by
graups-of cultivators. Without such deliberate and concerted efforts, many small
ana marginal farmers witﬁ fragmented holdings are unlikely to get minor irrigation
| facilities (RBI'1QTB&). The banks faced many problems particularly at thes time of
forming the group d;a to lack of-hoﬁoganaity am&ng the borrowers as regards to
.their acoﬁomic and socigl_stétuaa cropping pattern aqd_contiguity in terms of place

of cultivation (see Rangarajan 1962, Desai 1962 and Beliraya and Krishna 1979). The
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banks also pe;ceiVed difficulties in rasbect of recovery of arrsars and executing
documants for the group as a whole, The grouﬁ borrowers often perceived
disadvantages in getting future loans, since thers existed uncertainties about

the prompt repaymsnt of loan by every member.

‘ REGIONAL RURAL BANK$ (RBI) : INSTITUTIONAL INNOVATION FOR WEAKER SECTIONS: The
RRB emerged in 1975 in the wake of the 20-point economic programmas announced by
the Prime Minister Indira Gandhi which, among other things, called for a moratorium
on the debts of small and marginél farmgrs and landless agricultural labours. It
was realised that the commercial banks, no matter how hard they try, sre not
attuned to the needs of the weaker sections. The institution to cater to the needs
of théfweaker sections should not.only have command over adequate rescurces and
‘profeSSional manégement but alsao feel and'fgmiliarity-ﬁith the rural scene, This
was the thinking of the Govgrnmept of India which argued that it was necessary to
.establish "new! 'institutions on the basis of attitudinal and opérational sthos
entirely diffesrent from those obtaining in the public sector banks" (GOI 1975, 4).
Accordingly, a Wurkiné Group on Rural Banks was appointed in July 1975 to "examine
in depth the setting up of new rural banks as subsidiaTys of public sector banks to
cater to the needs.of rural people™ (GOI 1975).
3.48 After identifying the Qariqus weéknesees of the co~operatives and commercial
banks, the Group argued that the existing institutions, as they are presently
structured, would not be able to fill the regional and functional gap in rural credit
within a :easonabie period of tims; The Group argued in faveur of a.neu institution
in‘the following words:

", ...the main disabilities in purveying the needed quantum of credit arise
from the ipability {of the'cp-oparatives)'to mobilise adequate deposit :eeodrcas.
their managerial weakness and the character of their functioning marked by dominance

of vested interests, which have come in the way of their efficient functioning,
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specially effective supervision of credit and the inadequate covsrage of the small
and marginal farmers. Yat another wa;knaas has besn the limited ebsorbptive capacity
of refinance from higher tiers of the co-operative structure because of the
inadequate non-overdue cover(p.2) ..... the commercial banks sufferad from two

basic weaknesses in dispension of rural credit i.e. (i) their high cost structure
and (ii) their attitudinal character, basically urban oriented.... (p.3) ...:;in a
country of the size end regional disparity as India, no single pattern, be it
commercial banking or eo—oparativa credit can be expected to meet all the emerging
requirements in all ;areas. A degres of adaptation and improvisation is called for

and the range of institutional alternatives widened" (P.5).

3.49 This formed the background to tha sat up of a "state sponsored, regionally
based and rural oriented commercial banks" cailad the Regional Rural Banks (RRBs).
-The RRB; were deaighed to take into account the best features of both co-operatives
and commercial banké, that is, "the local feel and familiarity with rural problems
uhich co-aperatlvas possesgs and the degree of business organisation, ability to
mobilise deposits, access to c=ntral money markets and a modernised uutluok which
commercial banks have® (p. 10). The role of the RRBs was to Ssupplement and not to
supplant « other agencies in the field. 7

‘3.50 The ﬁRBs were establishad in 1975 with the promulgation of the Regional Rural
B;nk Oidinance'ﬁf Ucfober 2, 1975. The juridiction was within the specified
dia¥ricts‘in a state while thei¥ branches. operated in defined areas of such districts.,
Eéch RﬁB.was sponsorad by a public sector bank which was responsible for ﬁroviding
financial assistance, managérial and other staff. The authorised capital of each
RRB was piaced at Bs, 1 crore and the issued capital at Rs. 285, lakhs, the latter
being subscribed by the bovarnmant of India, the sponsoring bank and the state

government concernsdlin the proportion of 50:35:15., The RRBs, thus, became the
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-rural arms of commercial banks with direct govermment assistance and control. They
' were to be manned by recruiting staff from the area concerned, who were in a

better position to know and appreciate the problems of the area.

3.51 The eva;uétion of RABs may be premature dﬁe to their Bhort span of existence
[till t1981. The number of branches of RRBa opened in unbanked rural areas
increased from 1i in 1975 to 3878 at the end of December 1981 (see Table 3.1). At
the end of December i981, the branches of hRBa in unbanked rural sreas constituted
22.5% of the total number of branches opened by fhu commercial banks in such areas
.during the.period>1959-ﬂ1. The percentage of rural branches of RRBs opened during
‘the  year to rural branches of commercial banks apened during the year increasasd
from 29.1% in 1976.to 43.6% in 1981 indicating that the commercial banks have

preferred to spbnaor‘RHBs‘than their own rural branches.

3.52 With the expansion of RRB branches, the total deposits increased from Rs. 1.2
crores as on 30.6 1976‘to.k. 253 crores as on 30.6 1981 and that of outstanding
éaQancea increased from R. 1.5 crores to Rs. 302 crores during the same period.
.This'implies‘that the RﬁBs have been able to lend more than what is mobilised in the
fofm of depusits. However, in terms of aggregate institutional éradit advanced

'fu the agricultural sector, the share of RRBs, though increased from 0.8% during
19?6-77 to73.9% duriﬁé 1981782, cons tituted very insignificant proportion (seq Table
3,18).The RRBs have not been insulated from the problem of overdues, in as much

as 34.2%_0% the accounts and 57.7% of the amounts outstandings were overdues at the

end of June 1934.

3,53 A major problem which. the RRBs have been facing is their financial non-v iabil&ty.
The distribution of RRBs on the basis of profit and loss revsalgtha%, as on

Decembex i984, 131 out of 173 RRBs were working in loss and the maximum loss reached
: J . . o
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a lavel of k. 41.7 lakhs (Table 3.12). The RBI atudy (1981) @ conducted during
1978 with a ;ampla of 15 banks in ths country found that ebout 53% of ths RRBs
were not viable (viability being defined as the minimum loans business of Rs. 3 crores

according to the Review Committee on RRBs, see RBI 1978).

" Table 3,t2 : Distribution of RABs on the Basis of Profit and Léas

Position as

“on December- - Number of Regianal Rural_Banks

Profit Range of |loss Range of Total RRBs

Ending
- making Profit making ~ loss operating
(Rs. 00D) (Rs. 000)
1975 . 5 14-38 Nil Nil 5(100.0)
1976 25 ° 1-135 11 1-141 36( 390.0)
1977 27 . a-859. 21 24-363 a8( 43.8)
1978 . 22 1-2347 26 21-679 48( 54.2)
1979 35 1-2742 21 21-515 .  56( 37.5)
4980 47" 11-3043 27 3-1223 74( 36.5)
1961 50 . 3-2840 41 20-2198 91( 45.1)
iéaz 34 1-5T714 70 1-2983 104( 67.3)
1983 - 50 3-7210 100 2-3952  150( 66.7)
1984 - 42 - 1-7250 131 2-4173 173( 75.7)

+

Note : Figures in brackets indicate percentage of RRBs making losses,

Source: Shete, N.B. (1984);Ragiopél'ﬂu#al Banks - An Overview, NIBM Working Paper.

3.54 The RRBs operate witﬂga,many‘COnstraints such as to (&) lend only to the weaker
?ections; (b) Chargé lower rate of interest, (c) open branches.in remote rural
areas. These factors contribute to the financial unsoundness of the RRBs. In this
context the Working Group on RRBs observed, "A discussion on viability tends generally
to be in financial ;erms «ss However, where the'objective of the type of financial
institution is socio-economic, an initial period of financial loss may wsll be a ‘

price worth paying for the achievement of the larger social objective of widening
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the area of credit caoverage. Indeed the success of these banks should be judged aa
much as by their efforts at expanding and extending the area of rural credit or
by the econventional yardsticks of profitability. In other words, the problem of

viability can be approached from the task dimension as well." (GOI 1975).

3.55 Studies relating to the functioning of the RRBs are very limited. RRBs have gons
good qurk. in-: the areas where local involvement of the bank staff and the
.co=ordination between bank, on the one hand, and the development authorities and the
local government authoritias on ths othe;, are more favourable twadhva 1980, 154).
.The presepcs of RRBs in the rural arsas haé been welcomed in the official circles,
The Review Cummit¥;e on RRBs (RBI 1978) even went to the sxtent of recommending the
,Rﬁﬁs to become an integral part of the rural credit system and to transfer the rural
‘business of commercial banks to them in a phased manner. This was a far-reaching
- recommendation which has a bearing on the structural pattern of rural credit at the
village level with fwo institutional wings i.e. the co-operatives and commercial bank
sponsored RRBs, This recommendation has not been implemsnted for the fear that by
includingrall categories of rural households, the RRBs would no longer remain as

the institution of small men.

II. POLICY DEVELOPMENTS WITHIN THE CO-OPERATIVE ORGANISATION
3.56 The reorganisation of co-operatives continued to occupy an important objective
during the éaventies. Inspite of the greutef institutionalisation of the rural
credit structure during the seventies and more and more procedural reforms to rsacp
"effectively the rural clisntele, atvno time emphasis was relaxed to build up the
co-operativas at the village level. At every stags of ;nstitutiunal innovation,
it was visualised that the uléimata solution to the problems of rural credit lies

with thes development of co-operative credit at the primary lsvel.,
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3457 Although, quantitatively, thers has been progress in the advances of co-operative

. societies, their structures continued to suffer from organisational and financial

weaknesses. At the and of June 1981, out of the total 94, 4684 Bocietias, 27,617 or
29. 2% of the sucleties did not have a full-txma paid secretary. Ths number of
‘dormant societies were 19,994 or 21.2% of the total socistiea at the ena of June
1981. This ;mplies that the reofganisational programmes did not find effective
implementation till 1981, Of - the tutal; 36,514 socisties were working at loss
amounting to ml_71.3 crores, much higher than tha profit earned by 51,787 anci;tiaa

"amounting to Ps. 51.2 crores during 1980-81. Of the 78,816 societies audited during

- the year 1979-80, based on the composite index of financial soundness and organisa-

‘tiﬁnal efficiency, only 2.3% belonged to 'A' class, 9.8% belonged to 'B' class and

the remaining in the 'C*, 'D' and 'E' categories. ‘This shows that the working of

- -the societies continued to be weak during the decade.

3.58 While thé programme of reorganisation and implementation of the agresd policies
-continuad to be imp;emented throughout the sevantie;, efforts wafe made to organise
;pacialiﬁed co-opexatives -, tailored tﬁ the needs of the weaker sections, The
‘establishment of small Farmers Development Agenc& (SFDA) and Marginel Farmers and
Agrichltural-Labourers (MFAL) developﬁent agency in 1971, Farmers Service Societies
(FSS) in71971 and the Large-5ized Adivasi_Multipurpose Societies in'1971 were the

institutional innovations in this regard.

3.59. The SFDA and MFAL, were designed to facilitate the flow of institutional credit‘
and .other input éervices~ixfor:dmail farmers and the provision of subsidiary
uccupatinné and other employment genarétad.programmas for marginal faermers and
agricultural lsbourerg respsctively. The xole of SFDA and MFAL were not to providad

credit but to act as catalyst in co-oréinating the activities of the agencies in

the field and providing subsidies to the beneficiaries on their institutional
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borrowings forxr ggricultural and allied purposes. The agencies were set up at the
‘distr;ct level in selected districts of the country and its organisational structure

: and
was heavily dependent on the regular department/ the extension agencies of the

state.

3.60 The SFDA remaineq in operation till the end of the Fifth Plan when it got
.omerged with the Integrated Rural Development Programme. Th; purpose here is not %o
eQaluate tﬁa operation of the scheme but 1o see how the SFDA performed in facilita-

ting credit through the co~operatives. The scheme coversd nearly half the district

. s
——

of the country and restricted to only a small pafcantage of the total number of
Benaficiaries. Within the very narrow range of coverage, the impact of the schems
on the weaker sections was marginal.. The prime factor for the aucﬁess of the
schems wasrthe extension of credit, which was to be routed through co-operstives.
The weakness: : af the conoper;tive credit strycture‘as highlighfed in the previous
chapter weéﬁ nniy replicated in the proéess of implementation. The actual benefi-
ciéries were not always thﬁsé for whom the SFDA and MFAL were intended. The
conééquence was that many farmers who owned land in excess of the ceiling prescribed

for the beneficiaries got themselves enlisted within the coverage. There was also

lack of effective co-ordination among the agencies involved.

3.61 The Farmers-Service Societies were organised at the block level to provide a
package of physical and technical inputs, including credit and other ;upporting
services at one contact point, particularly to the émall and marginal farmers. The
similar functions for the PACS were anisagedZihe RCS Committee in the sarly fifties.
The FSS were Spoﬁsored by the cqmmérﬁial banks and in some cases by the District
Co-operative Banks. The resources of the FSS consisted of shere capital from the
members, the state gova¥nment and the financing bank. At the end of June 1981,
fhere were 2530 fSS of which 82.1% were in Uttar Pradesh (43.1%), Assam (26,5%),
Karnataka "(8.5%) and Bihar (4%), iﬁplying that these societies wers organised only

in the selected arsas of the country.
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3.62 Though the rationale bshind the organisation of FSS wss sound and taflored to
"the problems of thair cl@entale, their problems continued to he inadequate availe
ability of resources required for lending operations, The combination of credit
with input supply was invariably lacking, Such complex functiens demanded a high
degree of managariél.skill.at the society level and co~ordination among many
,agenciss in the fiaid; which was neither aveilable to the banks nor to the socisties.
The commercial banks which organised them could not mobilise rescurces through it
and, due to the voluntary battsrn of its organisai.....l structure, certain
concéssiona; lendings such as under DRI scheme, was faced with opposition from the
affluent membe;s. The big farmers continued to weild influence over its managsment.
The RBI atud&ZTBB FSS conducted in 1980 revealed that the share of weaker sections
in_the total short term loans advanced varied from 4% in Madhya Pradesh to 34% in
Gujarat (RBI 1981, €1=62). In this context, it is worth noting the remarks by
'PfN. Damry, Deputy Governor, RBI:fi.. the present state of rural credit leaves a lot
to. be desired; but is the answer to be found in a new set of insfitutiona depending
on an untrained executive at its basa? quay's commercial banks' branch managers can
Qith difficplty manage a few thousand accounts., Is the new intaf-ralatiunship bstwean
commercial banks and FSS-going to'm;ke supervision more manasgeable?....one of ths
criticisms yOU'ﬁill have to meet will be that you are ardquing against the oustex
of an antrenchad vésted interests., Perhaps wa are. But need this be an approach?
We do say that the co-operatives are entrenched in rural 1ife and that is our
principal argument for reforming them and building them up to full viability. The
tsé; would have done better. {which recommended the setting up of FS5S) to see how this
could be done instead of clutching at straws (organising FSS)" (RBI 1985, 31).

3,63 The gtructural.pattarn of LAMPS was more or less copnformed the FSS except these
were organised in the tribal areas of the country. LAMPS mostly located in Madhya
Pradesh (31.3%), Bihar (21,4%), Maharashtra (12.2%) and Orissa (10%). A comparativa

performance of F5S5, LAMPS and all-PACS do not resveal any better performance for tha

'FSS and LAMPS (Table 3.13).
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Table 3.13 : Comparative Performeance of FSS, LAMPS and Al1-PACS as at the end
of June 1981

FSS LAMPS All~-PACS

1._ Percentage of members
* borrowing during the year 24.0 24,6 34,2
2. Percentage of borrowing to
working capital of the
society - 59.6 56.1 ~ 60,5
3. Loans advanced per borrowing
member - 870 663 897
4. Percentage of overdues
to outstanding 42,1 46,3 44.1
5. . Percentage of societies
working at loss 32.0 45,3 38.6

Source : RBI, Statistical Statement Relating to the Co-operative

Movement in India.

3.63 These were the efforts made during the seventiss for greater institutionali-
_sation of rural credit structure and enlargement of institutional coverage of rural
households., Since this study covers the period 1951-81, it would be interesting at

this stage to see the emerging debt and credit situation in rural India towards the

early eighties.
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I11, EMERGING DEBT AND CREDIT SITUATION AS ON 30.6.1981

3,64 The cummulative effect of greater institutinnalisa£iun of rural credit
during the aeventieg is seen from the All-India Debt and Investment Survey
1981-82. Tﬁia survey was carried out in the NSS 37th round which was thes fourth
in the series of decennial country-wide survey on housshold indebtedness after
the Rural:Cradit Survey in 1951-52, However, all the data collected during the
aurvey have not yaf been published. The data on actual bor;owing during the
year are necessary for many purposes. However, the published data refer only
tn,oy{standing cash dues at a point of time (30.6.1981). Therefore, in this
section, a comparative ﬁictura during the decade 197181 is presented on the basis

of the cash dues ocutstanding at two pﬁints of time, namely, as on 30.6,1971 and

30.6.1981.

3.65:. However, such a comparisan involves two main limitations, Firstly, on the
demand side, fha changing_aufstanding due positions cannot give a fair indication
of the chéhging pétfsrn of actual borrowings during a yaar;'particularly with
regard’ to term loans because of both changing relative values of ipputs and assets
and tHe diffarent durations for'uhich loans are given. The term loans are likely
to have ; higher share in the outétanding figu:a than the crop loans in 198182
due ta\fbis reason. Sacondly, on the supply side, outstanding cash duess are likely
t0 overestimate the share of institutionzl agencies in annual lendings due to

the higher‘overdue position uith regard to their loans. By looking at the share
of ihétitutional and non-institutional agencies in the totel borrowings during

the year 1971-72 (Table 2.6)‘and in the outstanding dabt as on 30.6.1971 (Table

' 3.,16), it cen be seen that the institutional agencies had 8 larger share (31.5%)
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in the outstanding cash dues than in the total advances during the year (21.7%)
and'convarsaly, the non-institutinnai_agencias had a smaller share in the out--
' standing cash dues (68;5%) than advances by them during the year (78.3%). Due to
non-availability uf_daia on borrowings during the year, we havulhura presentad
tha comparative picturs of demand and supply side of rural credit based on the
cutstanding cash dues. We believe that the observed changas will present corresct

indication of the direction of change, though not of the dimension of change in

regard tu borrowings.

3.66 On the demand side, the most imbortant.éhange seems to bs that the share
of loans taken for productive purpases (col. 1 to 3 in Table 3.14) has increased
considerably from 54% in 1971 to 72% in 1981 in the total outstanding 5uas and
that this change_ia ét the cost of loans intended for meating household expenditure?
.the share of which has qec;inad frnm,QT.B% to 20.?%. As'réga;ds different groups
of rurdI,hoﬁaaho;ds classified according to their total asset value, households
in.tha lower asset groups continued to have a substantial proportion of their total
- ouﬁstanding loans incurfed for consumption purposaé as ageinst prndgction purposes
(Table 3.15).'-Tha percentage share of outstanding loans incurred for prnauction
hurposea'stéadily increased from 15.17* in the bottom asset class of up to fs. 1,000
£o 96.58% in the top asset class of over k. 5 lakhs, whereas the percentage share

in outstanding loans incurred for hOusahnld'expanditure steadily decreased from
 79.04% to 1.61% in the highest asset ciasar

3.67 State-wise, the‘;hars of hnusahoid expenditure in tﬁa tatal outstanding

loans increased during the decade 1971-82 only in Assam (29.5% to 40.5%) and

continued to be high, though showing a declining trend, in West Bengal (44,9% to

34,5%), Rajasthan (59.2" to_32%), Jammyu & Kashmir (53.5% to 30.2%) end
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Table 3.14: Percentage Distribution of Amount of Cash Duass of Cultivators by
Purpose of Loan, as on 30.6.1971 and 30.6.1981 « State-wiss,

{Parcentages)

-

Capital Cuirsnt Non-farm Housshold Others
expenditures expenditure business expenditure
in farm in farm expendi-
business business ture
Andhra Pradesh 1971 31.7 18.0 3.7 37.2 9.4
. 1981 36,1 2547 6.3 21.6 8.3
Assam 1971 27.7 12.2 13,5 29.5 171
' 1981 18.3 B.3 4.0 40.5 29.0
Bihar 1971 16.5 53 2.0 54,5 21.7
1961 35,7 11,1 10.8 26.1 16.4
Gujarat 1971 42.5 20.4 2.4 32.2 2.5
1981 4T.7 28.6 1.2 18.7 3.8
Haryana 1971 54,3 11.1 3.2 23.9 7.5
1981 65.3 11.4 9.2 12.5 1.6
Himachal Pradesh1971 20.7 5.7 1.1 50.7 11.8
o 1981 3645 6.0 4.0 37.9 15.6
Jammu & Kashmir1971 8.9 3.4 18.3 53.5 15.9
1981 19.2 2.6 36,5 30.2 11.6
Karnataka 1971 34.9 16,1 2.4 40.8 5.8
1961 64.6 14.5 3.8 12,3 4.8
Kerala 1971 14.6 1241 17.6 33.9 21.8
’ . 1981 18.6 18.7 18.1. 21.4 23.3
Madhya Pradesh 1571 33.4 18,8 3.9 39.3 4.6
' ' 1981 52.6 21.4 7.6 15.2 3.3
Maharashtra 1971 45.1 1.6 3.9 - 16.9 2.5
: 1981 47.7 26.4 9.5 9.1 7.4
Orissa 1971 221 6.4 7.5 47.2 16.8
1981 44.8 1141 11,2 ' 15.3 9.5
Punjab 1971 48.6 12.0 2.8 29.7 6.9
' o 1981 69.6 9.3 4.6 13.4 3.2
Rajasthan 1971 23.2 522 3.6 59,2 8.8
1981 3642 12.0 12.6 32,0 8.1
Tamil Nadu 1971 44.9 15.6 4,5 29.6 5.4
| 1981 39.3 18.0 6.7 24,1 11.9
Uttar Pradesh 1971 34.8 7.9 3.5 43.9 9.9
| ige1 40.3 14.4 7.1 22.1 8.1

.c.139l.
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(1) (2) (3) (4)  (5)
West Bengal 1971 28,5 15.5 5.0 44,9 Gl
1981 34,6 18.0 6.0 34,5 6.9
All-India 1971 4.7 15.0 4.3 37.8 8.2
1981 45,2 18.5 7.9 20,1 8.8

Note : Totals may nhot add up due to rounding.

Source : GOI, NSS (1987) & RBI (1977).
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Himachal Pradesh (50.7% to 37.9%). The continuing high share of consumption loans
-in the totel outstanding loans of cultivator houssholds in these states is an
indication of‘ poor agricultural development, poor growth in earnings fram non-
farm sources in_rurél areas and poor expansion of institutional credit arrangements
.during the decade 1971-81. ‘Among the states which had seen maerked declinm in the
share of consumption loans and increase in the share of production loans during
197t-81 were Maharashtra, Karnataka, Haryana, Pdnjab, Gujarat, Madhya Pradaéh

and Orissae.

Table 3.15: Percentage Share {S) of Cash Debt by Purpose of Loan and Household
Asset Holding;* as on 30,6.1981 : All-India

Hbusahald asset holding' Productive Houseshold Repayment Others All

(fs. )- purposes expenditure of debt purposes
1. upto = 1000 15.17 79.04 0.00 5.79 100,00
2. 1000-- 5000 29,35 59.47 0.85 10.33 100,00
3. 5000 - 10000 41.15 44.94 0.62 13,29 100,00
4. 10000 - 20000 53.71 " 34.42 0.80 11,07 100,00
5. 20000 - 50000 64028 27.15 0.81 7.76 100.00
6. 50000 - 100000 73.42 19,30 - 1.03 6.25 100.00
7. 100000 - 500000 81,02 10,10 0.70 8.18  100.00
8. 500000 & above 96.98 1,61 0.45 0.96 100.00
9. All groups 69.07  22.33 0.76 7.84  100.00

#*  PBased on all~rural househo;ds.

Soutce : GOI, NS5 (1987).
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3.68 On the supply side, the percentage shere of institutional credit agencies
in the cash dues outstanding of cultivator houasholds a% the all-India levsl
increased from 31.5% in 1971 to 62.6% in 1981 (Table 3.16). Ths share of
institutional agencies in the total cash duss outstanding increased in all the
states except Assam Hheré it declined from 35.2% in 1971 to 20.5% in 1981. But

the strength of the institutional agencies as judged from their share in the
outsténding cash dues varied from state to state. While Maharashtra (BE.B%),
Ufissa (83-5%),.Kerala (77%), Karnataka (78.2%) and Haryana (80.1%) recorded

more than three-fourths of the total outstanding cash debt‘thraugh institutional
credit agencies, ﬁot even 50% of the amount of outstanding loans had been contracted
through the institutional credit agencies in Assam '(20.5%), Andhra Pradesh (43.4%),
Rajasthan (42.1%), Jammu and Kashmir (45,8%), Tamil Nadu (44.8%) and Bihar (48.8%).
3,69 Looking at the relative position of different credit agencies within the
institutional agencies (Table 3.16), it is observed that the co-opsratives and

the commercial banks have emerged as the £Wa most important asgencies in the field.
Thus,while both the institutional sources =~ the co-operatives and the commercial
b;nks ~ registered rise in their share of total agriculturél credit (outstanding
loans), the commercial banks' increase was phenomenal from little (2.4%) to on

par wits the co-operative institutiongl. The share of Government actually declined
from T.1% in 1971 %o 3.9% in 1981, mainly due to the routing of taccavi loans

thxough the co-operatives.

3.70 State-wise, the share of commercial banks increased in all the states,
significant among them were Haryana (2.7% to 50.3%), Karnataka (5% to 49.1%) and
Punjab (4.9% ta 46.2%). The progress of co-bpe:atives was significant 4in Gujarat

(42.5% to 55.9%), Orissa (22.1% to 47.4%) and Himachal Pradesh (17.6% to 43,0%).
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Table 3.16 : Percentage Distribution of Outstanding Cash Dues of Cultivator

Houssholds over Credit Agency, as on 30,6.1971 and 30.6.1981:
.State-wsie

»
Govern- Co-oper- Comm- Land Agri~ Prof. Trader Others

ment tive excial lord cul- maney
banks tural lender
monay
lender

Andhra Pradesh 1971 2.5 10,5 2.2 15.3 36.0 9.7 7.9  15.9
' _ 1981 2.5 21.4 19.5 9.7 14.9 9.0 4.4  18.6
Assam © 1971 24.3 10.9 - 3.2 1245 T.6 8,3  33.2
’ 1981 1.7 7.5 11.3 0.5 1.2 3.9 1.7 72.4
_Bihar 1971 6.3 4.8 0.4 16.9 46.5 9.3 1.3  14.5
1981 10.2 8.7 29.9 11.7 16.9 4.2 1.3 17.2
Gujarat 1971 5.8 42,5 3.5 2,3 7.4 4.8 16.8 16,9
o 1981 1.2 §5.9 14.5 3.0 0.5 1.4 6.8 1649
Haryana 1971 4.9 23.1 2.7 10.4 19.8 21,0 6.2  11.9
‘ 1981 " 6.9 22.9 50,3 2.0 2.7 7.6 0.3 T.5
Himachal Pradesh 1971 5.4 17.6 1.1 3.4 27.6 10.7 2.9  31.3
g 1981 0.4 43.0 23.0 0.5 4.4 6.5 1.4 15.9
Jammu & Kashmir 1971 12,8 7.9  0ul 1.1 1.0 10,7 32,5  34.2
L 1981 5.2 7.7 32.9 0. 1.3 0.6 24,1  28.1
Karnataka 1971 - 8.9 16.7 5.0 14,1 26.5 12.6 5.6 10.6
_ - 1981 1.9 27.2  49.1 2,0 6.0 3.3 0.9 9,6
Kerala 1971 4.8 26.1 13.5 2.8 7.4 B.5 4.9 32,0
: 1981 5.8 33.8 37.4 0.4 0.1 3.4 1.4  17.7
| Madhya Pradesh 1971 4.2 27.8 1.2 4.4 19,3 25.6- 10,5 14,9
1981 2.2 33,9 31.3 2.1 6.0 16.0 4.2 4.3
Maharashtra 1971 12,0 §7.3 1.4 2.0 5.8 3.2 5.4  33.0
, 1981 .3.9 s5.9 27.0 0.8 1.1 1.3 0.8 9.2
Orissa 1971 9.2 22.1 0.8 10,3 24.6 15,2 1.6  22.9
1981 8,1 47.4 28.0 1.0 1.1 6.0 3.7 4.8
Punjab 1971 6.9 32,0 4,9 11.0 9,3 5.8 12.3 21.4
S 1981 ' 7.4 21.6 46,2 1.8 4.5 4.7 4,8 5.7
'Rajasthan © 1971 3.9 §.3 0.6 2.5 27.3 21.4  21.8 9,9
1981 0.6 16.1 25.4 4.7 9.4 15.3 4.5 6.8

...143 asse
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(1) (2) (3) (4) (5) (6) (7 (8)

Tamil Nadu 1971 6.2 16.2 1.8 10.5 31.2 13.1 4.7 22.6
1961. 2.7 29.0 13.1 4.7 15.4 12.3 3.7 19,0

Uttar Pradesh 1971 9.5 | 14.9 1.6 6.3 25.6 22.2 4.3 11,7
, 1981 5.0 23.2 30,9 2.2 14.1 11.2 2.5 11.0
West Bengal 1971 16.3 15.1 1.3 3,7 12.5 15.6 9.4 4.7
1981 7.4 24.6 30,6 1,2 5.0 5.4 5.0 20.8

All-India 1971 7.1 ~ 22.0 2.4  B.1 23.0 13.1 B.4  15.9
3.6 8.3 7.8 3.2, 3.9

1981 3.9 29.9 28.9

# TIpcludes insurance and provident fund which are considered as institutional

agencies.

-Note :

Source

Totals may not add up due to rounding.

GOI, NSS (1985) & RBI (1977).
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The share of co-operatives continued to be insignificant t:1l 1981 in Biharx
(8.7%), Aseam (7.5%), Jammu and Kashmir (7.7%) and Rajasthan 16.1%), Th; waaknass
"of co=operatives inltheaa states as an alternative hgahbw'tﬁ*thefnonhy‘lhndiii

for rural credit is a continuation of the trend since sarly fifties, One can alén
see that the share of co-oparativea in the total outstanding cash dues has
declined during 197181 in Haryana (23.1% tu 22.9%), Maharashtra (57.3% to 55.9%)
and Punjab (32 0% to 21.6%), presumably because of ths greater role playasd by the

commercial banks in thesa states,

3.71 Ag regards difftranﬁ* asset groups of cultiv&tors, the households in

the lower asset groups>con§inusd fo depend heavily on non-institutional agencias
(see Table 3.17). . The share of cash dues as on 30.6.1981 was only 4.6% from
.institutionél agencies in the case of lowest asset group of up to K. 1,000 as
.against 94% in the highest asset group of Rs. 5 lakhs and abnva,co-upgratives
ramained as the major saurce of institutional credit upto the asast group of

1 lakh,.excepﬁ the lowest asset group of upto Rs, 1000, where#s commercial banks
catered a higher proportion of the caéh dues of households above the asset group
of over 1 lakh: . 'In the case uf households in the asset.groups of - oc Rs, 5 lakhs
and above, the shara of co-oparatlvas was only 11.32% as agalnst 79.23% for
commercial banks, implying that commarcial banks have been able to meet substantially
the credit requirements of the larger farmers., For the cultivator households upto
the . asset size of R, 1Dﬁ0, the.share of commercial banks at 2.46% was higher

than the share of co-operatives at 1.65%. This was mainly due to the special

facilities available through the commercial banks to the weaker sections {undar
I.R.D.P.).

3.72 In Table 3.18, we have presented the actual advances during the year by

institutional agencies viz., Eo-operatives, Commercial Banks, Regional Rural Banks

and Government. The total direct institutional finance to agriculture increased

from Rs. BB2.75 crores in 1971=-72 to Rs. 4295.5 crores in 1981-82. The advances
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Table 3.17 3 Percentage Distribution of Amount of Cash Dues Outstanding of

.Cultivator Households over Credit Agency According to Asset Group
as on 30.6.B1: All-India.

(percentages)
Household . Govern- Co-opera- Comm- Land Agri. Profe- Traders Others*
asset holding ment tive soc- ercial lord cultu- B88sing
(rupees) " ieties banks ral money
atc. money  lenders
lenders
upte 1000 0.47 1.65 2.46 16,97 14.21 3,23 33.79 27.23
1000 40 5000 3.84 19.68 T.27 T.75 17.06 14,11 5.24 25.08
5000 to 10000 4,00 16.35  12.87 9.49 14.77 10.51 5.90 25,11
10000 to . 20000 4.11 29,85 12,61 4.34 13.34 11.91 4,35 19.49
- 20000 to 50000 3.20 30.50 21.41 4,21 12.13  9.57 3.07 15.92
50000 to 100000 3.91  34.90 18,97 4.66 T.10 9.09 4,55 16.81
.100000 to 500000 4,52 35.20 36.04 1.96 4.70 5.39 1.92 10.27
500000 & above 3.32 11.32 79.23 0,16 0.63 0.61 0.79 3.93
All-Agencies 3,87  29.B84 28.86 3.64 B.34 7.B3 3.19 14.43

* Others include relatives and friends, insurance and provident funds and

unqlassified.

Source 3 GOI, NSS (1985).

by commercial banks increasad from Rs. 14,48 crores in 1971-72 to Rs. 1495,6 crores
in 1981-82, accounting for about 354 of the total advances duxing 1981-82. The

co-operatives remained as the most important institutional outlet for rural credit,

whose total advances {(both short and long term) increassed from fs. T6B.97 crores
in 1971=72 to fs. 2479 crores in 1981-82, providing sbout 508% of the total advances

to agriculture during 1981-82. During 1981-82, the RRBs provided a meagre share

of 4% and the remaining 3% was provided by the Government,



Table 3.,18-: Direct Institutional

‘the Year

 (&. crores)
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finance for Agriculture Loans Advancad During

1971=72 1976=T7 1978-79 1981-82

1. Co-operatives (L) Short texm 540.94 1016.3 1206.5 1795.9
' (ii) Long term 228.03 414,2 414,5 683.1
(iii) Total 768,97 1430.5 1621.0 2479.0

2. Gavernment(a’ {i) Short term 99,30 82.3 119,1 153.3
3. Commercial Banks (i) Short term NA 253.8  365.1 623.1
(ii’ Laﬂg term 14,48 254,0 435.0 872.5

{4ii} Total 14.48 507.8 800.1 1495.6

4. Regional Rural Banks(a) (i) Short term - 16.2 100.8 167.6
5. All-Agencies (i) Short texrm 640.24  136B.6  1791.5 2739.9
' (ii) Long term  242.51 '668.2  B849.5 1555,6

(iii) Total 882.75 2036.8 2641.0 4295.5

(a) for short term loans only, though some proportion may be for term loans.

Source:? RBI,‘Regort on Currency and Finance, Various issues

<
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3,73 .In terms of duragian, co-operatives dominated for short term purposes
yith Pse 1795.9 crores as against Rse 623.1 crores provided by the commarcial banks
during the year 1981-82. For long term purposes, the commercial banks dominatad
the institutional rural credit with Rs. 872.5 crores as against fs, 683.1 crores
by the co-opgratiVas during 1981-82. As alrsady observed, the Government at
Rs. 153.3 crores and the RRBs at Ree 167.6 crores were mainly meant for short term
purpﬁses. In th; aggregate borrowings of K. 4295.5 crores from all institutional
ageﬁcies, 36.2% were for long term purposes and the remaining 63,.8% were for short
term purposes. In 1971-72, out of the total loans advanced during the year; 27.5%
were borrowed for long term pugposes and the remaining 72,5% were for short tarm
purpnsés. This implies that there has been‘'a relatively greater increase in

v

borrowings for long term purposes, fhough short term loans still dominate in the

total,

3.74 This was the overall picture of institutional rural credit dﬁring the

decade 1971-81. It is worth sseing the share. of institutional credit advanced

during the year in the level of inputs to agricultufa. In Table 3.,%9, the share

of short term credit advansgd during the yesar in the total wvalus of inputs to
agriculture and in major cash inputs i.e. all other inputs excluding feed of
livestock, seed, organic manure and market charges, end that of ter@ credit advanced
during the year in ihe gross private ﬁapital formation in agricultures, are presentad.,
1t is ssen that the share aof short term credit in all inputs.incr;asud marginally
from 11.8% in 1971-72 to 13.7% in 1961-82 and in major cash inputs, this share
actually agclined from 33.9% to 25.7% during thé period. Thus, short term credit
+wnet only one-eighth of the cost of all inputs and a little over one-fourth of the
major cash inputs to agriculture during 198182, As regards 1on9 term credit 23.9%
of the gross private capital formation in agriculture was financed through the
provision of long t;rm credit during 1971=72, Hﬁich incressed to 40.8% during 19681-82,

Such spurt in tha sharé of long term credit duxing the decade was mainly ddn to the

efforts made by the land development banks and coqmsrcial banks.
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Table 3.19 3 Share of Short and Long Tarm Credit in the Value of Inputs éross
Priyate Capital Formation in Agriculture, 1971=-72, 1976-77, 1978-79
. and 1981-B2, at Currant Prices
(Rse lakhs)

197T1=72 1976-77 1978-79 19B1-82

1. Value of Inputs - 542327 1022104 1171998 2006305
1.1 Feed of live stock ' 235958 - 3608867 401890 614794
1.2 Seed _ 74016 “111918 118750 188398
1.3 Organic manure 29358 .58396 69580 108875
1.4 Chemical fertilisers 46985 138992 1640863 271951
1.5 Current repairs and operational .
costs 12531 . 22662 29035 43855
t.6 Irrigation charges 3625 13296 13626 14933
1.7 Market charges _ 10210 161148 18588 26329
{.8 Electricity . 7080 19654 23119 30484
1.9 Pesticides and insecticides 4400 17145 16741 30000
1.10 Diesel oil 26976 92705 121073 341702
1.11 Hired labour chargea(1, 90388 170351 195333 33438Y
2. Gross Private Capital Formation in '
Agriculture 101400 224800 336500 380900
3. Short Term Credit , 64024 136860 179150 273990
4. Long Term Credit - 24251 66820 84950 155560

5. Short Term Credit as Percentage of:
1. All Inputs 11.8 13.4 15.3 13.7

2., Major Inputs(Z) 33,3 28.8 3.8 25.7 .

6. Lorig Term Credit as Percentage of
Gross Private Capital Formation in

Agriculture. 23.9 29.7 25.2 40.8

(1) Estimated at 20% of other coats (follohing Kahlon and Singh 1984, 180-81).

(2) Excludes feed of live stock, sead, organic manurﬁi market charges.

Source § Government of India, National Accounts Statistics, Central Stetistical

Organisation, February 1980, January 1985.
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IV SUMMARY AND CONCLUSION

3.75 -, Thia.section summarises thé issues resuiting out of greater
institutionslisation of rural credit during the seventies. The objectives
of iural credit policy have undergone significant changes during the
decade. While the initial objective of rural credit policy, following the
RCS Committee, was to provide credif to creditworthy cultivators on a
production pragramme, the seventies witnessed credit programmes almost
synonymous with rural development programmes. New institutions have besn
d;vised and new operational policies have been designed, motivated by the
qstensibie desi#e to benefit tﬁe weaker sections-of the rural society.

The quaﬁtuhﬂof institutiqnal credit has been progressively stepped up end
the range of activities financed has been progreésiveiy broadened. The
dominance of monsyléndzrs' credit has almost become undermined in many
states[region;. The flow of praduction and investment credit has also
Createé avenues of productive aétivities in the agricultural sector.
However, in many c;ses, the age-old problems still remain and experimentation
and grgatei‘institgtiogalisation haYe brought to the fore new types of

obstacles to'implementation of policies.

3.76 . Within the institutionallaggncies, the co-operativea still remain

the major institutional outlet: providing over 60% of the direct institutional
finance forlagriculture. However, most of the resources are from outside
the‘cé-qperativa organisations, the outcome of deliberate state policy,
particularly for the short term ;ing where sbout 90% of the loanable funds

are drawn from the Reserve Bank.r Inspite of the liberél finencial assistance
and afficial favour and patronage over the last three decades, the movement

has not been able to collect on its own a large part of its advences as
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deposits or used its dapéaits for farm loan purposes (in cass of State
and'Central Co-operative banks). Efforts at diversification of co-operative
credit structure in the seventies tzilorad to the neads of tha weakar

sections only replicated the old problamg. Co-operativea in the Norih-sastern
region, Rajasthan and Jammu and Kashmir are, even today, in a weaker position
than the cu-oéaratives»in the Bombay Presidency during tha fiftimss, based on
which the RCS Committee had recommendad the promotion of states-partnered

co-operative system,

3.%7‘ " The entry-of commercial banks after nationalisation changed the
situation_substaptially during the decadq. The banks had direct sccess to
.cultivators, scattered over far-flung villages. In some areas, they formed
a Fompusite Sysﬁem of'lehding by taking PACS with them. The banks have
achieved certain advantages over the co-operatives in mobilising depdsits
and'crga£;ng more access and £ies with the central financing'agen:ias.
Héwever, the banks have also faced certain problems which were commoan to
co-cperatives such as uneven spread of banking develupment, problem of loan
recerry énd financing of weaker sections. Their age-old familiarity with
industry and trade financing and the application of profitability criteria
have found agriculture a low priority investment, even if they have massive
résources to spare. This was manifested with the imposition of some kind

of compulsion on the banks to achieve the targets set before them - for
‘instance, prescribing a minimum number of branches to be apéned in rural areas
in order to get é licence for an urban centre, fixing minimum credit-deposit
ratio, specifying a certain proportion for the priority sectors and again
within the priority sectors , setting aside some share for the wesker
sections, etc. Though ths.commercial banks have besen abls to achiesve the

targets sooner or later, often times, the mere target achieving approach
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has led to inadequacy of efforts at proper identification of borrowars,

assessment of credit needs, credit appraisal and follow-up, etc.

3.78 One major problem faced by the banks during the process of financing
agriculture was the reluctance of the bank personnel ta get involved in rural
lending, who had all along been handling the financing of trade and industry.
For this reason, the RCS Committee rejected the commergiél banks as an
appropriate egency for rural credit. The unwillingness of the banks to
accommodate the average cultivator is reflected in their conceﬁtration of

term loans on big and substantisl cultivators.

3.79 Yet another institutional device was the setting up of the RRBs

to combine the best.features of commercial banks and co-operatives. The

evaluation of the RRBQ may be'premature due to their short span of existence
- and the gig;ntic task to be handled. However, a new organisational set up

does not eliminate altogether the old problems e;cauntered by the earlier

institutions in the rural areas.

3.80 The multi~agency approach to rural credit has also filled the credit
gap to some extent in the regions where co-operatives had been extremely weak.
However, comparing with the‘rest of the country, the performance of institu-
tional agencies was marked by unévennaaa, particularly in North-eastern gtates/
:egioné, Rajasthan and Jammu and Kashmir. vThe continuing high share of
consumption loans in the totasl borrowings of rural households in these states/
regions is an indication of poor.agricultural development, poor growth in
earnings from non-farm sources in rural aress and poor expansion of
institutional credit till 1981. To correct the regional imbalance of
in;titutional credit, efforts are needed to stimulate the demand for credit

in these regions by creating credit.- abaorbing/pfaductive avenues.

r
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- 3.81 Every fﬁral credit agency - co-aperatives, commercial baenks and
Regional Rural Banks - is afflicted with‘theﬂproblam'uf overdues. This has
- many adverse consequences. It cHokes up the flaw of frash. finance to be
made availﬁble for new and non-defaulting borrowers. The existence of loan
defqﬁltars‘plsu makes the institutional aéenciaa 1;ss inclined, as is the
case 'of commercial banks, to expand their loaning operationg in the rural
areas. The crop loan scheme triesd to overcoms the problem by linking credit
with_parketing. The agreed policy, however, was nut.implemanted uniformly
ih'many pafts of the country. In the sixties, the discipline of non-overdue
cover imposed on cu?operatives to promote recfvery of dues reflected in the
inability of the societies to draw external resources for running loaning
operations. The,§£udy Team on overdues of Co-operative Institutions came to
" the conclusion that defaults are by and large wilful. The general backward-
ness of an area or the occasional occurrence of a natural calsmity in an
otherwise developed area Has served as a pretext for widespread wilful
defaults. Though this study was restricted to co-operatives only, its findings

2

apply equally to other credit agencies like commercial banks. -

3.82 Qs revealed fr9m the dsmaéd side of rural credit, the pattern of
demand of smaller cultivato¥s has not changed very significantly in favour

‘of prodﬁctinn loans over the decades. The Bmal% cultivators have cﬁnsistently
borrowed a substantial proportion for cOnsuﬁption purposes and consequantly

_ from the non-institutional agencies. The RCS Committee in th; early fifties
found tha£ the-éu-operative credit was bigsed against the small cultivators
because they had less land to offer as security and their demand was 'for
consumption loans. While the security provision has been relaxed following
the adoption of the production oriented system of lending based on credit-

worthiness of the purpose, the demand for :onaumption loang by the smsll
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cultivators has remained to a significant extent. The institutionel

" sgencies in the country are bent upon proauctiun loans on farm business.

In the face of rising overdues of loans meant‘for production purposes,

the provision of consumption locans could not have been pursued on any
significant scale. The demand for consumption locans by the small cultivetors
is the raflection.of ;héir-lnw income levels and low level of agricultural
development of the region:s In the absence of adequate and stable income
many small farmers have misutilised credit for consumption purposes,
defaulted on repayment and thus disqualified for further borrowing from the
institutional agencies. The problem of this group of farmers is poverty

and cure lies in raising income rather than extending cheap credit.

3t 36 % 3 % %
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