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I TRODUCTICN

India is primarily an azricultural country and agri-
cultural sector is the malnstay of the national ~conomy,
accounting for almost half of ite national income and
three quarters of its working force. In such a predomi=-
nantly &agricultural country, improvement in agricultural
productivity in the rarly phuase of economic development
is of paramcunt importance &8 this provides the base for
industrial expansion. Jacob Viner argues that a high
degree of industrislization is not necessary for raising
per capita income of a country. This can be achieved =ise
also by improving agriculture., "Lominantly agricultural
countries are zenerally found to be poor", he argues, "not
because they are syriculturacl but because their agriculture
18 backward”,?

ailfred ialenbauxn has expressed the view that
irrespective of whatever success India might achieve on
the industrial front in solving the balance of payments

problems, its economic proyress would depend largely

1 Viner Jacob, Internationsl Trade and "conomig
Development, 1952, p. .



on the development of agriculturo.2 Hence, the agricul-
turel sector of our economy needs careful handling and
planned stimulation as otherwise it can arrest the develop-
ment of the entire ocono:ny.3
The Pianning Commission of India has &lso emphasized,
"eeesthat without a substantial increase in the production
of food and rew muterials needed for industry, it could be
imipossible to sustaein & higher texpo of industrial develop-
zment. It is necessary, ho-evrr, on economic &8 well as
on other grounds, first of &all to strengthen the economy at
the base and to creute conditions of sufficiency and even
plentitude in respect of focd &nd raw materiala“.b
Inderd, rapid developzent and growth of agriculture
has been one of the principal tasks in which India has obeen
engaged over the last three decades. This requires appli-
cation of science and technology to land, by adopting
innovations, which ususlly recuire & shift to the use of
modern ferming inputs from the traditional ones, The intro-
duction &nd adoption of modern farm technology in far:zing

business involve purchase of modern fars inputs like quality

seeds, fertilizers, machinery é&na equipments, etc., which

Malenbaum wilfred, Prospects for Indian Levelopment,
1962 p. 219,

3 5chultz, T.&,, ilie Feonozic .rzanizstion of /igriculture,
1’53| Pe3.

4 Government of India, Flanning Comnission : The :rirst
Five Year Flan, 1952, p.bL.




resulte in a significant demand for funds,

Hiowever, & large proportion of Indian &griculturists
consists of larzers with & swmell land base, The producef of
their lend is hardly sufficient to maintain their rasilies,It
is, therrfore, usually difficult for them to spere adequate
funds tor purchasing inputs and implecents so nrcessary
for the adoption of modern farm techno.ogy; Bometimes,
their incomes ure insufficient for meeting even current
consunption expenses, iCesides, they [{ind their funds
inadequate to finance agricultural operstions even under
treditional methods of farming.

Thus it is ovbvious that in our country, internal
sources of funds can at best meet only a part of the demand
for funds by agriculturists and a major chare has to come
from externzl sourcez, Therefore, credit becomes ossential
for farming, particularly so where =modern methode hive to Le
used, Nicholson's observation in this regurd s rcerly as in
1897 is still pertinent: "The leuson of universal agrerian
history from ilome to Lcotland i{s thut &r essential of agri-
culture is8 credit., Weither the condition of the country nor
the nature of the lend tenures nor the position of agrie-
culture, affects the one grest fact thaet agriculturists must
borrou".5 The peesentry of India is no exception., This has

been amply borne out by records ol heavy rural indebtedness,

5 Nicholson, F.d., Report regarding the pgnsibility
Lang and agricultursl banks int
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historicelly descrited in the words, "a farcer 18 born in
debt, lives in debt and dies in debt",

For inatance, the Famine Commission in its encuiry
in 18J0 found that twoethirds of lana~holcers were involved
in debt, but of which one-third nad the power to resuieem,
Ar Frederick hicholson, in his enquiry in 1895, estizated
that the debt relating to Madras Province was iis, 45 crores,
Jn the basis of this, 3ir "dwaerd Meclagan estimuted the
alleIndia debt to be Ha, 300 crores in 1%ll. F.d.
Thomas in 1941 estimeted the rural indebtedness to be
i8, 1200 crorea.6 According to the ikeserve bank of India's
(ABI) All India Uebt and Investmeut Jurvey 1971-72, the total
cash dues outstanding aygeinat rural households 8 on 3C June
1971 enmounted to a8, 3,752 crores.7 ‘he uverage debt prr
rural fawlly increased from Ha, 526 in 1951<52 to Rs., 708 in
1961-62 and further to iis, 4,871 in 1971-72,

agriculture involves 'production ty masses' in
contrast to 'production for musses' in the industrial
sectoqﬂiﬁautes typicel protlems for the lending system,
Yach country, thrreiore, will have to design a suitable
tarm credit systea which sieets the local needs, evolve

the rigiht type of lending policies and procedures and

6 Thomss, r,J,, The rroblem of iwral Indebtedness,
1941, p.19.

7 keserve bank of India, »ll India Lebt and Investment
Survey (1971-72), Bombay, 1976, p.93.




iuculcate monectary discipline amon; the borrowing :araere,

To quote froa the 4ll India aural Credit Survey
Coumittee ieport (1yY54), "A proper system of rural cradit
is bLasic to the develojment of cyriculture and, therefore,
to the prosperity o! the country as & whole".8 #«ll this
has to be done meticulously for zetting optimuwu bdenefit
from the scerce resources invested in agriculture, Ilience,
the problem of (&ara crecit 18 not werely the availability
of the required quantum of funcs, but its proper allocation
and wonitoring so as to mert fully the needs of productive
credit of all farwmers, and in particular of swall farmers.

Among the types of crrdit required by farmrrs, the
pressing need 1s the provision of longeterwu cred’'t, as
the same 18 not uveilable relatively resadily to them., Long-
term credit is of fundamental importaence jpurticularly in

our country, where both in terms of methods and techniques

| of cultivation, &s well as in teras of social and econonic
status of farmers, agriculture hée never been considered
an 'industry' and dit not receive adequate institutional
foer: finance., The gap in the past vag filled by soney-
lenders,

The nerd for long-term credit for &griculture was

ewphatically stated by the HBI as ecrly as 1936, in its

8 eserve Bank of India, Heport oi the all Indi
hg;;é Crecdit .urvey Committee, vol, 11, Bombay, 19§%,
po .



Freliminary Heport, The report observes : ",,..long-term
credit i8 more important and if any eflective steps are to
be taken to méke the agriculturists credit-worthy, this is
the first problem which is to Ue tackled".g The pricary
need i8, therefcr-e, to provice long=term credit to the
farmer in such & way as to meke the capital thus provided
avallable to him for a durstion long enough to cover the
period of production, for which it is «sked, and to enable
repayment out of the lncome 80 earned from the sale of
produce. 10
AS a result ol the increased indebtedness among
cultivators, &nc since a suitable cred!t systewx had not
come into existénce in the country then, the government set
up its own machinery for areting the long-term credit needs
of cultivators, from out of the state funds under the Land
Improvement Loans Act, 18£3, popularly known s the 'taccavi'
system, However, the facilities oiferrd uncer tnis act
were not availed of by cultivators to an appreciable
extent due to the latter's lack of knowledge about the
avallable facilities and due to defective implementation
by the officials., riurther, loans for redemption of prior

debts for whichk long=-tern loans were mainly required by

9 i{eserve Bank of Indis, ireliminary Report, Lombay,
1936, p.l2,

10  Terdy, . Louis, Ibid., p.35.



cultivutors were excluded from the jurview of the Land
Inprovement Act in most of the provinces causing incon-
venience to the 2 riculturists, Thus, taccavl system had
not nucceeded because of its own limitations,

The 'taccavi' system was criticized by the All India
Sural Credit Survey Committee (1954) which says, "in
pructice taccavi is apt to be little less than the ill-
performed disbursement of inadecusate moneys, by an ill-
suited agency. It would not be far from truth to say that
the record of 'taccavi' is a record of inadequaciea".ll

ir, V.4, Joshi and br, K.U. Faavalz

&l50 expressed a
similar view, iccording to them, inadequucy of credit,
redtepism, bureaucratic attitude ol government machinery and
razpant corruption are the ma2jor limiting factors of taccavi
loauns made available to the f{armers,

The moneylencin_ system which, for & long time, was
the main source of finance for agriculture wes found to be
defective. The Hoyel Commission on ~griculture (1928)
reported that uncontrolled usury wss one of the worst
ovils from which the Indian cultivator had to suffer.13

The A1l India iural Credit Zurvey Committee (1954) observes

11 Reserve Bank of Indla, Jcneral Heport of the sll
india Rural Credit Survey Committee, Vol., 1I, Bombay,
1554, p.199.

12 Jeshi, V,i, ond Vasva, K,U, "Juperiority of Coopera-
tives in Farm Financing", Indian Copperative Heview, January
1979, p.179.

13 The Indian Ieer Book, 1929, p.b32.



the almost coamplete dependence of cultivators on non-
institutional credit agencies, ihe borrowers vere Bubjected
to usurious rates o! interest ranging from 25 to 70 per
cent, &nd unfavourable terus &nd conditions which often
led not only to chronic indebtednese but &«lso to sale of
land for repayasent of debt., Therrfore, it was generally
believed thaet in India private agencies like money-
lenders cannot be fitted into any scheme ol rural credit
merant to serve the needs of rural development, JMoney-
lender seldom cares about the purpose for «hict he lends
out and frequently encoura; es his clients to continue
borrowing a&s long as they cculd give additional security.
The moneylending legislsation proved to be ineffective and
hence efforts were concentrated on finding « suitable
pystem, &n &lternative to private moneylenders, for
providing institutional credit to Iarmers,

The failure of the taccavi system in providing adequate
credit to farmers uand the crawbacks of the money-lending
system prompted the governoent to turn their attention to
the cooperative system of agricultural credit, :rof., D.i.
Gadgil observed that cooperation would provide the best
énd the most lasting solution for the problems of agricul-
tural credit in particular end those ol the rural economy

14
in general.
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During the lust nearly eight decades the agricultural
cred.t movement expanded far and wide and covered almost
@ll the villuges in our cuuntry, it suffered irom nuaerous
limitations such &8 (i) non-viability of a lar.e number of
agricultursl cr-dit societies; and (ii1) slackness in
recevery of dueg, resulting in mounting overdues, Lespite
these preoanounced weaknessﬂ32§he cooperative credit movenment,
the Flanniny Commission had reaffirzed ins faitn in the
cooperative enterprises us, "cooperation reprecente insti-
tutionalisation of the principle and impulse of mutual aid,
It hus the zeorit of contlnuing fre-dom ard opjortunity for
the em&ll men with the tenrfit of lur.e-icale munagement
and orcanization, Cooperation is, thereiore, euinently
suited to c¢ring atout the desired socio-econcmic changes in
the centext of the existing conditions in the country., There
is no other instrument as potentially powerful and full of
social pur,os8e as the cooprrative movemeit, and included the
building up of & strong &nd viadble cooperative sector &8s
one of the m&jor objectives of our national policy in
the Fifth Five Year Flan...."}?

The increasing importance oi cooperetives in [inancing

agriculture is provided in Table 1.1. It is noted that the

15 uoted in Joshi, V.., ana Vesva, K.U. "Superfority

of Cooperatives in Farm Finénecing"”, op.cit., p.182 from
;Fggggges of :iural Hanking"”, Capital, 3 June 1y¥78, pp.
005=-00,
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TABLE 1.1
B n f 0 uy
{ Percentages)
Credit Agency 1951522 1561=-02*  1,71-72¢

Mon-Institutionsl Agengiles
1« Azricultursl Money-lenders 249 36.0 23.0
2. Professional lMoney-lenders L .8 13.2 13.1
3. Traders and Commission Agents 55 8.8 8.4
Le Others 17.5 23.3 24.0

92.7 1.3 68,5
Institutional oL
5. Cooperatives 3.1 15.5 22.5
6. Go"rﬂm‘ﬂta 3.3 206 Te1
7. Commercial Banks 0.9 0.6 2,4

7.3 18.7 3‘.5

Note : The data are as on 30 June 1952, 1962 and 1972.

Sourge 1 * R £ the I P Credit Revi
Committes, "eserve Bank of Indla,1959,p.100.
t d B v 9\1 - ’

Indebtedness of Rursl Jouseholds and Avsilabilicty
of Institutional Finance, Meserve Sank of Indias,
1977, Pele
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contribution of the cooperatives incrrased considerably
from 3 per cent on June 30, 1951 to 16 per cent &t the
end of June 1961 and further to 23 per cent as on June 30,
1971, The contributions by other institutional agencies
- government &nd commercial banks - to the total borrow-
ings have shown only & marginel increase from 3 per cent
to 7 per cent and 1 pror cent to nearly 2 per cent,
respectively, between 1951-52 and 1971-72.

In India, since the beginning of economic planning,
the Cooperative Land Development Banks have been chosen
to provide long-term fara credit to farmers, for purchéase
of modern farm assets, for undertaking farm develcpment jro-
gramrmes such 8 land improve:.ent, land levelling, contour
bunding, digging of wells and other minor irrigation
works, horticulture, poultry and crration of other assets
of longetera nature Such a8 tractors, pumpsets, combined
harvestors, etc. It is, however, in the sixties that
coorerative land cevelopment banking movement has Ulecome
an offective force, influencing ayricultural development
of the country, Therefore, it becomes pertinent to examine
its efificacy as a lending system and %g instrument of
economic planning ;rared to achieve rapid agricultural

progress.
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PLAK QF

The second chapter traces the origin of Land Develop-
ment Banking in India so a® to present the study in proper
historical perspective., The trends in the growth of the
number ¢f banks, membership of Cerntral Land Levelopment
sanks (CLDBs) and Frimsry Land Uevelopment Banks (fLDBs)
are &8lso outlined in the chapter,

The third chapter is devoted to an analysis of the
sources of funds of Lend Uevelopment Banks (LCBs). The
trends in the growth of working capital of the Banks &re
examined for the period 1950-51 to 1977-78.

The fourth chapter reviews the lending policies of
the LDBs &snd uncertekes a counprehensive analysis of the
growth of their loan portfolio. The chapter also contains
a discussion of the purposewise distribution of credit
advanced and an assessnant of the recovery performance of
LDBs,

The fifth chapter briefly outlines the main probleas
faced by the LDBs in their operations,
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CHAPTER I

STRUCTUAE

LabD DEVELOPMENT BANK

sith the introduction of the cooperative movement
in the country in 1904, it was felt that the cooperutives
would be in & position to provide both longe-tera and
short=term credit needs of cultivators. However, it was
soon realised that pfimary agricultural credit societies,
which were permitted to advance long=-term loans upto a
prescribed level, along with shorte-term lo&ns, were not
in a position to meet the needs for long-term {inance.
in view of this, .R. Hemingway, the then iegistrar of
Cooperative Societies, jiadras, proposed in 1y19, & scheme
for reising lon;~term funds by the issue of debentures on
the bausis of the mortgases taken from the members of rural
societies of unencumbered immovsble property through the
same cooperetive machinery which dealt with the short-
term banking. But this was found to be defective, since
it involved mixing of long-term funds with short-term
funde and transfer and retrensfer of mortgisges. All this
lad to the creation of a special agency for exclusively
handling longe-ter=a finance, vis,, Land rortgage Danks
{LiiBs).
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SVCLUTION UF COUPERATIVE LAND o VELCFMENT
EAHKIﬁG iE :HDIA

The first ever cooperative LMB or.anized ot Jhang in
Funjab in 1920 and the second such bank wes started at
Nowgzeon in Dencal. Assam started its first LMB at Guuhati
in 1926 and the second one at Sylhet in the following year,
By the year 1926, suff{icient thinking had taken place in thre
country &nd the ideas regarding a seperate agency in the
foru of cooporuﬁive land mortgsge btanks had crystallised,

A conference of the hegistrar of Cooperative
Societies held in Bombay im 1926 tock note of the develop-
ments in the organization of L¥B3 end recomiarnded that such
banks should be or.snized under the Cooperative Soclieties'
ict. The subject received the attention of the Hoyal
Commission on Agriculture (1928) und the Indian Central
Banking Tnquiry Committee (1931); these bLodies made ceveral
recommendations, in sdaition to generally endorsing the
rrcoxeendétions made by the Conference of the hegistrar
of the Cooperative Societies in 1926.1

It may oe noted that in the initial steges of their
developuent, primary banks in MYadras started ralsing

resources by floatin; debentures, but this created confu-

1 i summary of the reccmmen.:tions i{s available in
. {f th mmittee on Cooperative lLend Deve
Bsnka. Reserve Bank of India, Bombay, 1975, pp.12-13,




sion. It led to the setting up of the Townsenu Committee
on Cooperation by the provinciel joverament of Madras in
1927 which recommended the furmation of & Central Land
Mortgage [ank (CLMB), The Committee opined that the
debenture issue by a strong central institution, borrowing
on behalf of all the primary land mortgsage banks (.L¥bs),
would be more acceptable to the public then the unorganized
and piecemral issue of debentures by the primary banks
scattered over diiferent parts of the Presidency. The
recommencations of the Townsend Committee were accepted
by the then Madras government and the Madra®s Cooperative
Land lMortgage Bark was esteblished in 1929.

Inmediately thereafter, in the thirties, when there
w&8 a general depression in the country, the ne~d to save
lands of cultivators from the hands of woneylenders was
keenly felt and LMBs provided loans for this purpofe on
a large scale,

liowever, with the outbreak of world war 1I in
Septesber 1939 and the consequent rise in prices of land
as well as of agricultural produce, the economic condi-
tion of cultivetors improved to fone extent and many
cultivators were able to clear of! their dues out of the
increased incoxe or by sale of a portion of the land at
fevourable prices without huving recourse to borrowing

from L¥Bs. inother factor which had an adverse effect
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on the transactions of LMDs was the working of debt
legislation in several parts of the country under which
past debts of cultivators were scaled down and were made
payable in easy instalments, Further, the government had
covered a part of tle field of !liBs by providing funds
and other iacilities to cultivators for iﬁprovement of
land in furtherance of their Grow ore Food Campaign.
Thus, the period of uorld war II (1939-45) and a few
years thereafter witnessed a general shrinkage in the
business of LiiBs,

In the poste-war years, however, farmers' borrowings
from LiiBs increased significantly because of a number of
factors, One of them was the increasing cost of living
and the high prices of agricultural implements and other
equipments which could not be met from the own resources
of cultivators despite the high prices of agricultural
produce., Another reason which influenced the demand for
long-term loans was that .ith the introduction of active
debt relief weasures in various provinces and states
during the period, the private  sources of credit were
dried up to some extent and agriculturists had to look
mainly to cooperative organizations,

India's sttainment or independence in 1947, introduce
tion of cconomic planning in 1951 and the government's
encouragement to production of foodgreins made cultivators

conscious of the bernefits of land ixprovement for which they
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recuired financial assistance.

Qut of the total working capital of nearly s, 8,7
crores, M¥adras LiB's share was s, 6 crores (constituting
about 70 per cent) at the end of June 1954, Its loans
arounted to s, 1 crore out of the advances of all L4¥Bs totuile-
ing As. 1.4 crores (formin., about 71 per cent) during the
year 1953-54, 0Of the other provinces in which L)Bs made
some progress, mention may be made of Mysore and Bombay
provinces,

«t the end of June 1%54, there were in &all, nine
ClLMBs = one each in A mer, andhra, Bombay, Hyderabad,

Madres, Mysore, Oriess, SLQraahtra and Travencore-Cochin,

The rngl growth of LDBs, as they are called today, started
after the All India Rursl Credit -urvey Committee ieport
(1954), wherein a more positive and developmental role

was envisaged for CL¥Bs instead of acting as institutions

for redecption of debt, The Committee's recommendations

are summarized below:2

(1) “ach State should have a CLMB, The state govern-
aents should review their tenure and tenancy laws and
take steps to eliminate sucii features in them as, without
being essentlal to policy, are a hindrance to the develop-

ment of land mortgzagze banking;

tieserve Bank of India, The General Report %f the a;l
ndin aural Credit Lurvey Comrittee, Bombay, 1954, p.228,
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(11) CL¥Bs should issue debentures for varying periods
in conformity with the purpose of loans, There 8should be
provision for issue of special developzent debentures
which may be purchased in whole or in part by the nul
from out of its National Agricultural Credit (long-term
Operations) Fund;

(111) The state jovernments should contribute to the
share capital of CiMBs at least upto 51 per cent to enable
ther to borrow and to lend adequately;

(iv) LiBs should crient their operations to production
and should give first priority to applications for loans
for improvexzent, reclemation and development of land,
purchase of agsricultural macninery &nd equipment and other
productive purposes, LMBs should be recognized as
sovernment's asency for the distribution of productive
long-term loans in areas newly brought uncer irrigation
wherever such a step is practicable.

(v) Apart froam the different forms of state assistance
already mentioned, there should be :

a) provision of requisite staff for valuation of land,
examination of schemes for land improvement,
assessing technical soundness, etc.,

b} provision of overdraft facilities,

¢) execption of stamp duty, registration fee, etc,,

d) special lezislation for facilitating work of

iMBs, and
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e) speciul assistance to LiBs in the underdeveloped
areus with rejord to thefr uwd inistrative costs to

enéble them to lunction on zn economic bassis,

The svove recommendations of the Committee, thus,
assigned the LMBs the role of su;plying development
finsnce to furrers, Hence, the yesr 1954 hus bren a
lendmark in the history of cooperative land development
benzing in the country shifting thne emphssis from land
mortgage banking to land development btenking. The . LDBs
have been or.anized in all the major States oi the country
and also in some of the smaller states and union territo-
ries, «s on 30 June 1978, there were CLDBs in 18 .tates
and in one Union territory out of 21 ' tates and 9 Union
territoriez, In zddition, there were separate land
developmenrt banking sections in the 5tate Coopsrative
banks of two Union territories,

The prosress mace by CLDEs since 1950-51 in terms
of number of banks snd members:;ip is shown in Tatle 2.1,
It can be seen {rom the table that the number of CLUBs
increased from 5 to 19 between 1Y50-51 and 1977-78; the
wembership increased from 9,000 to about 24 lakhs during
the same period,

The reguler oembershtip per CLDB had registered a
rise from 10,000 to 48,000 and further to 1,27,000 a«s on
30 Juane 1961, 1571 and 1978 recpectively. The zembership
figures of CLDBs shown in Table 2.1 include both nominal
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TABLE 2.1

oo > Number of Banks and Membership of Central Land
Develgpment Banks and Primary Land Development Banks

As on Certral Land Development Primary Land Development
30 June B anks - Banks
"o. of ¥o. of rerpular Yo. of No. of regular
Banks membersh ip membership
( '000i {'0C0)

1951 5 9 286 215

1956 9 40 316 314

1561 18 186 ¢ 463 669
1962 it 193 536 852

1963 19 233 571 1051

1964 18 . 266 583 1278

1965 18 308 643 1493

1966 18 402 673 104,8 *
1967 19 466 707 1255

1968 19 538 731 1452

1959 19 057 740 1733

1570 19 795 80y 1980

19571 19 I 865 2220

1972 19 1056 869 2483

1973 19 i 1839 855 2138
1974 19 ~m 857 2305

1975 19 2086 872 2,28

1976 19 2171 890 2622
1977 19 2263 892 3042

1978 19 2405 849 3300

Source : Statistical Statements relating to the sooperative
¥ovement in India, Part I : Credit Societies, various
i{ssues, 1ssued by the Reserve Bank of India, Bombay.

f Andhra and Yyderasbad CLMBs were merged into one.

# The dormant, CLMB of Ajmer was excluded from the data.
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and regulur srabers for the yesrs 1951 and 1956; and reguler
members from 1961 to 1978.t A8 on 30 June 1978, out of the
total membership of about 24,34 lakhe, the nominal members
constituted avout 26,000,

In the case of FLDBs, the number of bénke irncreased
from 266 as on 30 June 1951 to 889 &8 on 30 June 1978,
During the same prriod the membrorship incressed from 2,15
laxhs to 33 lakhs, as on 30 June 1978, the number of
nominal members of the .LDBs was 23 lakhs apart froa regular
~ meubers nuubering 33 lakhs,
gr.d_}_c_:jl}:w QF LAND LTVEBLOF.INT BANKING

The structure of Land Levelopr:»nt banking, «8 it has
emerged over the years, is not uniform throughout the country.
while in a larzge nunber of States there is a8 federsl set-up
i,e., 8 CLDB at the tate lLevel and uffiliated prinary banks
at the district or taluka levels, some -tates have adopted
a unitary system in which the CLDB itself is operating
through its branches ut the district, tehsil or block level,
There are, however, two Union territories viz,, Celhi and
Goa, Daman and Diu in which instesd oi a separate LDB, the
long=term credit needs of cultivators are met by a land
developnent bénking section of the concerned Cooperative
Bank. Table 2,2 shows the organigational arrangements for

provision of longe-term credit to cultivators in various -

» Separate data for regular and nosinal members is
available since 1961.



TABLE 2.2

i ional Arr ements for vision of ne Term Credi
various States/Union Territori n Jun 7

- e W WS am e W WS w W wWs WE EE WS WS S AR WP W e W W A W W T ey W @ e E e W W o W W™ & - -

Land Development Banks

Central Land Development Primary Land Development
Banks Banks
Bank - - - = == - - - - - - - - = - === m ===
No. of No. of branches No. of No. of branches
Rerional including branches including
Offices Tead Olfice Head Office
Andhre Pradesh - 19 205 205
Assam - 2 17 17
Bihar 5 129 - %
Gujarat L 201 2 2
Yaryans - 1 30 30
Wimachal Pradesh 1 16 1 3
Jammu & Kasghmir 2 22 - "~
Karnataka - 20 176 141
Kerala 7 8 33 L2
Madhya Pradesh 8 2 LS 232
Maharashtra 6 256 - -
Orissa - 1" 55 -
Pun jab 1 Ll 43 L3
Rajasthan 6 7 35 102
Tamil Nadu - 14 223 In
Tripurs - 1 - -
Uttsr Pradesh 10 222 - -
West Bengal 1 2 24 L0
Pondicherry 2 1 - -
Delhi - - - -
Goa,Damgn & Diu - - - -
Total 53 1018 889 1248
Squrce :

1977-78, Part I : Credit Societies, issued by the Reserve Bank of

India, Bombay.
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States on 30 June 1978,

among the 19 CLDBs, #s mentioned earlier, iederal
structure is followed in 10 “tates vis., Andhra Fradesh,
Asaem, Haryana, harnataka, Keralas, lMadhya Fradesh, (rissa,
Funjab, Rejasthan and Tamil Nadu. In one Urnion Territory,
viz,, rondicherry and six States, viz,, Biher, cujarat,
Jamau &nd Kasimir, Yaharashtra, Tripura and Uttar iredesh,
there is a unitery structurs for Land l.everloyment Bankling.
Two 8tutes = lilmachal Fradesh and West Bengsl - follow a
mixed type of orgaenigational pattern,

| The two structures have their own advantazes and

disadvantazes, The main advantuges of the federal structure
are : responsiveness to local needs, cepacity for gathering
resources and {szcility for recovery of loans due to
intimate contacts with the local non-officials. C(n the
other hand, the main advantages claimed for the unitary
structure are facilit, of operation and unified control.

hegarding the operutional structure, the All India
Hurel Credit Survey Committee (1954) recomnended that, in
the initial stages, i:ha CLDBs might operate through a nete
work of breauchesz and, when adeguate tusiness is developed,
primary banks might be or.anized. The Committee on
Taccavl Loans and Cooperative Credit (1962) observed that
" ... the ultimete structure in any .tate should be a

federal one...." The All India idural Gredit dneview Committee



(1969) had also endorsed the views of tine Taccavi Committoe.3

The Commnittee on Cooperative Land Devdlopment Banks
(1975) made a few specific suggestions on the busis of
its studies made in regard to Andhra Prsdesh and Gujarat
@8 examples of federal snd unitary structures, respectively.
In the cuse of unitary structures, the Committee mude the
following suggestions:

{(2) Constitution of branch committees having
representatives from various tehsils/blocks and of different
categories of cultivators especially suall and merzinal
farzers in the scheme formulation &nd implementation,
mobilizing resources and recovery of loans;

(b) Frovision of competent and trained staff in the
branches; and

(¢) Introduction of suitable scheres for giving
incentives to the staff of the branches who do well in
regard to recovery of loans or mobilization of resources,

In the case of the federal structure of the Land
Developuent Danking, the paramount need i{s to ensure that

(a) the CLDBs have control over secretaries and other
personnel of primary banks such as, Land Valuation Ufflcers,

(b) the staff of the primary banks do not take a
partisan view of their work, e.g., by colluding with local

3 ieserve Bank of India, Report of the All India Kural
Credit sneview committee, bombay, 1909, p. 748,



non-officials; and

(c) there are avenues for promotlion of staff,

vBJTCTIVES OF CENTHAL LAND USVELOPMENT BAnKS

The chiafl objectives of a CLLB are to raise long-
term funds to finance the FLDBs affiliated to it to enatle
them to lend its agriculturist menbers on mortiage of lands
and immovable properties owned by them. It undertakes :

(a) to float debentures on the security of its assets
and of mortgase bonds transferred by FLDBs to it, and on
such terms and conditions as laid down in the Act and rules;

(b) to receive deposits (preferably long-term);

(c) to grant loans to iLDBs in accordance ~ith its
bye-laws;

(d) to establish branches, ofiices, or sub-ofiices
to facilitate its business;

(e) to acguire such immovable properties and construct
such buildings as may be considered necessary for the
efficient and smooth conduct of its businrss;

(f) to appoint suitable staff to conduct its affairs;

(g) to inspect the riDBs and the lands mort.sged
to thex through competent staff;

(h) to ¢o all other things incidental to or conducive-
to the above objocts,

VIABILITY Ur BastCHES
In the sixties, the problem of viability of the

primary unit of the cooperative land development banking

26



structure wes rightly hizhlignted, The need to uSsess
viabllity before a new :LiDB or a branch of a CLLb is
oprned was felt even in the psst, For instance, as
mentioned cerlier, the All India Rural Credit Survey
Committee (1954) made & suggestion that in the initial
stages, it would be preferable to open a branch of the
CLDB and later convert it into a full-fledzed prinary bank
after sufficient loaning business had been developed.
However, in some states the programme of opening of new
primary banks was undertaken, at times, along with the
opening of the CLDB, while in some other cases, the
opening of the priary banks was treated us part of the
programme for providing banking fecilities in rursl areas
instead of busing such a uecision on considersations of
viability. For example, if branches of a CLDB or primary
banks &re operuted in the tribal areas or at places where
certain lezal restrictions are imposed on the right of
slienation of lands or on free sale of lancs, there uay not
be any chance of these branches or primary banks achieving
viability in the foresee&ble future,

The establishment of the Ajricultural wefinénce
Corporation*(AﬁC) in July 1963 uncerlined the importance of
viability of primary banks inusmuch as adeguate and
competent staff was neerded for enabling the banks to under=
take implementation of special schemes ol agricultural

development especially in matters such as processing of loan

¥ Agricultural fefinance Corporation was renaned as
Agricultural Refinance &nd Uevelopient Lorporation on

15 November 1975.

217
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applications. The Committre on Cooperative Lend cevelopment
Banks (1975) also discussed this problem at length.h The
Conmittee pointed out thst a lérge number of branches of

the CLDBs or the rLDBs would be reguired to cope up with the
increasing quantum of loan business and to undertake more
diversified functions in future sp that they can play an
important role in the modernization of uagriculture.,

The Committee specifically envisaged the iollowing
functions to be periormed by the branches oi the LDBs;

(a) Identifying development projects, which need
credit, within the srea of operation;

(b) Impressing upon the farmers, especially small
farmers, the need to avall of long-term loans for adoption
of innovations in agriculture;

(¢) Processing and ap;yraissl of loan applications,
Tnis would include several aspects such as verification
of the project cost, evaluating the technical feasibility
of the project to be financed, fixing standsrds in terms
of acreage for the purpose of furnishing security for
loans, working out the economic viability of the loan
croposals and estimsting the incremental income arising
from the use of the loans;

(d) Follow=up work including physical checking of

4 Details are uvailable in the Heport of the Committee

on Cooperative lLand Levelopment Bank irserve Bank of
India, Bombay, pp. 104-119.



the assets created out of the Bank loans;
(e) Prompt and timely recovery of loans;

(f) Mobilization of rural savings by sale of rural
debentures or collection of fixed deposits;

(g) Maintaining proper accounte and other records,

The Committee also laid the norms of viability with
regard to minimum staff necessary for technical guidance,
adequate supervision and efficient administration; mainten-
ance of adequate resources and payment of a reasonable dividend,

In this connection reference may be made to the estimate
of income and expenditures of a Primary Bank worked out by
the Committee on Cooperative Land Development Banks. Accord=
ing to the Committee, Primary bank is expeccted to attain
viability with a loaning business (outstandings) of 5,35 lakhs
which would give an income of ts. 0,52 lakh (assuming a margin
of net profit of 1.5 per cent) enabling the bank to maintain
a reasonably adequate staff for undertaking various items of
work ag also for making provisions for various reserves like
regerve fund, bad and doubtful debts reserve,etec,, and
declare a modest dividend,

On the basis of the above norm of 5,35 lakhs of loans
outstanding for making a branch viable, WMrs, Elavia5
examined the viability position with regard to Gujarat

State, It was found that out of the 182 branches In the

5 Elavia (Mrs.)., "The Study of Cooperative Land

UeVe10¥ment Bankinr in Gujarat", Faculty of Commerce,
M, S.University of DBaroda, 9, pp.139-140,



State, 121 were viable; 24 were potentially viable; 36
were none-viable; and one branch was not covered since it
was newly organised,

Y/e may note that the norms of viability may vary from
State to State and from time to time. For instance, in
Tamil Nadu, a study undertaken by the #BI in 1979 indicated
17 primary banks at the block level had uo chance of
achieving viability. However, subsequently, new items of
investment in agriculture were identified in the areas
served by these banks and 7 out of these 17 banks were found
to be viable, OJimilarly, it is possible that some banks
which are viable today may become noneviable later. This
can hanpen eithar due Lo the shortage of loaning business
for minor irrigation works which is at present one of the
najor items of f{inancing by LDBs or lack of positive
efforts by the banks to locate alternative avenues of
profitable investment,

Thus, 4t may be pointed out that as soume viable banks
may become non-viable, and vice-versa, viability has to be
deternined upon continuous evaluation., The LDBs should
strictly adhere to he norms., The state government and
CLDB must follow the noras in regard to the organisation
of new branches of the CLDB and new ’LD3s. As regards
the existing primary banks and branches of CLDBs which do
not satisfy the norms, the Jtate government and the CLDis
should have a plan of action for bringing these banks/
branches at least upto the standard within a period of



3 years. If a primary bank/branch of a CLUB is set up in
areas8 which are inhabited by tribal population or other
weaker sections of the community where loaning operations
may be slow, the CLDB branch/primary bank should be
provided with necessary financial and other support by
the state government or by the CLDB to enable it to
maintain adequate staff from the very beginning so that
it becomes viable within a pericd of 3 years.

/e may mention the intcrest rate structure to be
followed by the LDBs as per the instructions of the AnuC
since this factor impinges on their viability. In respect
of all schemes sanctioned on or after 13 August 1974, the
AtlDE's refinance rate to the eligible insthtutions was
74 per cent per annum for minor irrigation and land
development schemes and 8 per cent per annum for other
typea of schemes., The lending rate to be charged to the
ultimate borrowers by the financing institutions was
105 per cent and 11 per cent per annum for the above
purposes respectively. In the caose of small farmers
especinlly in regard to schemes for poultries, dairying
and animal husbandry, the PLDBs were allowed to charge
104 per cent per annum, if they so deairod‘.

Following the decision of the Government of India to
exempt ARDC for a period of 5 years from 1978=79 from
payment of the Corporation Tax and to effect & per ceat

reduction in the rates of interest on its loans, the



Corporation reduced the rates of interest under its schemes
as shown in Table 2,3 with effect from 15 March 1979.
Table 2,3
Changes in Interest Rate Charged by LDBs
effective from 15 Mggch.1222
(_iate per cent)

0Old rates of interest :ievised rates of interest

Un refinance To On refinance To
to elizible ultimate to eligible wultimate
institutions borrowers institutions borrowers

1. Minor irriga-

tion and larnd 7.5 ‘005 605 9-5
development

2. Diversifiled
purposes : .
a) Small farmersa 8 11 6.5 9.5
b) Others 8 11 7.5 10,5

Source :!Annusl keport!' for 1979-80 issued by the Agricultural
e ance and Development Corporation, Bombay.

The RBI had also advised the SLUBs and the comwmercial
banks to charge the same rates to their ultimate borrowers
on term loans for agriculture and allied purposes for
periods not less than 3 years, irrespective of whether they

avail of refinance from AuDC or not.



CHAPTER - TIX

SOURCES OF FUNNS FOR LAND TEVELOPMENT 3ANKS

The main scuroces of funds for LTEs ere debentures -
ordinary, special sud rurel - share cepitel, fixent ainking'FUﬂ&
angzgtgglita.gnnﬁa. The funfs from the sbove sourses consti-
tute the working oapitel of the LNBs,

It oan be noticed from Tadble 3,1 thet the working ocepitel
of CLDBs hee inoreased considermsbly from nearly ks, 8 orores
as on 30 June 1G51 to about Rs. 2,082 orores by the end of
June 1978, with en ennual ocompound growth rate of 22 per ocent
during the twenty-elght years covered in the study. However,
the growth rate wes not uniform throughout the period; the
corpound growth rete whioh wes 20 per oent psr year during
1951-61 rose significantly to 33 per cent per ennum during
1961-71, The growth, however, slowed down in the last seven-
yerr period - it was only 12 per ocent per ennum between 1971
snd 1978.

The working cepitel of PLDiEs rose from neerly Rs. 7
orores to Ks, 896 orores between the end of June 1951 and
1978, indlocsting & compound growth rete of about 19 per cent
per annum, It may oe noted thet the working oapitel of

PLT3s deolined to Hs. 520 crores st the enA of June 1973 from
about ks, 618 orores es at the end of June 1¢72, because of
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TABLE 3.1

Crowth of Vorking Capital of Central Land Development Banks
and Primary Land Development Banks

As on Central Land Primary Land
30 June Development Banks Development Banks
1951 7.72 6.66
1556 18.52 11.33
1961 47.60 26.99
1962 61.70 38.31
1963 85 .85 55.02
1954 114.13 74 .84
1965 150.04 99.99
1966 206.59 136.93
1667 261.58 173.59
1968 346.70 223.4L0
1969 4L88.19 - 309.75
1970 638.32 L03.92
197 841.22 550.66
1972 1016.50 617.94
1973 1202.07 519.76
1974 1368.11 558.73
1975 1502.19 616.16
1976 1667.29 704 .23
1977 1917.96 815.48
1978 2082.12 896.45

Source : Statistical Statements relating to the Cooperative Movement
in India, various issues, Part I, Credit Societies, issued

by the Reserve Bank of India, Bombay.
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the merger of PLTBs of ‘‘ehsrashtre into the Stete CLTB in
1972=-73.

It may be pointed out that between 1950-51 and 1977-78,
the average emount of working cepital per regular member of
the PLTBs inoreesed to its, 2,717 from Rs, 310; 1in the osase
of CLDBs there was e merginel rise from Rs. 8,573 to Rs, 8,657;
an® in the ocmse of L"3s es e whole, it inoreesed from Rs, 642
to is, 5,221, The working oespitrl per member of the OLM3
rencsined ststicnary because the snnusl growth rote of member-
ship and working capitsl were =more or less uniforam (22 per
oent per ennum), wheress, 1a the ¢case of PLN8s, the esnnuel
growth ratés of meadership snéd the working capital were 10
per cent sanéd 19 per cent respeotively,

In the next fev seotions esech source of funds of LNBs
and 1ts relstive ioporterce in the total for the refersence
period (1950-51 to 1977-78) =re disoussed.

TEERXNTIRES

Tebentures econstitute the meet important eource of
working oepitel of the LDBs, From Table 3.2, whioh provides
debentures ocutstending of CLTBs, it is clear thet debentures
scnstituted neerly 81 per ocent to the working capitel et the
end of June 1978. The shsre of debentures remeined more or
less stationery st epproximestely 84 per sent during the study
period.

The irsue of Adebentures is governed by the provisions

of the respective LN3 Aot of emch Ctate, At present only



TABLE 3.2

Qutstanding Debenture of Central Land Development Bankg

( Anount in Crores of Rupees)

—---lﬂ-----.---------#---_--—-------«-‘—

As on Debénture amount Column 2 as percentacge
30 June outstanding at of working capital
the end of the year

(1) (2) (3)
1951 6.75 87 .
1956 14.954 80.7
1961 36.53 76.7
1962 L7.74 77.4
1963 68.19 79.4
1964 92.59 81.1
1965 124 .72 83.1
1966 178.37 86.3
1967 232.02 88.0
1968 299.55 86.9
1969 L26.11 87.3
1970 570.80 39.4
1971 725 .90 86.2
1972 879.83 86.5
1973 1015.04 8h.b
1974 1143.28 83.6
1975 1253.94 83.5
1976 1383.82 83.0
1977 1590.51 82.9
1978 1690.59 81.2
Sgurce : Statisticsl Statements relatin he C rative emen

in Indis, various issues, 1ssued by the Reserve Bank of
India, Bombay.



CL™3s ere empowered to issue debentures, Tebentures are
{ssued with the prior permnission of the trustee (normelly the
Registrer of Cooperetive Socleties in a Stete aots es the
trustee) on the seourity cf ncrtgeges aud cther mssets
trensferred by the PLTBs and of the other properties of the
CLr3s.

Tebentures in the pest were unormally issued for a
uniform period of 20 yesrs in almost ell the Stetes, hen
the emphesis for sdvenoing losns hes been shifted to produotive
purposes, LDBs started floating debentures for shorter pericds
also, TFrom the merketing espeot elso issue of debentures for
shorter periods is oonsidered advantagecus from the view
point of short-term investors.

The maln subsoriters to the debentures issued by the
CLTBe ere institutionel egenoles suoch as the HZI, ttete Senk
of Indi=s (3SBI), Life Insurenoce Corporstion of Indle (LTC),
oomnerciel and oooperative benks, Pert of the aubseription
to rursl debentures comes from individusls also., An important
feeture of the debenture floetetion progrsmme is that easch
CLTB lends support to the debenctures flcocated by other CLT3s,
This support to esgh other is possible es they are allowed to
invesat upto 50 per cent of the siaking funds maintalned by

them in the debentures ilessued by other cLDBs.1

1 Reduced from 60 per oent with effect from Teocember 2,
1979 vide iieserve Bank's oiroulsr No. ACD/Lr3/78.,/8.
3-74/5 deted 2 Tecember 197k.
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In order to make the debentures ettrective certein
edditionel features heve been introduced from time to time,
One of the importent features introduced in November 1964
(following the RBI's suggestion was the gusrantee given by
the Stete Goveroment to the repayment of the prinoipal and
interest on the debentures. Comneroiesl banks were permitted
to issus loens on the pledge of these debentures, These
debentures are slso made negotisble,

There was & phenomenel increase in the debenture ocolleo-
tions of LNBs between 1951 and 1978 es shown in tsble 3,2,

It oan be notioced that debenture amounts outsteanding heve
{nocressed from Rs, 7 erores to nearly Rs. 1,691 orores between
1950-51 end 1977-78, implying sn eversge esnnusel gompound growth
rate of nearly 22 per cent, The annuel asverage rete of growth
which wes about 18 per oent st the end of June 1951, ineressed
to 35 per cent at the en# of June 1971; 1t then dropped to

11 per oent st the end of June 1978, However, the share of
debentures in the working ocapitasl remeined stationery, This
is beosuse (1) the growth'rete of debentures end working
oapitaluwere more or less equel end (11 sinoe debentures
formed en overwhelmingly proportion of the working capitel,

As mentioned eerlier, debenture scapitel is raised by
LTBs by floeting three types of debentures viz,, ordinery,
speoiel end rural, kssh type of debenture and its share in
the totel msy be further Adisoussed here, The dmte with regerd
to the three types of debentures issued by CLTds for the period



il

1969-70 to 1977-76 sro gives in tedle 3.3 .
Ordinary Debentures

Ordinmmry debentures forn the main oouponent of the
dobenture gepitel of tho Lr3s in Indle, MTuring tha past,
when the lcane were 1ssued mainly for olesring old debdts,
Frovident Fund Commissioner, Cherity Commissioner, Insurance
Companies end Government were the mein subsoribers to ordinery
debenture issues, #ith the ineresse in the requirementg of
funds espeaieslly after the assignment cf s new roie for LDBs
in socordance with the resommendetions of the All Tndie Rursl
Credit Survey Comnittee (1954), it was felt thet these deben-
tures need much wider support then before. Tihe support came
from the KbBI, SZI and other Commerciel sanks, After the
netionalisaticn of the fourteen major commereiel oenks in
July 1664, their support to the debentures imuproved oonsi-
dereoly.

Teble 3,3 provides informetion cn the anount of ordinary
debentures 1ssued snd the percentage of ordinery debentures
in the totel dedbentures issued by CLNids for the yeer 1968-69
to 1977-78., It osn be notised thet the relative importence
of ordinery dedentures in the total sbowsd & continuous
descline from keerly 89 per ecent ilu 1968-6 to &1 per gent in
1977-78, The deoline wss more pronoumsed in 1972-73 end

L Seperate date with regerd to eeoi: estegery of
debentures are evailable from 166y,
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TABLE 3.3

1] b ent Bank

urin t -

( Amount in Crores of Rupees)

- e W W W W ™ W W W W W WS W W W W W W M W w W W W W W @ @ W . -

Tesr » Ordinary Special Rural Total
Debentures Debentures Debentures
(1) (2) (3) (%) (5)

1968-69 378.0 32.3 15.9 L26.1
(88.7) (7.6) (3e7) (100.0)

1959-70 L950.7 62,6 17.5 570.8
(86.0) (11.0) (3.1) { 100.0)

1970=-71 013.0 §92.9 19.0 724 .9
(84.6) (12.8) (2.5) (100.0)

1971=72 735.9 123.9 20.0 87y.8
(83.6) (14.1) (2.3) (100.0)

(76.8) (21.4) (1.9) {100.0)

1973-74 837.1 288.1 18.1 1143.3
(73.2) (25.2) (1.6) ( 100.0)

197475 80h.7 372.2 171 1253.9
(69.0) (29.7) {1e4) (100.0)

1975-76 915.4 452,6 1548 1383,.8
{66.2) (32.7) {1e1) (100.0)

1976=77 987.8 591.7 11.0 15950.5
(62.1) (37.2) (0.7} {100.9)

1977=-78 1022.5 958.5 9.7 1690.6
(60e5) (37.2) (C.6) {100.0)

Note : * Year ending on 30 June.
Sgurge : Statisticnl Statements relatins to the Cooperstive

Movement in Indig, issued by Teserve bank of India,
Bombay.
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1973=74, primerily as s result of flostetion of spcoial
development debentures for implementing the refinznoe schemes
of ARTC, pertioculerly unéer the Internationsl Tevelopment
Assooistion (ITA) projeots, The existence of hesvy overdues
mt the primary benk/brensh level in several States is esnother
reason for the decline in the share of ordinary debenturon.2
segeause of the overdues, the loaning operations of the
PLD5s/brenches of CLTEs had to be restricted lesding to the
inability of the CLNEs to heve esdeqguate seourities support-
ing the issue of ordinary debentures.

The Wworking Group set up by the Government of Indie
on 11 April 1972 for formuleting proposels regerding
development of cooperetives in the Fifth Flen estimated
that LT5s would be sdvenoing investment oredit cf the order
of ks, 1,500 orores éduring the Plan period - Rs, 1,100 ocrores
oy way of loans under ordinary programmes end Rs, 400 orores
by way of loans under the ARC-refinanoced schemes, Acoording
t0 the estimetes mede by the Group, resources totalling
Rs, 1,100 orores for losns under ordinsry programmes were

to be raised in the following menner,

2 Reserve Bank of Indle, Review of the Cooperetive
Movement in Indle (1972-74), dombay, 1976, p.130.
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Rupees in
Crores
Owned funds &5
Kurel debentures/Teposite 35
Stete Co-cperative Banks end Others 70
Sinking fund 350
SBI/Comnerolal Benks/LIC/RBT 450
Central Goverament/Stnto Governments 150

Totel 1,100

It may be noted that the teorget for ordinery debeniures
in the Fifth Plsn hags 2ince been redused from Re, 1,100
orores to Rs. 600 oreores beosuse of the enticipeted incresse
in lcenlog under ARC-refinenced schemes from Ke. LOO erores
to Rs. 900 orcres,
Speciel Tebentures

Agoordiag to ome of the recommendeti ons of the All
Indie Rurel Credit lurvey Coum’ttee Hepurt (1954, there was
need for LI"'ds to provide losne for productive purposes in
view of eonsidersble potentiel for agrioultural progremmes
(sueh es construstion of major »nd meédium irrigetion projects)
end the scope for development of plentetion end horticulture
oropa; In order to meet the oredit neede¢ for suoh develop-
mentel purpcees, the need fer the mebilizetion of resouroces
through the issue of special development debentures arose,

Following the recommendetions of the All Indis Rural
Oredit Survey Comzittee (1954), the R3I decided 1in 1962 to

L



provide support to LI'ds 1n respect of debentures flosted
uncder specisl schemes, whioh ocould not be finsnced from
normal sources on smocount of the large outlay ianvolved cor
becesuse of the terms and conditions of repsyment, Suech
essistsnoe was in sddition to the support whioh the RBI was
providing to the ordinary debeatures fioated by LTBs,
However, the rate of progress in this regard wes slow,

With the establishment of the ARC in 1963, the epecial
debentures got = fillip. The speoisl Aebentures ere issued
by L"Bs to the extent of loans advenced to them by the ARQD,
Sueh edvunces are given for finensing specifis sgheass of
egiioulturel édevelopment whioh heve been approved by ths
fcld, cegh scries of spseisl debentures is subsoribed to by
&RC wnd Stote Governments, The vontribution of the Stete
Goverunent ls euvissged with & view to ensuring its technioel
help in the implementstion of development projects snd elnce
LTEBs uvsually éo not heve technical s%teff of their own,

It may be meen from table 3,3 thet the shers of
special Aebentures in the totesl debenture ccllestions hee
shown & greduel inoresse, Their shsre in the total, whioh
wes nearly 8 per cent 1n 1908-69, inoreesed ocnsirureoly
durling the refersnce period of the study and stood ot neerly
39 per cent in 1977-78.

Hurel Debentures
The All-Tndia lurel 2redit Survey Committee (1954) felt

that thero wes good gcope for LTsSs to mobilize end collect
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rursl sevings in view of rising level of prioes of agrioul-
tural products and profuctivity., The type of debentures
i{ssued by LTBs at thet time were not oonsidered suiteole for
the purpose, HHense, & new type of debantures oslled, "rurel
debenturss” were issued., The ebove Committee outlined the
main features of rural debentures as under:

"These 'Rursl TVebentures! should, &s fear es possible,
be for speolfioc projecte of develcrment in whickh the villeger
is interested in different degreee eccording es they ere of
direot benefit to him, or of btemnefit to those with whom he
sheres ¢ feilowship of interest because ¢f thelr belonging
to his efietriet cr regicn or Stote. Thue, 1f the purpose
of the debentures i& tc provide loens to the ocultivetors in
his own looelity to prepsre their laads for the higher
profvctivity made pozeidbla by e minor irrigstion work of
the distriot, this may be of aare or lecg direct esppesl to
tre locael cultivetor; et the samo time, & debenture
similarly reistes to some important and much publiocized
mejor irrigstion work estsblisked iu bis Stete way have an
sppesl for him whieh 13 less ¢irect, out nect necessarily
less strong, Just as the debentures intensisé to drew
savings from the money merket are issued during the sleck
semson when money is avallasble with the market, so shouléd
these rursl deventures, s fer es possible, oe 1ssusd st
the ti-e of harvest ond sele of srop when money is aveilable

with the egricultursl olasses, 40 slso, in regsrd to period



of repayment eta.,, these debentures should be so designed
as to suit the requirement of the rural inve:tof!3
In eocordsnce with the sbove recommendstion, the

CLDBs were advised to float rural debentures for mobilizing
rurel sevings. Tn pursusnoce of this, the RBI formuleted

@ scheme in 1957 and recommended it to these banks, One of
the salient features of the soheme was thet the LTM"ss ocould
grant loans, egainst mortgages of lend, for produotive
purposes for periods of 6 or 7 yeara.* On e review of the
nbove scheme by the RBI, 1t wes noticed that the progress
was fer from satisfeotory. The mein diffioculty experienced
by benks was their inadbility to issue loens for 7 ye=rs,
the demand at thet time being mostly for losns for 15 yeers
or more, A revised scheme wss, therefore, drawn up by the

RBI in September 1958, ecoording to which CLDBs were empowered

to issue loens for periods extending upto 15 years and, on
the strength of these mortgages, issue s series of rurasl

debentures divided into two parts, One part for 7/15th of
the total emount was to be for 7 yeers end be mede aevailable

for subosoription by only individuels in rursl eress and the

Reserve Ssnk of Indis, The General K t of the All
gg;g Rursl Credit Survey Committee, Sombsy, 1954, p.L489.
L ¥ore details sre evelileble in the Report of the

Committee on Cooperative Land Tevelopment Banks, Reserve
Benk of Indie, 1975, p. 177-178.




remaining pert was to be for 15 yssrs to be subsoribed to
entirely by the RUI,

It oen be seen from teble 3,3 thet the annusl ocolleo-
tions from rurel debentures showed a decline. Their ocontri-
bution to the totsl debenture collections, whioch was neerly
L per oent in 1968-69, gradually declined - it wes less then
1 per ocent of the totsl during 1976-77 and 1977-78. Barring
8 few banks, for instence, in Anéhre Pradesh, Gujarat,
Kerneteks, lishareshtras, Punjeb, Temil Nedu end "tter Predesh,
the performence of the remaining benks in the floatetion of
rurel dedbentures wves poor;

The main reesons for the fellure of the banks to float
rurel debentures for substentisl smounts were the low rate of
interest on debentures, oconsidersble expenses involved in
sending money orders on ecoount of half-yearly interest
peyable to debenture-~holders, competition from other
insti tutions, oto.“ foocording to the All India Rursl Credit
Review Committee (19609), the main reason for the fasilure of
the socheme for rursl debentures has been the legk of serious
efforts on the part of CLNMEs in this édireotion. Primery
benks sre more concerned in schieving tergets for loan dis-
bursements rether then helping the CLTBs in the sale of rurel

debentures,

4 Reserve Bank of Indie, Review of the Cooperative
Movement in Tndis (1972-7L), Bombey, 1970, p.132.
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Expert Committees like the All Indie Kurel Credit
Heview Qommittee (196G), and the Working Group on Kural
Tebentures (1971 ) have recommended the sontinuense of the
scheme by L"Bs in view of its potential for tepping rurel
savings, The conferense of Stete Ministers for oo-operestion
held in New Telhi in Jsnuvery 1973 was also in favour of
continuing the sohema.'

The ordlnery debenture programme of the CL™3s for the
year 1974-75 was linked with their aghievements in mobiliz-
ing rursl savings from individuals by wey of rural debentures/
fixed deposits, Tt was decided thet in the cese of the
CLDBs whioh feiled to eohieve the alloted quota of rural
debentures during 1973-74 there would be & out in the support
from institutiocnel agenoies towerds the ordinery debenture
programme of the banks for 1974-75 to the extent cf 10 times
the d4ifferense between the amcunt required to be mobilized
from the individuels esnd the asmount ectuelly ooclleoted in
the prescribed menner, subjeot to a meximum of Ks. 200 lskhs
for esch bank,

The entire scheme of rural debentures was, however,
reviewed by the Agriculturel Credit Socard of the RBI st its
meeting held on 7 August 1975 where it was decided that the

soheme of rural debentures msy continue toc be unferteken on

* Teteails are svellable in the Report of the gommggtgg
on Cooperative Lend Pevelopment Senks, 1975, p,170-194,
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on a voluntary basis by the LUBs instead of being mandatory
as heretofore., Under the revised schems, rural debentures
floated by CLDBs would not carry the State Government's
guarantee and there will be no contribution from the uBI.s

Having discussed the relavive importance of the
different debentures, we can briefly aiscuss the types of
subscribers to the debentures issued by Lubs during 1369=70
to 1977-78. The relevant information is furnished in table
3.4. It is clear that the ALKC's share had increased considere-
ably from about 18 per cent in 196970 to nearly 51 per
cent in 1977-78 whereas the shares of SBI, Government of
India, State Governments, Commercial banks, Cooperative
institutions and Public had shown decline during the same
period, The share of sinking fund investments remained
more or less the same, The share of the LIC showed an increase,
from nearly 9 per cent in 1969«70 to nearlyf 11 per cent in
1974=75; since then, it declined and constituted only 1
per cent of the total in 1977-76.
INTERIM FINANCE

Before we discuss the other sources of funds for
1.DBe, such as Share Capital and Sinking Fund, we may

conaider the nature and importance of interim finance,

5. Reserve Bank of India, heview of the Cooperative
Movement in India (1974=76), Bombay, 1978, P.140.



Debentures, as discussed in the preceding pages, constitute
the most important source of fund for LUBs for obtaining
long term funds required for disbursement of loans to
agriculturists. OUebentures are floated on the strength of
previous accunulatvion of mortgages. In order to obtain
mortgages, CLubs have to depend on interdm accommodation
since their owned fumis are generally inadequate, The iWBI
helps the LDBs in securing interim accommodation for their
iocaning operations irom the State Sooperative bank (5C3)

or the 5UI and 1vs subsidiaries.

The praciice adosted by most of thoe CLDIs in collecting
morigages firstc by issuing loans wivh the help c¢f their
owned funds and iuterim accommodation is essential, because,
confidence of the long term inveslors was necegsary Lo make
the debentures a success. It 18 mortgagses first collected .
that would provide security and create confidence amongz the
investors, It can be argued that the Governuent guarantee
could inspilre confidence, bLut even State Government would
like to give zuarantee on the basis of unencumbered mortgages.

The All Iniia isural Credit Heview Comnittee (1969)
observed that interim acccmmodation was obviously necessary
for the smooth flow of long term credit, It also felt that
such gccommod:tion shouli be adequate in amount and carry
reasonable rate of interest. The Committee (1969) was of
the view that at that time LDBs had no problem with regard
to obtaining sufficient interiw accommodation. The SBI or
one of its subsidiaries was providing these facilities to all

51
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but two States against the guarantee of the concerned State
governnent, charging a rate of interest of 74 per cent.

The total of snch limits and outstandin:s thereunder stood
at fiu16.1 crores and Re11.4 crores respectively, as at the
end of December 1968. Of the two CLIIs which were not
financed by the UBI, the one in Assam was not floating
debentures at thnt time and the other in Maharashtra looked
to the local 3CB for this facility. As larger lendinz
progranie came to be undertsken in the later years, the
regquirements by way of interim sccommodation were expected
to substantially o up,

The LDBs in 1973 had to undergo difficulties in securing
interin accommodation, because the .BI did not allow more
than three floatations of ordinary dabentures in a year and
the reductiocn in commercinl Banks financial suonport due to
the {BI's contrcl on the former, The Committee on Cooperative
Land Development Banks (1975) sugcested that under such events,
the i.BI mirht permit an additional floatation of debentures
in a year by those CLDBs vhich depend on interm accommedation
for thelr loaninz operations. It also suggested that the LDDs
should carefully »lan the deployment of their own resources
in a »profitable manner and make determined efforts to reduce
their Zependence cn interim acdéommodation which is costly.
SHARE CAPITAL

Share canital constituted the second mogt important
scurce of workin: capital of CLDBs. iwery individual is
reocuired to purchase at least one share of .10 to enrol

as a member, Furthcr, the primary banks collect share capital



TABLE 3,4

Debentures Issued by Central Land Development Banks -

Shares of Various Subseribers,1970-1978

( Amount in Crores of Rupees)

-.@..---------------------‘----------------------------.@

(D]

¢

Life State Bank  Keserve Bank Agricultural Govt, of State Commercial Cooperative Sinking
Year Insurance of India of India Hefinance India Governments Banks Institutions Public Fund Total
ending Corporation Corporation Invest-
June 30 ments
1970 13,4 6.0 5,2 26,7 14,1 20,3 22,7 6.6 11,1 15,8 152,0
(3.8) (3.9) (3.4) (17.6) (9.3) (13.4) (21,5) (4,3) (7.3) (10,4) (199,0)
1971 11.9 6.1 5.4 26.6 17.4 23.9 29.4 6.8 7.5 23.5 1“:‘4.0
(7.5) (3.9) (3.4) (16.8) (11,0) (15.1) (18,6) (4,3) (4,7) (14,9) (1731,0)
1972 10,9 5,6 5.2 28,4 18,7 25,7 24,1 8.8 7.2 30,5 165,92
(8.6) (3.4) (3.1) (17.2) (11.4) (15,8) (14.6) (5.3) (4.,4) (1R,1) (102,0)
1973 10,7 4,0 1.4 86,3 11.5 23,8 18,9 5.8 4.9 13.8 1”1,9
1974 12,0 4,3 0.4 77.8 7.4 17.0 11.4 3,5 2.3 25.4 161,4
( 7.4) (2.7) (0.0) (48,2) (4.6) (10.86) (7.1) (2,1) (1.4) (15,7) (100,0)
1975 16,5 3.6 - ?7.0 7.0 16,7 11.3 4,3 3.5 15,4 155,2
(10,6) (2.3) (49.6) (4.5) (10.7) (7.8) (2.8) (2,3) ( 9.9) ("120,0)
1976 14,8 3.9 - 99,1 5.9 21.8 16.0 4,4 3.9 19,7 189.,4
(7.8) (P.1) (62,3) (3.1) (11.5) (8.4) (243) (2.1) (10.4) (120,0)
1977 15,6 4,6 - 126,7 6.0 24,8 11.7 3.0 1.2 31,9 225,4
(6.9) (2.0) (56.2) (2.6) (1100) (502) (103) (005) (1401) (1'3000)
1078 2.3 5.0 - 111.9 7-0 22.6 1?.1 36.0 O.2 0.6 1q7.6
(1,0) (2.5) (66.6) (3.5) (11.4) (6.1) (18.2) (0.0) (0.0) (199.0)
fiote ¢ Figures in the bracket indicate percentage to the total debenture amount,
Source s  Statistical Statewents relating to the Cooperative Movement in India,

Part I, Credit Socleties, various lssues, issued by the Reserve Bank
of India, Bombay,



at the rate of 5 per cent of the loan smount from individuel
vorrowers, These benks, in turn, purchese sheres of CLTBs
to the extent of 4 per eent of thelir borrovingn.6

The Ali-India Hurel Credit heview Committee (1909)
recomuended thet bigger cultivators should make a lerger
contribution towerds the share ospitel of LMBs, ©On the
basis of this suggestion, the Gujerst State Co-operetive
LanAd Tevelopment Benk required ocultivators to mske & oontri-
bution of $ per cent for losns upto &s. 5,000 and 73 per oent
for loans of higher amounts.

Teble 3.5 gives dete pertaining to pald up share capital
of the CLDBs between 1950-51 end 1977-78. It cen be seen from
the date in the teble that the psid-up share oapitel of the
CLNB8s incressed from sbout s, 31 lakhs et the endé of June
1951 to Rs, 119 orores as on 30 June 1978, registering a
compound growth rate of neerly 24 per cent per annum,

The inoreese in the share oepitsl could be meinly
attributed to the imoresse in the number of mexbers and the
rise in their borrowings from the LI'Bs, Tt mey be noted
that shere oepital ag peroentege of working ocepital rose from
L per eent to nearly O per cent between 1950-51 and 1977-78.

6 The Keserve Bsnk of Tndie suggested on $ July 1973
thet the contribution of primsry benks in the shere
capitsl of CL™Bs might be fixed at 3 per cent of the
borrowings of Pri-ery benks insteed of the earlier 4
per cent.



TAGLE 345

Growth of Paideup Share Capital and Sink
of the Central Land Development Banks

(Amount in crores of rupees)

As on 30 June Share Capital Col.(2) as sinking Fund Cole{l) as
of working of vorking
capital capital
(1) (2) (3) () (5)
1951 Q.31 L0 1.02 13.2
1956 0,79 bel Le06 21.9
19561 4he33 9e1 6.91 45
1962 5.73 9.3 10.92 17.7
1963 7.61 9e1 14.67 17.1
1964 9.59 Beb 20,56 18.0
1965 11.92 7.9 28.39 18.9
1966 15.39 7.5 38.07 18.4
1967 18.93 7e2 49.41 16.7
1968 24,10 7.0 63.20 18.2
1969 30,94 6.3 86.12 17.6
1970 38.86 6at 116.93 18.5
1971 48.88 5.8 157.54 18.7
1972 57.62 57 205.50 20,2
1973 79.46 6.6 258.84 bi.2
1974 67.91 5.0 325498 LU.8
1975 93.27 6.2 372.00 41.0
1976 98.70 5.9 390,22 b2e2
1977 111.50 5.9 520,56 L2.5
197€ 118.90 5.7 551.90 b3.1

Source : Statistical Statemoents relatins to the Cooperative !{ovement in India,

Part I, lredit Cocletvies, variocus icsues, issued by the keserve bDank
of India, Bombay,.
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SINKING FUND
Sinking fund 18 s device whioh hes been created to

redeem the debentures st the time of maturity. The period
for whioch a sinking fund is oreated depends upon the period
for which debentures are issued, It is built up by raying
into 1t every yeer out of loen eollection, & sum equivelent
to the smount of esoch series of Aebentures dlviced by the
numosr of yerrs for whioh the series hes been issued. The
aocreticns to sinking fund ere used for inveatment in Govern-
ment segurities, benk's own debentures, eto, The Aebentures
ere covered by mortgeges tranaferred in fsvour of the LTiBs

by borrowers,

In the initial yeers, scme benks issued debentures
throughcut the yeer snd redeemed them in instslments before
their maturity, Following the oirouler issued by the RBI in
1936 on 'The Finsnoing of Lsnd Xortgage Benks in Tndias’,
CLDBs sterted meinteining sinking fund for eech series of
debentures,

Sinking fund wes invested in the beginning in Govern-
ment securities whioh ylelded low inccme to the bemnks. Ilience,
the RBI 1n 1964 fixed the pettern of investment of sinking
fund which was reviseé in 1971, The suggested pattern7 is

&£iven below:

7 Report of the Committee on Cooperstive l.end
Tevelopment J3Bsnks, Reserve Bank of Indis, Bombsy, 1975,

p. 174,
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(a) Not less then 20 per oent should be invested in
Government and other trustee seourities inoluding bonds
issued by the ARC subjeot to the stipulation thet at least
10 per cent shouléd be invested in Government seourities,
{b) Upto 00 per cent of the belence in the sinking fund
may be invested in the Bank's own ‘ebentures or in the
debeatures of slster LM"Bs in other ‘tstes; and
() Upto 20 per cent of funds may be invested iu fixed
deposits with the Stnte Jccrerstive Benks esn®, unfer certain
conditions, with commeroiel banks,

Teble 3,5 gives the informetion regsréing the shere
of Sinking fund in the working espitsl of the CLTSs, It may
be noted that the sinking fund increesed from Rs, 1 orore es
on 30 June 1951 to Hs. 552 erores as ca 30 June 1678, with
en snnual oompound growth rete of about 25 per oent, The
share of Sinking Fund in the vworking capltsl of L™8s whioch
stood at nesrly 13 per oent ot the end of Junec 1951 looroetsed

to nearly 27 per oent at the enéd of June 1978,

FIXET TEPOSITS

In 1909, LTEs epprosched the Rl to perm!% them to
agoept fixed deposits for the purpose of mobilization of
rursl sevings besides the oollestions they make by issuing
rurel debentures, They ergued thot LTM3s would be in s
posi tion to meke good collections by way of fixed deposits
end cited es evidemoe the sucoess eonieved by the rurel

brenches of the netionelised benks in this respect. Seoondly,
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Upto
Apcency 30 June
1969
State Land Develop= 27,85
mont DRanks (91,4 )
seheduled Commereial 1,06
Danks (3.5)
Jtate Cooperative 1,56
Dan'to (5.1)
Intal 30,47
(100,.92)

1970
26,76
(93.,5)

0,66
(2,0)

1.29
(4,5)

28,60
(100.0)

1971

26,65
(87.0)

2,78
(9.1)

1.19
(3.9)

30,62
(100.0)

TABLE 3,6

Disbursement of fHefinance by Acricultural Refinance and Development Corporation - Asencywise

« Year ending 30 June -

1972
28,39
(81.2)

3.26
(9.3)

3.338
( 9.50

34,98
(100,0)

1973

86,14
(91.5)

4,49
(4.8)

3.51
(3.7)

94.14
(100.0)

1974 1975

77.76 77.06
(79.5) (72.4)
17.36 27,97
(17.7) (26.2)

2,72 1,47

(2.8) (1,4)

97.84 106,40
(100.0) (100.0)
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( Amount in Crores of Hupces )
Upto
“J June

1978 1977 1978 1578
99,09 126,70 111,94 GAR, 27
(67.9) (H7.4) (47.8) (65,6)
70.76 92,98 120,26 341,43
(41,.3) (42,1) (51,3) (32,5)
1:31 1.14 2,10 19,62
(0.8) (0,5) (0.9) (1.9)
171,15 220,82 234,30 10490,32
(100.9) (100.0) (100.0) (192,9)

Disbursement of Refinance by Azricultural Refinance and Development Corporation = Purposewise ‘

(Amount in Crores of lHupees)

- ® W e W W O e G e e & % T S W W W e e e e T S e % % % ® % ® % W W T O W T @ ® W W ™ W W W W S @ E ® W E W S T W OEmOW™ e =

furpose Upto = Year ending 30 June = Upte
‘ 30 June 30 Jun
1069 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
'dnor irrigation 12,81 22,33 23,06 26,74 84,08 85,30 83.78 108.18 142,10 143,27 731.h8
(42,1) (78.1) (75.3) (76.4) (89.4) (87.1) (78.7) (63.2) (64.,4) (61.1) (69,7)
Land development/iieclama= 13,88 3,32 4,37 2.37 2,30 1.78 2,01 4,92 5,87 4,08 44,72
;.On/ 011 Conservat’.on/ ‘45 5) (11.6) (14.3’ (6.8) (2.4) (1.8) ‘(109) ( 2.8) (2.6) ‘1.8) (1.,3)
Command Area Development |
farm lechanisation/Agro= 0,14 0.16 0.11 0436 2.18 3,78 12,23 45,75 51,77 28,75 145,38 ‘
service Centres (0.5) ( 0.6) (0.4) (1.0) (2,3) (3.9) (11.5) (26,7) (23.4) (12,3) (123,8)
rlancation/Horticulture 2,07 1,50 1,99 2,086 1.49 2,19 2,00 3,27 5,16 7.837 992,52
6.8) (542) (6.,5) (5.9) (1.6) (2.3) (1.9) (1.8) (2.3) (3.4) (e8)
Qthers 1,57 1.29 1,09 3.46) 3.99 4,82 6.38 9.23 18,92 30.33 98.12
(5.0) (4.,5) (3.6) (9.9) (4.2) (4.9) (6.0) (5.4) (7.2) (21.4) (9.4)
Total 30,47 30,62 34,98 99,14 97.584 106,40 171.15 220,82 234,30 1749,3¢
(1QQ‘Ql____1;QQ‘QL____L;QQ;QL__EHQQlQ) (100.0) (100,0) (100,0)  (100,0) _ (109,0) _ (100,0)  (193.7)

™-~urcs in parentheses are percentages of the total,

Huree

innual Henorte, Various Issues, issued by Agricultural Refinance and Development Corporation, Bombay,



they pointed out that such deposites would reduce their
dependence on interim sococomnodstion (normelly provided by
the stete co-operative banks and the SBI end its subsidie-
ries), for which they were paying high rete of interest of
81 to 9 per cent,

The RBI in June 1971, permitted CLDBs to sccept fixed
deposits from individuels subjest to conditions such as:
(1) The period for whioch fixed deposits may be socoepterd
mey not be less then one yesr end exeeed two yeers; and
(11) The benk pays interest at not more than 7 per ocent
per ennum cn deposits for one year ané 73 per cent per annum
on deposits for more then ocne yeer bwut upto two yaars.*

Turing the years 1971-72, 1972-73 and 1973-74, CLNBs
hed collecta® fixed Aeposits of Rs, 55 lekhs, Rs, 171 lekhs
ané R8s, 158 lekhs respectively, In Assem no fixed deposit
wes golleoted, DMuring 1973-74 the highest amount of Rs, 66
lakhs was gollested by Tttar “"redesh Eenk snd the lowest
smount of Re, 26,000 was colleoted by Himschal FPradesh 3ank,
Thug, the scheme has aghisved only & limited sucoess,

So far we heve seen in detall the sources of funde for
Lm3s, It 1s aleo worth noting thsat in recent yesrs, PLTBs
have come to oooupy 2n important position in the long-term
cooperative oredit structurse and they nre no longer mere

agenoies to 4isburse funds non the bssis of loan senoticns

* Tetei ls nre aveilable 1in the Review of the Cooperstive
Movement in Indie (1970-72), Reserve Bank of Indie, 1974, p.102,



asocorded by CLTBs,

FLOwW _CF FUNT'S BETWEEN CLT'S8s AND PLDBs

Generally, the flow of funds between & CLP3 end PLTB

end vioe versa takes plece on scoount of the following

fastors:

1)
i1)

111)

iv;

v)

CLDB to PLMBs

Funds for issuing loesns i)
Subsidies on secount of 11)
sterf

State Government contri- 1ii)
bution to share ceapitel

(1f indirect)

Commission on brokersge iv)
on emounts collected for

Tursl debeatures or fixed
deposite

Subsidies towsrds losn amounts
received from imsll Fermers

revelopment Agenoles (SFDA)/

sarginel Fsrmers and Agrioultursl

PLNBs to CLDBs
Recoveries from borrowers
Amount oolleoted on ascoount
of rurel debentures and
fixed deposits

Interest on loans

Share money

Lesoourers Tevelopment ‘genoies (MFAL)

Teking into scsount the verious items involved in the

flow of funds between these institutions, primsry banks

ghould inveriasbly follow the proceéure of first using their

own funds ené leter the funds provided by the CLD5 for their
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loening operations, Besides, they should be prompt in
remitting the emounts received by them on scoount of '
recoveries from cultivators to the CLPB, The CLTB should
help primary bsnks in meking an anslysis of cash in-flow end
out-flow, teking intc ecoount esch bank's requirements of

funds for issuing losns and the recoveries effested.

= |

TSETREEMENT OF REFINANCE BY THE AGRICULTURAL

G ——

EFINANCE _AND DPEVELOPMENT CORPORATI ON

=

The RBY and the Sovernment of Tndie satively considered
the sstablishment of the ARC in the sixtees as the svailabdi-
1ity of funds in finenoing of segriculture was inadequate,

The Corporaticn hes been mainly set up to meet the speocial
recuirements of major projects for inoressed sgriosultural
preducticn, The schemes for which the Corporation is expeoted
to provide refinence will have to be well-defined projecta in
sonfirmity with the provisione of the Five Ye=r Plans end
will have to be ocompaot in eres eoccnomically peying, suscep-
tible of olose snd intensive supervision, The schemes
proposed for finsnoing by the Corporation inolude:

(s) finencing of the reclamstion and prepsrstion of lend,
so thet fagilitiee for irrigetion ere fully utilised;

{bj finsnolng tne devel opment of speocielised orope suoh as
ereocanut, coconut, oceshewnut, and cardeamom orochards;

(o) devel opment of meohsnised ferming, use of electrioity

throvgh tube wells, pump sets; end
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(a) devel opment of animel husbendry, deiry ferming, poultry
feming, eto.

The ARC commensced its business in 1963 with an
euthorized share ospitsl of Rs, °5 erores and » paid up
cepital of Rs., § orores. Turing 1975 the suthorized share
oapital has been raised to Hs, 100 orores, The Zorporation
is elso empowered to borrow from the R3I, Government of Tndie;
it oen iesue bonds an® debentures osrrying the guarsntee of
Governmens of Indie,

The Corporation provides esssistence meinly by way of
refinence to CLDB, State ocooperstive besnks and scheduled
banks, As the CLNBs raise their resources by the floatation
of debeatures, the sssistences provided by the Corporstion
to them may generslly teke the form of subsoription to their
debentures,

The refinenoing operaticns of the Jorporetion pleked
up only after 1967-68, T=eble 3.b*indioatas egenoywise and
purposewise disbursement of refinenoe by ARNC. The total
disbursement increasc® consiferesbly, from ks, 30 orores as
on 30 June 1669 to Rs. 1,04% arores as on 30 June 1978 with
en ennuel compound growth rate of 42 per cent, Out of its
total élsbursement, the share of LT 3s formed sbout 66 per
cent, Tt may be noticed from the teable that Aladbursements to
LT Bs rose fro~ ks. 23 orores to Rs, €83 orores between the
end of June 190G end 1978, However, the shere of LTBs in the

totel Adeclin2é from 91 per cent to 66 per cent between 1969

* Plose refen page 54-.



snd 1978; while the shere of commeroiel benks increesed
from 4 per oent to 33 per cent during the seme period.

It may further be noted from the teble that the share
of minor irrigetion showed a tremendous inoresse from 42 per
cent to nearly 70 per ocent between 1909 and 1973, The shere
of farm mechanizetion inoreessed from 0,5 per ceant to 14 per
oent; but the shere of lend development, however, deoclined
from 46 per cent to 4 per cent during the above period.

The corporation has been trying to reduce the dlsperi-
ties in egrioultural development emong Aifferent regions of
the country, Turing 1$77-78, 7 new distriets ceme under the
refinsnoce operations of AKDC by the sanction of sshemes in
beokward distriots for the first tize. As at the end of
¥sroh, 1978, only 32 distriots spread over 15 states/union
territories remained to be covered by ARDD schemes., Further,
the Corporetion hea egreed to provide, es a speoisl omre 100
per ceat refinsnse fsoilities in respeot of teschniceslly viebdle
schemes sponscred by the SFTA or MFAL agencies through the
eligivle institutions.

The year ended 30 June 1930 witnessed sonsiderable
growth in disbursement, resching a level of Rs, 412 corores es
sgeinst Ks, 285 orores during the preceding year, This implies
e growth of 45 per cent as conpsred with 22 per oent in 1978-79
end 6 per ocent in 1977-78. Out of the totesl disbursement of
Rs, 412 orores during the yeer 1979-80, minor irrigetion

constituted Rs, 227 orores (55 per centj,



The oumulative disbursements since inception resched
Rs. 1,738 orores (exoluding short-term finance of Rs, 9 orores)
st the end of June 1980, The ARTC es on 30 June 1980 covered
4814 blooks (96 per cent) out of the totsl of 5004 by one type
of scheme or the other,

From the foregoing disoussion, it is olear thet the
funds for LP3s have inoreesed considersbly during the
reference period. Tebentures constituted end ocontinues to
form & major shere in the working capitsl throughout the
period. It mey be noted that in recent ye~rs because of the
emphasis on the developmentel activities, the importensce of
speoisl debentures hes shown signifiocent improvement. Rurel
debentures end fixed deposits as sources of finsnce for LNBs
have evocked only limited appeal. ZAnother noteble feature is
thet the share of refinensce to commercial benks by the ARTC
had inoreased while the shere of LTBs showed & decline,



CHAPTE IV

LCANING POLICY AND 2. FCWMANCE Cic LAN.: LoV LO2HoIl BAUES

This chapter is devoted to a quantitative and cualitate
ive appralsal of credit advanced by Luds. 7o provide a
pioper perspective to such an a2nalysis, a brief discussion
of the main planks of the lending policy of Libs is
presented at the outset, Thereafter, a cuantitative analycis
of credit is attempted wiih a view to meaguring the increase
in the cuantum of credit and the number of borrowers during
the raference periocd,

A8 noticed in the second chnapter, the All India .wral
Crediv Survey Gommivtee (1954) had recomrendsa that tha
LOBs should concentrate their attentlon on provi.ing loans
for productive purposes, as the demand for loans [or minor
irrigation works, land levelldsn: in the commanc areas or
major and nedium irrigation projects, horticulture and
plantation development,etc., was considerable. Ag~in,
with the establishment of the Al and the gtipulstion or
the ..JI in 1907=68 that institutional support to oruinary
deventure iscues of LDUs would be forthcoming only if at
loast 80 per cent of their loans were for proiuction
purpcses. Subsecuently, on 23 lay 1909, tne asl instriacted
each L0B to i.sue loans to the extent of at least JU per

cent for productive purposes of which av least 7y per cent



shouli be for easily identifiable productive purposes,

A broad classification of the loans for identifiable
productive, non=identifiable productive and other purposes
is given below 3

A. Identifiable Prouuctive Purposes

(1) Sinkinz of new wells,
(ii) UConstruction of new tanks tO congerve waler
for wet cultivation,

(114) Boring and deepening of, reconstruction of,
or repairs of, old wells,

(idv) Purchase and installation of pumpsets
(diesel or electrical), etc., and
(v} Construction of godowns, cattleesheds
and farm houses,etc,
B. QHNoneidentifiable Piroductive Purposes
(i) Levelling, bunding and reclamation of land,
(11) Soil comservation by terracing,

(1ii) Construction of drainage channels to prevent
fleooding or bunding to prevent land erosion;
and

(iv) Preparation of land for orchards, planta-

tions, etc.

C. Purposes not fallins under A or B above and
classified as ﬁon—ﬁrsguctfve ?urggaes

(1) Loans for redemption of prior debts/mortgages,

(4i) Purchase of tenancy / ownership rights,
(14i) Purchase of land; and
(iv) Others.
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It may be pointed out that the High Yielding Variet-
les programme for increased agricultural production
launched in 1966-67 generated demand for longe-term loans
from small farmers for making arrangements for assured
irrication or other measures for enabling them to undere-
take improvemsnts in farming techniques., The small
farmers found it difficult to get loans for undertaking
on={arm investment especially because of the securivy
bias in the lending policies of the banks. The uBI,
therefore, advised CLUBs to give up the security-oriented )
procedure and adopt an incoue-oriented lending system.

In other word:s, the banks were expected to give loans tc
any cultivator, notwithstanding the size of his holdiug,
provided the proposed investmsnt resulted in adecuate
incremental income which enable him to repay the loan in
a reasonable period,

The instructions issued by the «BI to LubBs in regard
to streamlining the loaning policy and procedures after
1970 have veen generally on the lines recommended by the
All India ilural Credit Heview Committee (1909). Amcng
the measures sucszested by the Committee special mention
may be made of those relating to small farmers. At a
meeting convened by the .«5I in Bombay in February 1973,
the Li)Bs agreed that loans granted by thom L0 suall
farmers should not be less than 20 per cent of the total

loans advanced auring the year.



Another (inancial discipline introduced amon: the
LiBs in 1971=72 by the .BI relates to the reimoursement
of funds by LLDBs to PLUbs or branches of CLUBs by link-
ing the quantum of funas to be provided to vhe overdues
at the primary level. The formula laid cown for 1974L=75
indicates, for instance, that

(a) only PLiUBs having overdues upto 15 per cent
of the demand are eligible for full roimbursement; and

(b) PLDBs having overdues exceeding 50 percent of
demand as at the end of the previous cooperative year
are noct, as a general rule, eligible for reimbursement
from CLUBs in excess of 25 per cent of the loan ﬁrogramme.

Yet another important development has beon the
introduction of uniform lending procedures by Luis for
similar purposes., This follows &t another uiscipline vo
which mention may be made was the stipulation made in
the agricultural credit project agreencuts witii IVA
that the banks implementing the project schemes should
observe the same terns and criteria for lendings outside
the project arzas as similar lendings in project areaas.

Let us now analyse the progress in regard to

Co

irplementation of the policies. The Study Teams constituted

by the Cormittee on Cooperative Land Develomment Janks
to examine the working of LuBs in cocperstively less
advanced statas, viz,, Assam, 3ihar, Himachal radesnh,

Jammu and Kashmir, Madhya Pradesh, Orissa, tajasthan,
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Tripura and Yiest Bengal havae pointed out that banks in these
stntes have not been able to make any significant progress
in the implementation of the prouuction-oriented lendin:
system due ve several factors, the chief among them being
lack of adeouate staff, especially trained staff, and
absence of proper appreciaticn of the systom by the manage-
ment of the LUBs and the boards of directors.!

In three states, namely, Andhra Pradesh, Tamil Nadu
and Karnataka, CLUBs had ashown impressive record in the
switch=0over to production-oriented system of lending,

It is observed that wiille the Lide in the cooperatively
less developed statea have not evolved procedures for
introduction of tne productione-orienved system cof leading,
even in the case of banks wiiicn achieved considerable
success, there are several weaknesses in the implementa-
tion of this system of lending. The deficiencies generally
observed in the case of the latter related vo !

(a) absence of norus i

(i) for investment credit to be provided
for various purposes;

(11) for working out repaying capacity in
different areas and for difierent

purposes, and for minimum size of holdings

1 iieserve Dank of India, udeport of the Comaittes on
Cooperative Land Jevelopment Danks, DOmoay, 1975, Pe2Ul.



needed for sustaining the investment
credit for various purposes;
(b) 1lack of a proper system for working out elige
ibilivy of lcans on the basis of incremental

incoms; aad

71)

(c) fixing che period of loans for different purposcs

on a uniform basils ineiead or relatinz it to
the repayias capacity of the borrower.

The issue regarding uthe securliiy for loans provided
by LUDs was exauwined by the All India dural Credit .eview
Committee (1969) which was of the view that mortgage of
security was necossary.2

One of the imporivant developments subsecuen. to the
recommendation of the above Ccmmittee relates vo the
entry of commerclal banks especially after the nation-
alization cof 14 commercial banks in July 1969 in finaancing
of airricultural development schemes and other pricritcy
sactors, In the case of commercial banks, the loan
proccdures generally previce for sanction of tarm loans
without mertgaze of land upto a specified 1imit, say,

s, 3000 to Rs. 3500 for certain pui'poses such as purcinase

of sumpsets and power-tillers,

2 ieserve Bank ol India, seport of tme All India
aural Credit Review Comnittee, Sonsay, 1969, p. 780.
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In this regard, a study of the role of farm credit to
the frrmers and mobilizing their savings in Basti cistrict
of U,?, pointed out that about 7 per cent of the farmers
took loan from Government, 12 per cent from cooperatives,
15 per cent from LUBs and 66 per cent {rom commercial
banks, It was cbserved that marginal aond very small
farmers (O = 1,5 hects,) benefitted more from cooperatives
as compared to other categories of the farmers.3

CUANTITAUIVE GXPALSION OF CADIT

The credit given by the CLubis underwent a phenomenal
exvansion between 195051 and 1977-76. Table 4.1 shows
advances made annually by CLEB; during the years 1950-51
to 1977=78. [luring 1977-78, lcans advanced by these banks
amounted nearly to Re239 crores as ajsainst about e, 1 lakh
during 1950=51, with an average compound growti of 43 per
cent per annum, It ca2n be noticed that loans advanced
during 1966=67 compared to 1965«66 rose marginally by
iSs 25 crores., This is mainly because the L.Us experienced
shortage of agricultural resources as a result of the curd
imposed on the supporteprograune of debentures by the .l
in that year. Durinz the two year periou 1960-68, the

participation of LUZs in the agricultural programues

3 Misra,Jd.P.,and others, "Institutional Finances in
Agriculture and Its Impact on Productivity, Level of
Income ané .ural Savings", Iandian Cooperative ieview,

Uct.1978, pp 74=T78.

* Include advances to (i) Primary banks and Bocleties
and €81) Individuals.
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TABLE 4.1
Loang Advanged by Ceptral Land Development
Banks end Primary Land Development Banks

{ Anount in erores of Rupees)

Year ending Central Land Development Primary Land Development

30 June Banks Bankes
1951 0.01 1.0
1956 2.83 1.74
1961 11.62 7417
1962 14.75 12,59
1963 24,62 19.19
1964 29.58 23.21
1965 37 41 30.83
1966 56.41 51.23
1967 58.85 40.84
1968 92.41 64.90
1569 143462 103476
1970 153.26 113.22
1971 168.28 118.94
1972 145.75 104« 49
14573 171.43 101.63
1974 145.68 95 .81
1975 183.84 111.18
1976 204.93 136.00
1977 248.93 191.54
1978 238.72 160.01

Source

en » Part I, Credit Societies, various
tasues, issued by the Reserve Bank of India,Bombay.
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increased considerably, in keeping with the increasing tempo
of agricultural develepment, For instance, loans advanced
by CLDBs increased considerably from Rs. 59 crores in
1966=67 to is. 92 crores durin: 1967=-68. In 1971-72, there
was agnin a significant decline in credit; this was due

to the introduction o} the stipulacion regarding tecnnicel
clearance in case of loan proposals for minor irrigation
prior vo their sanctioning.

Althoush the quantum of loans advanced Ly the CLubs
increased from nearly #is. 146 crores in 1971=72 to .ic, 171
crores in 1972-73, there was a decline in the succeedin:
year to iis. 147 crores, The primary reascns for tnis
decline were : reduced scope for loaning for minor
irrigation purposes, lack of diversification of loaning
operations of banks and hish level of overdues of the
’LUBs and of the ULUsSs. The foll in the loans advanced
was significant in the case of state LOBs in Andhra
Pradesh, Gujara., Punjab, Tamil Hadu and Uitar Pradesh.

In the case of °’LUbs the loaning operatiocns have
increased enormously from nearly is. 1 crore durin: 195U=
51 to its. 160 crores durin; 19/7-78, with an annual
compound growth rate of 19 per cent. Total loans issued
by these banke during 1975-76 amounted to .s. 136 crores
as against is, 96 crores issued during 1973-74. A number
of ?LDBs/branches were having heavy overdues which

impaired their elirsibilicty for borrowinz from the “LLuss.
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At the end of June 1976, a wotal number of £2 ~LuBs/branches
was not eli:sible for any finance, whereas 492 °L.3s/branches
had restricted eligibilivy for such financee &
Further it may Le pointed out from Table 4.2 that
the loans outstanding of CLiUBs have increased from i..6 crores
as on 30 June 1951 to Rs. 1,305 crores as on 30 June 1978,
with an annual average compound growth rate of 21 per cent.
In the case of /LiBs, loans outstanding increased from
iiss 6 crores as on 30 June 1951 to «s. 735 as on June 1978,
with esn annual cempound growth rate of about 19 per cent.
The progress of LUBs during the plan pericds may
also be mentionad here, According to ?,V,.Prabhu, the Luds
could achieve the target during successive plans till
1968-69, but there had been a short-fall in performance
durinz the Fourth and Fifth Plan periocds. Two main reasons
can be attributed to the sete-back in performance during the
period from 1969-7C vo 1977-78 viz., the emergence of
various institutions in the field of agricultural credit
like comnercial banks and regional rural banks due to
acceptance of multie-agzencies approach in the field of rural
credit as a policy followed by the «BI and the AuuC and

repulation of advances in relation to recovery performance,

4 ieserve Bank of India, :eview of the Co=operative
liovement in India (197476) , combay, 1 s De120,
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TABLE 4.2

Loans Cutstanding of Central Land Develgpment Banks
and Primary Land Development 3anks

( Amount in Crores of Rupees)

 ww A T e WS W e W WP WP e e WS RS ap W we wWe W AP W W B R W e e 2w W e e

is on Central Land Primary Land
30 Jure Devgi:gzent Devgi:g:ent
1951 5.98 6.26
1956 13.08 10.51
1961 36.61 24,66
1962 47.90 35.28
1963 67.89 51.36
1964 90.18 69.06
1965 117.57 93.00
1966 167.26 124..33
1567 207.36 154.67
19568 278.29 203.50
1969 395.06 285.56
1970 511.98 366.87
1971 637.65 4L88.27
1972 728.83 563.37
1973 849.21 446 .82
1974 914.07 471.50
1975 992.54 518.10
1976 1068.70 576.10
1977 1210.73 666 .67
1978 1304.82 735,21
Source : Statistical Statements relating tp the Cooperative

Movement in India, Part I, Credit Societies,

various issues, issaed by the Reserve Bank of India,

Bombay.

Li.
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The Sixth Plan, in order to fulril its objectives such as
achievement of full employment in rural areas in the year
through productive programmes, decentraliszavion of
aconomic development and op,ortunity to weaker sections of
the community, cooperatives will have an important role
to play. Keeping tuese aspects ian view, a loanin: target
of Re. 2,500 crores is envisa:ed for the Lius durin; the
Sixth Plan periocd (1978-83), divided into us. 1,000 crores
of normal lendin; and is. 1500 crores of advances under
AliiCerefinance achemea.s
nEGIOHAL COVoAAGE

An important feature of the operations of the Luibs
durin: the refercence periou of the study is worth noting.
Over the last decade the rezlonal coverage by the Lubs
was broadened. It can be noticed from Table 4.3 that in
1955«56 four states, viz., Andhra Pradesh, Gujarat,
Maharashtra and Tamil Nadu accounted for a bulk, nearly
84 per cent of the totzl advances., Their share in the
total declined from 71 per cent in 1965=-66 to 52 per cent
in 1970-71 and further to 36 per cent in 1977=78. OUn ths
other hand, states like Binar, Karnatska, Kerala, Madnya
Prades, Orissa, Punjab, iajasthan, Uttar “radesh and

Jest Dengal had shown an upward trend which can ve noticed

5 Prabhu,’.V., "Cooperative Credit for Agriculture -
ficle of Land uvevelopment Banks"”, Indian Ccoperative
neview, Jan.1979, pp.lLh=154.




TABLE 4,3

ve Bank

( Amount in Crores of Rupees)

qﬁ!tﬂ! ------------ - e, W e e - W w® - - e e W W = e
1956 1961 1966 1571 1976 1978

Andhra

Pradesh 0.60 1.84 11.22 20.08 29,71 51.00
Gujarat 1.04 3.76 10.25 21.88 6.51 L.12
Maharashtra - 0.15 2.15% 15.20 18.80 23.12 14 .61
Tamil Nadu 0.57 1.98 3036 26.01 14.50 132G
(B) All India 2.83 11.62 56441 168.28 204.93 238,72
Percentage of
Source : Statistical Statemerts relatine to the Cooperative

Movement i{n Indig, Part I, Credit Socleties, Various

Issues, iscued by the Reserve Bank of India,3ombay.
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from Table 4.4 which provides state-wise data regarding
Jisbursement of loans by the cLubs, However, in several
states like Assam, Himachal Pradesh, Jammu and Kashuir,
Orissa and Pondicherry, the movement is in its infancy.
“ith a view to promotinz development in the less developed
areas, the A(LC had vaken measures during the period
1974L=76 such as conductin: preinvestment surveys of
development of horviculture, plantations and forests,
and provision of incentive by grantinz upteo 90 per ceut
off loan ascistance for all purposes in the eastern and
northeeastern states, IUA projecus were sancticned in
some of these states like Uttar Pradesh, Madiya “radesh,
Bihar, ‘‘est Bengol and Orissa, concentrating the programme
on certain districts. _ )

As at the end of June 1976, 1083 schemes of agri-
cultural development with the Aulu's commitment of
Be 493 crores were sanctioned in the less developed
states, while disbursement made in respect of these
schemes stood at aporoximately :(s. 187 crores as on that
date,
PULICSE IS .2 ADVALCLS

From the data on purposewise classification of
loans advanced by CLUBs provided in Table 4.5, it is
seen that the emphasis in lending has progressively
shifted from noneproductive to productive purposes.

In 1950-51, loans for productive purposes accounted for



TABLE bok

Fresh Loans Advanced by Central Land Development Banks - OStatewise

(Amount in Crores of .upees)

- e A S W S P B ) W M W 4 S S W W M M0 8 0 S & ® @ W W W & = = - - s e e W W S W Ea e - - -

- Year emiing 3V dune =

1961 1978
Loans Percentage tvo Loans Percentage to
Advanced total loans Advanced total leans

Ancdhra Pradesh 1.84 15.8 51.00 Q1.4
Assam - - 0.869 Oul
Bihar 0,03 0.3 7.13 3.0
Gujarat 3.76 Sk 412 1.7
Haryana - - 16.49 6.9
Hinmachal Pradesh - - 0.38 0.2
Jarmu & Kashmir - - 0.20 0.1
Karnataka 0.97 8.3 13.76 5.8
Kerala 0.20 1.7 8,31 3.5
Kadhya Pradesh 0,07 0.6 10.49 L.4
Haharashtra 2,15 18.5 14.61 6.1
Orissa 0,13 1.1 0.23 2.6
Punjab 0.31 2.7 16.26 6.8
iajasthan 0.05 0.4 14.06 5.9
Tamil Hadu 1.98 17.0 13.29 5.6
Tripura 0.03 0.3 0.01 ve
Uttar Pradesh 0.11 1.0 51.11 21.4
Jlest Bengal 0.01 Q.1 10,32 Led
Pondicherry - - 0.06 ve

Total 11.62 100.0 238.72 100.0

- Nil1. .« Negligible

Source 3 utatistical Statements rolating to the Ccoporative liovement in India,

Part I, Credit Societies, Various Issues, issued by the Heserve Sank

of India, Bombay.
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TASLE 4.5

Loang Advanced by Central Land Development Banks - Purposewise

( Amount in crores of Nupees)

- e e W W S e W Es e W TR an S W W @ W S W W ap W W W W W Mp W mh e e @ W W W w W W e = = -

A. Loans for
productive purposes :

1) Land Improvemeht 4 .65 14.39 8.97 11.03 22.2y 12.43
11) Sinking of and
repairs to wells - 17.05 57.32 61.80 80.92 64.23
111)Purchase of )
machinery 3.45 10.13 74.09 89.10 100.41 119.94

iv) Construction of
Godowns and Farm

Houses - - 0.7h 12.“‘ 4.27 5075
v) Other purposes 0.35 5.0 24.84 6.43 12.44 24L.56
8.45 52.61 165.96 180.86 220.33 226.91

- e W e e AW W UR W SR N R ap W Al W e TR AR W SR W) SR S W A e W W Y e

B. Loans for
unproductive purposes:

1) Redemption of debt 3.08 3.37 0.84 1.78 0.50 2.11

{1) Purchase of land
% purchase of

tenancy rights 0.09 0.43 1.48 1.21 10.50 3.48

3.17 3.80 2.32 1.99 11.40 5.59

G Total Loans Isaued 11.62 56-&1 ’68038 ,83-85 2&8-93* 238.72‘
D. Percentage of A to C 73 93 99 98.37 95 .4 97.7
E. Percentage of B to C 27 7 1 1.63 L.6 2.3

f Break-up of ".0.23 erores in respect of Oriassa not available

* Break-up of 2.17.20 crores in respect of Tamil Nadu not available.

Source : Statiastical Ststements relating to the Cogperstive Movement in India,

Part-I, Credit Jocieties, Various Issues, issued by the Reserve Bank of

India, Bombay.
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L3 per cent of the total as against 57 per cent for unproduct-
ive purposes. By 1960=61 the share of loans for productive
purposes increased to nearly 73 per cent; it increased to
93 per cent in 1905-66 and further to 99.par cent in 197U-71.
During 1977=-78, about 98 per cent of the total advances
were given for productive purposes.

The results of a case study made by Lhe liational
Council of Applied Economic kesearch in regard to the
purposewiise disiribution of loans from selected LDBs for
the three years, 1966-69 to 1970-71, are shown in Table 4.6.

The important purposcs for which loans were generally
granted were ;

(i) sinking and repair of wells, tubewells and

tanks; and
(ii) purchase and instaliation of pumpsets anc
purchase of farm machinery,.
The first category was most important in the states of
Andhra Pradesh, Haryana, limachal Pradesi, ladhya Pradesh,
Maharasihtra, iMysore, Orlssa, 2unjab, iiajasthan, Tamil Ladu,
Uttar ’radesh and west Bengal. In Haryana loana on this
account formed as much as 6% per cent of the total
lendings. In laharasntra, Madhga Pradesh, Uttar Pradesh
and 'Jest Zengal such logan formed more than 50 per cent of
the total ocuantum of loans advanced by the selected banks.
The proportions were, however, relatidvely low in tihe case

of banks in Assan, Bihar, Jammu and Kashmir and Kerala.



TABLE 4.6

Purpose-wise Percentage Distriovution of Loans Uisbursed by Land Jevelopment Banks

- e e m e e s e W s e e

( Average over three years - 1969=71)

Number Jink- Pump- Trac- Level- Const- Ure He=  Pur- Others [o
of ing sats, tors ling, ruction chards, demp- chase and tal
banks and diesel end bund= of farm planta- tion of un- for
consi~ repair oil trac- ing, houses, tiona, of land sape- 1all
dered of engines, tor ro=- cattle and debt ci- pur
wells, elec= imple- clama- sheds, horti- fied po
tube- tric ments tion, o= culture ses
wells, motors, terrac- downs,
tanks, pipe- ing, etc,
etc. lines, fenc~
thresh- ing,
ers, etc,
machi-
nery,
etc,
1. Ancdhra Pradeah 10 h3-8 27.7 7.3 7.0 ‘606 1.5 1.5 - 8.1 10\).0
2, Assam 3 0.1 - 2e3 29.1 - 37.1 Le5 1.8 25.1 1000
30 Bmar 3 2001 5-’0 66-' ‘0.6 - - 006 - 3.2 ‘GU.U
‘. Gujarat 7 '02.1 ‘DSQB 6.7 0.3 0.‘. - 0.2 - ’05 100.0
5. Haryana 3 68.9 1.2 22.5 2.3 V.8 - 0.6 3«7 = 1000
6. Himachal Pradesh 1 26.1 22.7 - 8.9 2h.4 6.3 6.1 55 - 100.0
7. Jamu nnd Kashﬂir ‘ 10.1& 8.1 77.5 0.5 w, 3.5 - - - 100.0
8. lerala ‘0 8-6 2.7 Beg. 21 .7 1-9 65.1 - - - 10000
9. !“Tﬂdhya Pl‘&desh 6 61 .2 ‘2.9 2!’.0 1 .‘} - ] - 0.5 - 100.0
10, Maharashtra ‘. 65.0 25.1 2.9 60“ - - - - 0.6 1.0,0
11. Mysore 8 39.3 8.6 2.6 26.6 - 2.7 - - 21,1 100.0
1 2. 0!‘1588 2 3‘0.6 20.2 7.8 5.‘} 3.? 28.2 0.‘ - - 10000
13. ?u.njab 6 w-3 001 “}c6 109 2.2 0.5 1.3 1.1 201 1000
14.3ajasthan 3 415 13.3 2h .4 Le3 0.4 - - - 15.1 1000
1 50 Tﬂmil Hadu 6 k6.2 31 .9 5.‘& 1 .9 d.3 - 2.0 0.3 - ‘00.0
16. Ut‘.tar ?radash 11 5905 37.9 2-0 0-3 0.3 - - - - 100.0
1 7. jest Bengal 3 52¢‘D 9.4 0.1 3208 5.‘ - Vet - - 100.0
ALL BANKS a1 53.3 19.6 14.5 6.3 1.2 2.4 Ve 0.5 1.8 1000
Source : OGredit ieouirements for Agriculture, Hational vouncil for Applied scononic .esearch,

Hew Delhi, 1 97‘3' Po%o
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For the sample banks taken together, the percentage of loans
provided for the first purpose was higher than 50 per cent.
The second purpose, vis,, purchase and installation
of pumpsets and purchase of farm machinery, turned out to Le
the most important for borrowings from the selected LDBs
in Gujarat, And such loans ranked second in relative
importance in the case of the banks in Andhra ?Pradesh,
Maharashtra, Tamil Nsdu and Uttar Pradesh., Taking into
account all the selected banks, borrowing for this purpose
accounted for about one-~fifth of the toval disbursements,
The comoined percentage for the selected banks for the
above two purposes was about 73,
Turninz to loans taken for land improvement, levelling,
bundiny;, reclamation, terrascins and fencing, it is seen
that these ncnstituted the second most important category
in Assam, Kerala, llysore and west Bengal, iurther, in
all other States, efgepning Tamil Nadu and the four states
mentioned above, the relative importance of this type of
loans was rather low = particularly in Gujarat, Haryana,
Jarmu and Kashmir, ladhya Pradesh, Punjao and Uttar Pradesi.
In Assam and Kerala, loans for plautation, orchards
and horticulture (mainly under A.C schemes) formed the
most inportant category. - The snare of such loans iu the
total was about twoe-thirds in Kerala and well over one-
third in Assam, Loans for construction of farm houces,
zodowns, cattleesheds,otc., were very low in all states

except Himachal Pradesh.
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On the basis of the analysis of purposewise distribue-
tion of loans from the sample LLBs in various :States, some
broad conclisicns can be drawn. In the {irst place, loans
for irrigation purpcses were overwhelmin:ly iuportant,
This 18 in conformity with tihe guidelines issued by the
DI according to which the LUSs were generally reguired vo
earmark at least 70 per cent of their loan amounts for
identifiable productive purposes including minor irriza-
tion as part of a production oriented cystem of lending as
mentioned earlier. In Assan and Kerala, tie two JStates
where plantations are important and wiere the need for
development of irrigation facilities is less pronounced,
loans for development of plantations considered as '"none-
identifiable productive' by the ..BI have been the most
important.

The importance of loans taken for the purchase of
tractors in “unjab and Haryana is uncerstandable in the
context of the rapid agricultural progress witnessed in
thesa two statzs and the relatively large average sise
of farm holdings in them. It can also be seen that for
banks locsted in the rice=growing tracts of easteran and
southern India, as also in the two Lbates of Western
India, viz., Maharashtra and Gujarat, tracvor loans
have becn much less important compared witl tnose located

in the wheategrowing areas in the north.
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VALUATION OF LAND

The vital issue of valuation of land arises as this forms
the principal source for the loan irrespective of the purpose
for which it is sanctioned, The LDBs follow different
methods in the valuation of land, They are required to
ensure that no loan exceeds 50 per cent of the value of the
hypotheca, For the purpese of valuation, in many vanks,
account 1is taken cf the cost of improvement made, so that
the value of the hypotheca is generally increased by the
asmount of the loan, JFor exanple, if the value of land is
F 5,000 and a loan of Ew3,000 is given for sinkin; a new
well or purchasing an oll engine, the total value of the
hypothaca for the purpose of the loan 1s tnken at ks8,000
and the loan eli;ibility on the basis of thils valuation
is put at Eo4,000, ilowever, some Danks such =8 the Tamil Nadu
LUB, follow the practice of graating a loan upto 75 per cent
of the value of land, when the loan is utilised f{or land
inprovement.

Another nmethiod of valuation 1s Lo use the sales
statiscics of land of comparable soil structure and fertiliiy
in the area, in the raecent past. Ii is cbserved lhat in
actual practice, the sales statistics obtained often
refer to either small pieces of land or such plots of land
as ara strictly not comparable, e.:., sale price of land
without well irrigatvion facilities cannot Le considered
as a reliabls weasure of the prevailing value of land

with 4irrigation facilities. ['urtber, sales statlstics are
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not reliable because very often than not the recorded prices
are kept low for escaping payment of the full stamp duty.,
Thus, sole reliance on such sales statistics would lead to
misleadinz and at times arbitrary conclusion,

Yet another method is the valuation of land as a multiple
of the land revenue payable in respect of land proposed to
be mortgaged. This method, for instance, 1s followed in
Maharashtra State. The multiple of land revenue has been
increased progressively from 100 times to 500 times and
there is a proposal tc raise it further. #resently, in
Maharashtra, in regard to loans for tractors, land is valued
at 500 times the lard revenue nnd 75 per cent of this value
is the ceiling for the sanction of loan to a farmer who
posgsesse a minimum of 8 acres of irrigated land and 20 acres
of unirrigated lamxi, However, land revenue has ceased to
be of any guide because the assessment had been made
several decades ago and does not take into account the
various technological and other changes that have taken place
in recent years. Wherever the land revenue payment is taken
as the basis, the multiple used for valuation had to be
raised fron time to tine.

Again, some of the LD3s resort to the market value as
assessedb by the local people, which at times turns out

to be hypothetical and exaggerated. Whatever method is



followed, the idea appears to be to value land in such a
way that the proposed amount of loan is, by and large,
accommodated, If the valuation is too liberal, the bank
may have to suffer a loss in case it has to proceed
against the mortgagad property which fails to fetch even
the amount of loan outstanding with interest; if the
valuation is too conservative, the borrower may not be
able t0 raise an amount necessary to m®et the outlay on
the proposed improvement or development.

Yet another method of valuation of land, following
the guidelines issued by the LBI in a circular, ACD.LDB.
No. 625 B, 8=72/3 dated 24th October, 1972, is the
adoption of net income concept for valuation., Taking
into account the fact that uncertainties in agriculture
being much greater than in commer and industry, a person
investing in land will expect to be compensated addition-
ally for these uncertaintles, It was suggested that the
valuation of land may be done at eight times the net
post-developmental income from agriculture (i.e. on the
assumption of 12¢ per cent return on the investment ).
Fifty per cent of this valuation may be treated as the

outer limit for a loan with reference to security.
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It is hoped that this basis would facilitate grantinz term
loans even to most of the deserving small farmers,

It may be concluded that it would be appropriate not
to place too much reliance on valuation of the properties
to be mortgaged in granting a term loan. I{ the repayinz
capacity 1s estimated with reference to the incremental
income and is found adequate for the repayment of a loan
within a reasonable period, the loan may be advanced
requiring the borrower to mortgage that much land which
receives benefit from the improvement directly and also
hypothecate the oil engine, electrical motor, tractor,etc.,
in favour of tne bank. Under production-oriented systenm
of lending, the value of security offered should not
determine either the quantum of loan or the period of
loan. These will have to be determined with reference
to the outlay and the repaying capacity. Because of the
rule that the amount of the loan should be within 50 per
cent of the value of hypotheca, the general tendency
is to revise the standards of valuation upwards without
any scientific basis or to oring in the process of valua-

tion subjective considerations which would improve the

valuation.
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FINANCE TC SFALL FAGiZaS

So far the aiscussion, in general, related to the loan-
in; operations of the LLBs to all borrowers, iow let us
discuss the vital subject of financing small farmers who,
asrmentioned earlier, have not been able to take sufficient
advantase of the introd.ction of tne liigh Yielding Varieties
programmes and undertake permanent improvements to their
lands mainly due to their inability to obtain loans from
insuitutional sources.

It may Le recalled that the All India iural Credit
ieview Committee (1969) had recomnended the organization
of S5¥UA and FAL projects as also reorientation of the
loan policies and procedures of LDB8, s0 that small farmers
could avail themselves of the financial assistance provided
by cooperative banks, In order to review tne position, the
GCommittea on Cooperative Land Development Banks consiituted
a study group. The data, as given by the Commaittee on
Gooperative Land Developmant sanks(1975) relatin: to loans
advanced to incividuals during 197172 according to size
of ownershipeholding, incicate that the financial assistance
provided to cultivators having nholaings of less thau 2
hectares accounted for about 21 per cent of the total
loans issued by LDBs, although they constituted 62 per cent

of the total ciltivating, households in the country.*

* More details are available in the gg%ort of the
anks, 1972,

Committee on Cocperative Land Uevelopment
ﬁombay, pp.§15-§1b.
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Table 4.7 provides the information regarding the loans
advanced by CLDBs holding-wise dhwing the years 1969=70 o
1977-78. It may be noticed that during 1969-70 and during
1977-78 loans issued for holdings below 2 hectares
constituted about 25 per ceni and 29 per cent respectively.
Loans for holuings between 2 and 4 hectares declined from
26 per cent during 1969-70 to 16 per cent during 1977-7¢.
It may also be noted that the share of holding group of
4 - 8 hectares, declined considerably from 30 per cent
during 1969-70 to 10 per cent during 1977-78.

liowevar, in regard to the definition of small farmers,
it is important to note the stand of the AiDC which has
been payinz special attention to cater to their needs
since the commenceusnt of its first credit project in 1975.
During 1974=75, for the purpose of the on-goinz IDA Projects
"small farmer! has been defined as one having a poste
development net income of F43,400 with a ceiling of Eiu10,U00
for the cost of investment., Small farmers, as defined in
thie manrer, are elizible for concessionary lending terms,
viz., lower down payment and longer maturity period of
loand, This definition was later modified and mace more
liberal. The term 'suall farmer' was defined to cover any
farmer cultivating land providing a pre-development net
return to family resources to such farmer and his family
not exceeding E.2,000 based on 1972 prices., Tais amount

can be adjusted to take care of any price changes during
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TABLE 4,7

Loans Advanced by Central Land Development Banks = Holdingwise Classification

(Amount in Crores of Rupees)

= Year ending 30 June =

1970 1071 1972 1973 1974 1975 1976 1977 1978
Upto 1 hectare 8,38 11.58 7.70 10.56 6,87 10,15 11,45 19,62 29,21
(9.44) (11,47) (5.91) (5.81) (4.34) (6.62) (5.32) (7.08) (12,3)
1 = 2 hectares 13,60 22,29 19,61 27.62 19,64 26,81 32,12 32,68 37,565
(15,40) (22,08) (15,04) (15.14) (12,43) (14.83) (14,92) (11,75) (15,8)
2 « 4 hectares 22,77 27,83 30,50 43,64 29,67 37.30 44,22 31,24 98,59
(25,79) (27.58) (23,39) (24,0) (18,77) (20,.64) (#0.53) (11,23) (16,2)
4 « 8 hectares 26,59 25,50 20.89 34,53 19,56 23,50 33,30 26,67 24,56
(30.11) (25,27) (19,09) (18,99) (12,38) (13.,00) (15,47) (9.59) (10,3)
Above 3 hectares 17.02 13,72 11.86 20,77 12,02 17.10 26,38 98,28 49,33
(19,27) (13,59) (9.09) (11,.43) (7.61) (9.46) (12,25) (10,17) (20,7 )
(Trealt=u- of loan - - 39.82 44,77 70.32 65,89 67.88 139,59 58,56
not available) (30,54) (24,63) (44,48) (36,45) (31.52) (560,20) (24,62)
Total 88,31 100,91 130,388 181,78 158,08 180,75 215,35 278,08 237,99
(100,0) (100,0) (100,0) (100,0) (100,0) (100.0) (100,0) (100,0) (100,0)
Source ¢ Statistieal Statements relating to the Cooperative Movement in India,

Part I, Credit Socleties, Various Issues, issued by the HReserve Bank of

India, Bombay,



subsequent years by applying the Consumer Price Index Numvers
for Agricultural Labourers for the state in which the land is
situated*, For the purpose of determininz the said net
return to family resources, 'land' shall include all lands
actually cultivated by the farmer whether ownad or otherwise.
The 'net return to family resources has been defined as gross
family income f{rom land less costs actually incurred (includ=
ing cash value of the farmer's own input, including cash
value of the farmer's own input, including seed, fertilizer,
hired human labour, hired bullock labour, feed consumed by
family bullocks, irrigation charges, land revenue, interest
on crop loan and rent on leased land.

The problems faced by small farmers oblaining financial
assistance from LDbs as identiiied by the Study Group of
the Comnittee on GCooperative Land sevelopment Banks (1975)
were as follows 3

(1) Small farmers find it difficult to obtain legal
documents required {or executing mortgage deeds which
results in considerable delay in sanctioning of loans
and, in some cases, even denial of loans,.

(2) Inadequate valuation of security adversely
affects the loan elizibility of small farmers.

(3) Small farmers find it difficult to pay various types

of fees, the amount of down payment, share capital, etc.

% The correspondiin: ilncome was k3,200 in Decemvear, 1979
on the basis of the All India Agricultural Labour
Consumer ’rice Index,



(4) Small farmers need a longer period for repayment
of their loans,

(5) Small farmers need loans for repaydant of old
debts and purchases of ownership rights if they are to
avail themselves of long=term loans for development
purposes,

However, the CLDBs were required to ensure that at
least 20 per cent of their sivances z0 to small farmers.
Till 31st March 1976, the ARDC was providing 100 per cent
refinance to SFUA / FMFAL sponszored schemes, to provide
an incentilve Lo Llho menberebanks to flnance a large
numder of small farmers, With the increasing involvement
of banks {or expaniing flow of ecredit to small fammers,
the Corporation decided that withh effect from 1st April
1976 the extent of refinance available for SFDA/NFAL
schemes may be reduced to 90 per cent for all purposes.

The Draft Sixth Plan Jocument envisages doubling of
the present level of azricultural credit in about three
years, In the li.bt of satisfactory performance in regard
to leans advanced to 50 per cent of tae total credit
advanced to small farmer during 1977-79, corporstion
proposes Lo improve thls coverage to 60 per cent gradually
over the next few years., AilC will be actively involved
in the inmplementation of the Integrated Rural Developuent
Programme in various blocks as part of the strategy

for promoting snall farmer development,
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DISBUASEMENT AND L5 PAYMENT OF

i@ may now discuss how actually loane are disbursed and
the repayment of loan is calculated, A4is regards the dise
bursement of loan, firstiy, the manner of arriving at loan
elizibility on the incremental income (difference between
postedevelopnent net income ant pre-development net incoue)
is done, After calculating the incremental income of a
faruer, the loan eli,ibility is worked out Gaking into
ac:ount the period ol ropayaeut aud vhe rate of inteiest,

/@ mAay <isceuss here the paltern of disbursal of loans,
Qlustratdng wich che pracuice of the Maharashitra Lub,

In the case of new wells, loaus are Jdisbursed in thise
instalments, 1.04, 40 per cenv, 30 por geut aad 3V par cent.
In the case ol cdugwoll improvement loan, the awcunt ic
disbursed in two iustalumenvs of 40 pes cent and 60U per cent.
The second or third instalment, as the case wmway dbe, is to
Lo disbursed alter ascertaining through tie baquiry VUfticer
cr any other officer authorized o issuo work completion
certificnto, that the loan ancunt already disoursea has
been properly utilised. Such authorized officer has to
subnit hils reoport pericdicalliy uantil the complation of the
waeil,

The disbursenent of secoud/third instalwoat need
not wait until the borrower maxes an applicatioa for
the same, If the work done by the borrower reveals that
the earlier instalment is fully utilized by him subject to
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a margin of 10 per cent, than the subsequent instalment
can be released,

The disbursement of loan for the purchase of oil engines
or electric motor shall not be made in cash, but in the form
of a certificate. This certificate is addressed to the
supplier who will receive payment from the Bank directly.
However, the amount required for shelter and foundation
for the above mentioned purpose may be disbursed to the
borrower in cash,

The disbursement of pipeline loans shall be made in two
instalments, The first instalment pertains to tre coat of
pipelines, The second instalment to cover the remaining
items of work shall be disbursed to the borrower by cheque.
After the first instalment is disbursed, the borrower shall
commence the excavation work within eight days and entire
development work shall be completed within a period of
six months,

Before discussing the other aspect, namely, repaying
capacity, we have to consider the gestation period -
time gnap between the sanction of a loan and the commence=-
ment of returns from the project, The gestation period
depends on the type of crops and the purpose for which
loan is sanctioned. Normally, the gestation period allowed
by LDBs 1im the case of well loan 1s two years and the
interest charged 1s 10§ per cent. Banks do not observe

any gestation period in the case of loans for tractors,



pumpsets, dairyin:, ete. In the case of dug=wells, two years
18 the gestation perlod observed and in the case of 111¢
irrigation the period veries between one yYear and five years
depending upon the volume of work and the area to be

covered. For plantations, gestation period varies between

8 years and 9 years; for example, coconut plantation carries
a geatation period of 9 years.

The repayment period of loans for dugwells and dugwell
improvement is 9 years including a gestation period of 2
years for all farmers other than small farmers. For small
farmers this period is upto 15 years includinz a two=-year
gestation period., 'This period of repayment shallb be applic=-
able to the total loan inclusive of the loan component of
oil engine or electr?gjgzmpland for land development.

It 1s observed that for calculating repaying capacity,
offefarm income 1s taken into account by some banks and very
often it is because of this that there is adequate repaying
eapacity, Generally, there is no evidence to prove the
correctness of the figure of the off-farm income. Some=
times adequate repaying capacity is shown by deflating the

family expenditure or even the current farm expendi ture,

9%

Thus off=-farm income and family expenditure are often manipulated

to show adequate repaying capacity and Justify the sanction

of the long=term loan,
The period of the loan should be fixed taking into

account the repaying capacity of the borrower and the useful
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life of the asset created out of the loan. For loans for
machinery and equipment, the maximum period sucgested 18 10
years and for loans for wells and land levelling, reclama=
tion, building, etc,, 15 years as the max{mum period of the
debentures which constitute the principal source of their
funds 1s 15 years although the assets created out of the
loan may be of a semi-permanent nature., But within the
ceilings as indicated above, the actual has to be fixed on
the basis of the borrower's repaying capacity.

The repayment capacity of the farmers may be considered
in terms of the following four factors @

(1) Hepayment capacity should be measured exclusively in
relation to the total current income of the farm family (1)
(2) It should take into account the minimum consurption
needs of the farm family (C)

(3) A desirable margin to take care of improvement in the
level of living, adverse weather, costeprice relation,
increase in liabilities, etc., has to be provided (Ly), and
(4) repayment obligations in respect of pre-existing
11abilities have to be taken into account (Lo).

Now we can define the annual repayment capacity (3)
as the excess of a farmer's total estimated annual current
income (Y) over the sum of expenditure on minimum annual
need-based level of living (L), the margin to take care

of increased consumption, ete, (C), and the repayment due
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on pre-existing 1iabilities (Lp) during the period of re-
payment of the project loan., It may be symbolically

expressed as ¢

R = [g -(C+ L +1Lg l:L

If the estimated 'i' is equal to or greater than
the annual repayment to be made, then the farmer ie

assumed to be in a position to repay the project loan.

OVERDUES OF LAND DEVELOPMENT BANKS

Having discussed the repaying capacity, let us
analyse the overdues position of LDBs and its causes,
The overdues of LDBs which showed significant
increase in the past few years, is a matter of grave
concern, especially because loans are expected to be
given to cultivators primarily for productive purposes,
In fact, the overdues to LDBs in States such as Assam,
West Bengal, Tripura, lajasthan and Himachal Pradesh
are so heavy that their capacity to provide investment
credit has been seriously affected.

From the information on the level of overdues of
ClLDBg and PLDBs between 1950=51 and 1977-78 provided
in Table 4.8, it may be seen that the overdues of CLDBs



TABLE 4.8

Overdues Position of Central Land Development Banks
and Primary Land Develgpment Banks

(imount in Orores of Rupees)

As on Central Land Primary Land
30 June Development Banks Development Banks
1951 0.01 0.08
1956 1.15 0.24
1901 1.22 0.64
1962 1.57 0.90
1963 1.75 1.23
1964 1.92 2.18
1965 1.75 2.40
1966 3.06 bob2
1967 4.53 5.74
1968 2.27 5.93
1969 3.81 7.06
1970 5.41 9.80
1971 11.006 17.47
1972 12.54 17.60
1973 40.71 17.52
1974 L1.71 19.73
1975 54.96 24.76
1976 63.72 30.59
1977 93.91 51.68
1978 127.39 61.86
Source : Statistical Statements relating to the Cooperative

Movement in Indias, Part I, Credit Socletles, Various

Issues, issued by the Reserve Bank of Indis,Bombay.
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increased from iie. 1 lakh as on 3U June 1951 to iis. 127
crores at the end of June 1978, witha aa average annual
compound grdwth rate of nearly 40 per cent. In the case
of PLDBs also the overdues showed a risin; trend in many
otates; the agiregate amount of overdues increased from
ks. 64 lakh on 30 June 1961 to nearly Ks, 62 crores as
on June 197¢ with an annual compound growth rate of 29
per cent,

Table 4.9 provices iuformation on the percentage of
overdues to demaund oI CLLBs in various states Letween
1969=70 and 1977=-78. The percentage which was 23 as on
30 June 1970 shot up to 39 as on 30 June 1978. A cou-
pariscn of the position in regard to overducs as percent=-
aze to deuand between 30 Juie 1971 and 30 June 197¢
indicate that there was an increase im Lhe¢ percentage in
alncst 2ll states except Assan, Kerala, Punjab and
Pondicherry. Among the other states, the Jrowth was
high in Tamil Nadu, Gujarat, laharashuira, Orissa anc
Tripura.

The percentage of overdues t¢ demand in tae case of
PLUBe which was nearly 32 as cn 30 Juue 1970, increased
to 43 as on 30 June 1976 (Table 4.10), Further, there
was a decline in the percentasge in the case of limachal

Pradesi, Karnataka, Kerala and est dengal.



Proportion of Overdues to Demand of Central Land Development Banks - Statewise

TABLE 4.9

Sr. - Qverdues as Percentase to Demand as on 30 June -
no. State
1971 1972 1973 1974 1975 1976 1977 1978

1. Andhra Pradesh 1.5 7.6 19.5 4.3 12.3 12.1 13.0 25 .1
2. Assam 57.5 63.0 68.4 62.3 Th b 4L8.3 45.1 35.0
3. Bihar 31.6 39.0 42.1 b1.6 k1.6  b1.7  64.6 67.2
L. Gujarat 5.3 25 .4 61.2 47.5 74.2 57.9 63.5 68.8
5. WHaryana Nil Nil Nil Nil Nil Nil Nil Nil
6. Himachal Pradesh L8.b 69.2 83.6 56.1 58.4 51.4 63.3 57.2
7. Jammu & Kashmir 18.1 29,7 30.6 35.8 36.3 L5.9 39.4 29.1
8. Karnataka 35.9 27.6 32.8 22,7 30.3 37.9 50.6 L8.1
9. Kerala b3.3 26.7 36.5 39.2 35.7 20.9 16.3 10.6
10. Madhya Pradesh 42.2 37.3 28.1 39.5 32.3 30.7 4L8.8 52.1
11. Maharashtra 49.0 32.1 84 .8 bl .5 56.2 62.1 62.6 58.1
12. Orissa 12.7 23.9 LL.3 50.8 58.5 58.5 67.3 40.1
13. Punjsb Vil nNil 3.7 7.2 1.9 3.7 11.2 3.7
14. Rajasthan 15.1 32.2 48.0 50.0  47.4 23.7 83.0 40.0
15. Tamil Nadu 2.8 2.2 5.7 5e1 12.9 23.2 [N 76.1
16. Uttar Pradesh 18.2 12.7 25.3 21.0 23.9 23.9 24.2 26.3
17. West Bengal 32.7 33.0 41.3 2.9 2%.9 0.9 0.5  10.7
18. Pondicherry 24.0 L1.3 45.9 L0 .0 52.3 50.7 57.5 6.2
19. Tripurs 57.8 65.1 81.0 72.9 79.8 76.9 29.5 84 .1

All India 26.1 19.2 b5 4 35.6 39.6 35.3 b1.3 38.9

Source : Statistical Statements relatinz to the Cooperative Movement in India,

Part I, Credit Soclieties, Various Issues, issued by the Reserve Bank

of India, Bombay.

o1



Zroportion of Overdues %0 Veouand of rizary Lancd vevelooncat Hanks
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Uverdues ag fercentase Lo Uemand
as on 3U June

State 197 1972 1973 1974 1575 1975 1977 1376
1. Aindhra Pradesh 12.8 11.7 27.7 2343 23.0 28.6 32.0 28.7
2, Assom 67.8 70.2 72.0 72.0 72.0 67.7 62.3 57.6
3. Gujarat 000 63.1 66.2 %.9 72.0 72.0 E5.9 91.3
L. Haryzna Nil 0.2 C.3 0.6 2ely G5 bel 0.l
5. Himachal Pradesh 2iely L3.3 2445 31.9 12.6 33.1 22.6 3.9
6. Karnatnaka L7.8 43.0 46.6 393 h2e1 by U 549 Shely
7. HKerala 37.1 32.8 L2.3 L5.8 32.U 32.V 29.8 22.4
8, Madhya ?radesh 38.3 LE .8 45,8 50.1 50.3 42.3 bHde2 52.3
9. Masharashtra 53.5 39.2 - - - - - -
10, Orissa 46.1 5542 Shets She2 62.6 32,5  53.4 32.2
11. Punjadb 3.6 2.6 10.7 11.5 14.0 12,6 21.7 16.4
12, lisjasthan 36.0 L7.7 534 L8.7 40,0 28.9 37.6 L3
13. Tenil Hadu 17.5 18.8 21.3 20.0 40,7 N 49eb 77.2
14. Uttar ’radesh | 100.0 1000  100,0  100.0 100.0 100.0  10..0  100,0
15, “est Bengal 55.7 63.3 57.2 53.8 31.3 2l 3 2545 30.3
211 Tndia 31.7 26.8 27.3 NN 42.5 36.7 42.5 L1.1

S in India
Source 3 S Statement relating to the Cooperative Movement .
= T ious Issues, lssued by the Reserve

Part-1, Credit Socletles, Var
Bank of India, Bombay.
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A field study conducted on beialf of the Comuittee
on Cooperative Land Development Banks, 1975, reveals
that the problem of overdues in LDBs is comion to all
states, It was found that the overdues were high even
in the case of States where the banks were undertakin:
intensive loaning operations under A.Cerefinanced
schemes; for cxample, States like Andhra Pradesh and
Punjab which adopt detailed appraisal of loan proposals
and undertake better supervision over the use of invest-
ment credit by the beneficiaries., Wwhile overdues are
found to be low in the case of some banks in backward
and scarcity areas (e.z. Chandragiri in A.?.), they
are neavy in the case of banks which operate in an
economically developed area (ce.iei’atiala in Punjab).

The other reasons for the increase in the overdues were
natural calamities like floods or droughts, wilful
defaults on the part of the borrowers, misutilization
of loans or investments proviug infructuous, unsound
lendings and laxicy 1in supervision,

A hizh level of overdues in a CLud not only erodes
its own funde, but also affects its credite-wortiiness
with institutional investors which lend support Lo tho
debentures floated by the bank., Besides, a continuous
rise in overdues over a pericd of years will compel
the bank to make gocd, from its own funds, any shortfall

in the sinkins fund commitment., JSuch a sivuation is
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already being faced by banks of at least four States, Assam,
Himachal Pradesh, Tripura and West Bengal, Thus, heavy
overdues in CLDBs not only lock up their owned funds, but
also Jeopardise their financial position seriously thereby
erippling their ability to provide long-term credit for
agricul tural development,

In the case of primary banks, a high level of overdues
is considered particularly serious because they do not
have adequate owned funds to absorb heavy overdues, It
further affects adversely not only the loaning programmes
undertaken by CLDBSs but the latter's profiteearning capacity
as well (because of substantial reduction in interest income.).
Causes of Overdues

The causes of overdues identified by the field study
conducted by the Committee on Cooperative Land Development
Banks (1975) relating to defaulting cultivators who had
taken loans from 26 primary banks are listed in Table 4,11,
It 1s seen that of 1291 defaulting cultivators, 446 cultiva-
tors (or 35 per cent of the total) gave crop fallure, as
the cause for default in repayment of loans, However,
this cause accounted for 19 per cent of the total amount
defaulted., Next in importance was wilful default, account-
ing for 20 per cent of the total number, On the other hand
this reason was responsible for 30 per cent of the total
amount defaulted by far the most important reason for default

classified by amount., As regards, misutilization of loans



Reasons for Default Mentioned by Cultivators in Andhra Pradesh, Madhya Pradesh,

TABLE 4.11

Punjab and Rajasthan

( Amount in thousands of rupees)

Defaulting cultivators

Amount involved in default

Andhra Madhya  “unjab HKajas- Total Andhra Madaya Punjab najas  lotal
Pradesh Pradesy than Pradesh Pradesh than
1. Crop-failure due to
drought and other
natural calamities 370 36 24 16 L6 285 24 L, 25 378
(34,53) (192.15)
2, Infructuous
investment 31 12 1 2L 68 22 9 1 50 82
(5.27) (4,1R)
3. ¥Wilful default 76 69 L8 59 252 77 86 187 236 586
(19.52
4. Misutilization of ) (78,70)
loans T4 38 36 40 188 65 31 97 &89 282
(141,46) (24,29)
5. Laxity in supervision 10 5 - 8 23 5 2 - 23 30
(1.78) (1, 52)
6. Stiff terms of lending 3 IN 2 - 9 - 2 N 1 g
(0,79) (0,36)
7. Unsound lending in past 6 - - - 6 7 - - - 7
(0.47) (0,.,38)
8. Miscellaneous 61 13 216 9 299 52 16 497 36 601
.......... RS €< T 15 N € o I -)
631 177 327 156 1291=% 513 170 830 460 1973
(100.0) (100,0)

*Includes 12 cases of default due to more than one reason.

Source : Heport of the Committee on Cooperative Land Development Banks,

iteserve Bank of India, 1975, Bombay, p.243.

LOT
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as a cause for default, it was of equal importance (14 per
cent of the total) i{n regard to both the number of default-
ers and the amount defaulted., Miscellaneous reasons
accounted for 23 per cent of the totsl defaulters and 30
per cent of the total amoupt defaulted,

P.V.Prabhu6 expressed similar views with regard to
factors reaponsible for growinz volume of overdues which include
natural calamities like drouzhts and floods, increasing cost of
investment and purchased inputs, price fluctuation in agri-
cul tural produce, social and economic conditifons of farmers,
political interference, unhelpful attitude of state government,
misutilisation or under-utilisation of loans, lack of adminis-
trative efforts on the part of banks management, wilful
defaults, etc, It is apparent that while the banks have to
gear their supervision maclinery and make concerted efforts
for recovery including taking coercive measures agninst wilful
defaul ters such eftorts have to be matched by invoking active
support and assistance of the state governments,

DIVEGSION OF LOANS

The LDBs impact on the farm economy has been far
below expectationa.7 This has happendd mainly because
LDB: advances have not been entirely used for the

stipulated purposes but have been diverted, The term

6 Prabhu, #.V., "Cooperative Credit for Agriculture -
Role of Land Development Banks", op.cit., pp.144-154,
7. Bhat, M.L., "Diversion of Long-term Agricultural
Finance "(A Study of Past Trends and Future Strategy),
Economic and Political Weekly, 1971, 9 Oct., p.2151-2158,
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'diversion' connotes the use of funus (in part or full) for
purposes (desirable or undesirable) other than for which
the loan was originally sanctioned, This is actually the
difference between the total amount borrowsd from vhe Bank
and the total amount utilised for the approved agricultural
purposes., The diversion of long=term loans were observed
Lo be of three types :

(a) when LD deducts a certain amount (between 5.
and 155) out of the sanctioned loan by way of share
capital, compulsory purchase of rural debentures,utc.;

(b) when it takes place in lieu of intended purpose
(on investment); and

(c) when loans made availadle are in excess of or
short of actual requirements.

A reference may be made here to a study of ii,Leudhat
in regard to diversion of lon;eterm agricultural finance
in 10 selected districts of five states.

The author is of the opinion that even in the same
state, there was conslderable diversity in priorities
accorded to the different loan purposes in the selected
districts. For instance, 51, of funds were given for
land improvement in Bilaspur district (ii7), whereas
sinkinz and repairing; of wells and redemption of debt

received highest priority in latlam cistrict of the same

State.
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Of the Statos studied, the diversion of funds was
hizhest in Madhya Pradesh, and 37 per cent of the total
amount of loan obtained by selected borrowers was
diverted. The proporticn was much hisgher (41+) in Bilaspur
district of the same State. The corresponding percentazes
in Assan and Orissa were 21 and 23 respectively., Diversion
of funds was the lowest (94) 4in Andhra Pradesh.

There were generally four important factors to which
such diversions may be attributable.

(1) Absence of efrfective supervision;
{(ii) Inavility of LUBs to make reliable estimates
of the cost of a project which gave scope
for lending more or less than what was required;
(1ii) iestrictive lending policies which led to
granting loans without fully takin: into account
the cost andj;

(iv) the delay in disbursement ¢f loans,.

The long=term leen for purposes other than pumpsets
and machinery, is riven in two instalments, The last
instalment of tie loan is advanced on the basic of a
certificate from village officinls. It is allezged that
of ficinls issuve prescrived certificates inuiscriminately,
quite often without ascertainin: the facts, because,

hey cannot risk unpopularity amon:; the villagers.
Again, it is pointed out thet moct of the Lods (e.u.

Anchra Pradesh, Orissa and Madhya Pradesh) advance loans
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for levelliny of land, raising of seed beds, bunuing and
drains, without any examination., Similarly, loans were
aivanced for !protectlion of land from floods' (e.;. Assam)
to individual borrowers. It is not clear how an individual
borrower can construct flood protection bunds without
poolin: with farmers in the neighbourhood. HMoreover, loans
for sinking of wells have been auvanced in areas where
well irrigzation is eicher impracticable (for instance,
hilly areas of Cujarat) or unsuitable (for exampls,
Madhya Pradesii).

Thus LUUs will have to take various corrective measures
both on orgsnizational as well as at procedural levels
o improve thelir operations andi to pul a stop to the

prevalent misatilization,
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CHAPTEL ¥
PHODLENS OF LAND DEVELOZMauT BANKS

This chapter ideintifies and exauines some of the main
proulens of personnel management, co-ordination arranzemeint
of the LbBs oun tue one hand and various departments of the
state governments and instisutions like the .31, the A.C,
etc,, ONn tine other.

2itGiBL 315 CF AN AGoR LT

A review of the staff position in LUBs indicates that
in terus of functions, conditions of service, methods of
recruitment, training,etc,, there is considerable hetero-
zeneivy amcns the various states. "In fact it will notv oe
an exazzeration tu say that at present land development
banks have hardly any definite policy regarding staff
including that at tiie higher levels. ror instance, tucre
were only two out of 19 llbs which had thelir own chief

axecutive officera."‘

In brief, L.Bs are leanin; neavily for their staffl
requirements such as managers, secretaries, auditors, anc

cuief execucive ofricers con the state governments,

1 qeserve dank ol India, iwport of the Lcmniitee on
Jocperative Land Jevelopment Lanka, Soroay, 1975, Pe272.
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particularly on the staff belon;in: to tie Cooperative
fiepartment,

As regarcs the midcdle manageme:nt personncl required
At rezional levels for executive, operational and super=
visory purposes, the LiBs, by and large, nave their cwn
staff. At the field level i,e, at the district/sub-
division/tehsil/block level, the staff entrusted with
the task of promotional work, scrutiny of loan applications,
digbursement c¢f loans, verification aznd recovery of loans,
has been direetly recraited by the banks, However, for
the ctaff reguired vo perform functions such as pudblic
inouiries and recoveries, the LuBs continue to hoavily
denend either on the ilevenus Lepartment or on the
Cocperative Department, There acrc a few states such as
Assan, Bihar, Jamnu and Kashmir, Tripura and Jest Bengal,
where the L.'Us depend on the Gooperative Lepartment even
for the services of clerks and ty»ists,

The need for improvinz the cuality and cuantity of
the staff in Lubs has bean rishtly euphasiged . For
example, the All Incia nural Credit aeview comittee(1969)
pointed out that apart from takin, various steps to
secure the services of' competent staff, there was nesd
for osroper treainin: in order to enable these banks to
undertake in a systematic manner, various functlons sucn
as appraisal of lcan applicaticns both from the financial

and tecinical standpoints, follow=up action such as
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supervision over use of loans, recovery of loans,etc. It

was 2lso suzzested that LDBs mizht introtuce a management

-

cadre in ’LibBs,

‘eference may be made here to some of the develop=-
ments in the recent years., Frirstly, the introduction of
the production-oricnted leaddn; system requires Lous to
improve considerably their operations such as appraisal
of lcan proposals from the technical and financial aspects,
workinz out econcmics of the projects to decide about their
bein bankable or otherwise, fixias repayment periocd of
loans on a scientific basis,otc.

Seconily, while sanctionin; agricultural credit
p:ojects in soveral of the States, the IUA has referred
to the urgency as also the need for Luls o hiave competonut
staff with a view tc enabling them to undertake effective
particination in project financing,.

Thirdly, in recent years, LLUs have been experienciin;
a decline in their loaning operations in some areas mainly
as a result of their emphasis on financial assistance for
minor irrigation works such as sinking of wells, installa-
tion of tubo-wells,etc., which depend on the avallavility
of ground water resources., In the 1li:ut of tac avbove
developents, Lids suculd reorient suitavly thedir policies
regarding recruitment and training of various catejories
of staff. In this cont:xt, the .II and the A.u nave

recommended wo LobBs iu 1973 a scheue of manageuent traineos



the esseatial features of which wore :

(1) Each bank should have a team of officers who
will be able to assist the managinz director or the
general manager and will eventually be able to take up
senior level executive positions in the bonk, inclu:iag
that of the chief executive,

(i1) To start with, the bauk may recruit 2 to 4
management trainees, etc,
Presently, the trainin; for the personnel of Luus
are available at :
(a) the ieserve Bank College of Azricultural
Danking, ‘oona ;

(b) Cooperative Training tentres run under the
auspices of the Committee for CJooperative
Training, where special courses in land develop=-
ment banking are conducted; and

(c) internal staff training schemes organised by

some of the CLUJs as in laharashtra.

It may be pointed out that the Ccommivvee fer
Cocoperative Training wmay consider conuucting a variety
of functicnally oriented courses at thelr training
centres run by tihie Stave Cooperavive Unions. The subject
matter and contents of the functionaliyeoriented
courses, recomuended above for persouncl at different

levels, are listed below :
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(1) special course for accountants of the primary
banks;
(11) specinl course in loan appraisal for field
personnel like supervisors;

(111) familiarisation course in technical matters
like study of contour maps, ground water
development, stucdy of revenue records, study
of aspects like extending eleuctric connections
in rural areas,stc., and

(iv) familiarisation course for racovery of dues
including,
(a) coercive measures,
(bi collection at procuremeit centres, whera
monopoly procurement is introduced, anu
(c) efforts at linking credit with marketing,
fiole of Technical Cells
The need for technicsal cells in LiLbs arcse with
the emphasls on procuction=oriented lending, and sspecially
after the establishment of the A.C, The scheme for
technical personnel in LUBs aims at providins a nucleus
of technical competence in the banks to help the officers
of banks in dealing witn schemes, bringzing about liasion
witn the technical departments of the State gZovernment
including the state groundwater directorate anc boedies
such as the state electricity boards and guidaing the

field staff of the primary banks on technical aspects of
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the terms and conditions of the loans and compliance thereof,
Uepending upon the size and scope of developmental schemes
financed, the bigger PLIBs may also have cne or two tache
nical officers for field work,
CCORITINATICON

Co=ordination between the LUBs and state cooperatvive
banks, cormercial banks and governuent departments is
required at the State, disurict and block levels tor ihne
proper formulation of schenesgs and taeir successful inple-
mentation, Arrangements f{or coordinaticn at the State
level and, in some cases, at the district level as well
have been made in almost all States. The Agricultural
Producticen Commissioner or vevelopment Commissioner of tae
State is usually the Chairman of the ccordination coumittee
at the state level which includes senlor officers of the
variocus departments and agencies, like Agricultural
Department, Coe-operative Uepartment, Irrigation Jepartment,
Svate fHlectricity Board, etc, 7The Cooriination Committees
at the State and aistrict levels should imclude a senior
officer of the CLLUB,
QL2 CF THa asbiacd BAHK COF INDIA

The role of the .iI, in sc far as the long term
cooperative credit structure is concerned, is broadly
divided into : (i) financing funcvions, and (ii) promotional,
advisory and cooniinating functlons. As regarus financin

functions in relation to longeterm credit, 1t subscribes
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to the ordinary and rural debentures floated by the LuBs
and provides loan from its Long Teru Cperating Fund to

the State ;overaments for making contribution to the

share capital of the CLuis and PLLUBS, Under the promo=
tional, advisory and coordinaving functions come varicus
activities such as periodical inspection of banks, visits
tc banks by its officers,etc. Another area in which the
wisI 18 assisting the LuBs is the training facilities
provided for their officials at the College of Agricultural
danking at Poona,

The Committee on Cooperative Land Ueveloupment Banks
(1975) stressed the need for the .3I's role and in this
regard the following recommendations were made @

(a) The :BI may r:ake available to tne liational
Cooperative Land Uevelopmont Banks Federation, a panel
of names of oificers suitable for being appointud as
chief executive officers in the CLuwvs.

(b) The bank may introduce a detailed scheme for
rezular inspection of at least the bigger rLius. This
is essential in view of the large amounts provided by
the primary banks for investment in agriculture and also
~ith a view to improving the operational efficliency of
the banksj;

(¢c) The Benk may expand the facilities for tralaing
in land developmenut bankini; at the College of Acricultural

banking, oonaj
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(d) The Bank may conduct rezular inspections of
CLUBs at least once in 18 months instead of much longer

intarvsals as at present.

HDLc—D G:‘ “1 ALI LI' ULT\L\.M‘ iu.a.l Ih ‘N(.lfd

The AnDC has played a valuable and picneerinz role
in the introduction of scientific methods for appraisal
of loans by CLubs in formulatin: viable schemes and in
increasing the longe=term resources for investment in
agriculture, However, thore is need for the A.JC to
take more active interest in the actual working of tue
LUBs and in improving their msthods of working. rior
this purpcse, the A.LC may nelp each CLuBE in preparlng
a staff development plan, including tvecunnlical staff,
and the most appropriate staff set up, ‘The A..C can
also help the banks actively in identifying new areas of
investment t0 enable them to maintain the momentum in
their loaninz operations,

The A..Cs relationship witn tne LLUs can ve further
strengthened by providing oricntation traiuning facilities
to the management trainees or senior executives of the
LUBs,.

CLd or LPJ LA_IC'XL;,LLj:,nLTJ

The Federation is doins cormendable work in matters
such as ensurinz cocrdination between the banks and the

Government of India, the .BI, the A.iul, the LIu and the
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BI and other commerci~l banks in regard to su port to the
debentures flecated by the member banks. The Federsaticn
siiould have a livicion of Studies and iesaarch headed LYy
a senior officer who will be helped by othur officers and
supportin; staff. The Jivision should undertake detailed
studies of the variocus aspects of the working of LJus
especially in the cooperatively weak States and make
detailed sugzestiouns for lmproving their operaticnal
efliciecnucy inclu.ing simplification of procedures - a
sphere in which very little study has been dons by any
asency.

LEGICLACION

—

In the initial stages of development, when the
first few Lids were organisad at selected places in the
erstwhile Madras Presidaency (1925«27), thoy were registered
like any other asricultural creditv society without any
spacial privileges or rizhts. Followins- tie recommendations
of the Townsend Gommittee on Cooperation in Madras (1927),
separate legislation in favour of' Liiis was enacted in 1934
in the forn of the Madras Land iiortgage Banks Act. In
later years, other states either followed the praciice of
the ifadras State i.c. enacted a separate legislaition or
provided a separate cuapter In the Cooperative Sccleties
Act in rezard to tie workin; of these benks. OUut of the
7 CLUBs actively f{functionin; in 1954, 3 Ctates viz,,

Andhra Pradesh, !Madhya Pradesh and ladras had separate
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Land Mortgaze Banks Acts, while in two other Ltates,viz,,
Mysore and ‘‘est Bengal, the Cooperative Societies Act
contained separate chapters in regard to the working of
these banks,

The All India iural Credit Survey Cummittee (1954)
favoured separate legislation for LDBs on the liues of
the Madras Act of 1934. However, the Committee on
Cooperative Law (1957) which reviewed the position in this
behalf expressed the view that there was no particular
advantage in enactin: a separate Act on the subject and that
the special facilities required by these banks could as
well be provided for in a separate chapter in the
Cooperative Societies Act. At present there is separate
legislation relatiny to Lids in eight States viz., Assan,
Haryana, Himachal Pradesh, Kerala, Madhya fradesh,
unjab, Tamil Nadu and Uttar Pradesh. In the remaining
States, the Cooperative Societies Act contains necessary
provisions regarding these banks.

In some States, the Cooperative Socleties Act also
contains a provision in regard to the recovery of overdue
smount as arrears of land revenue; for instance, sections
101 and 102 of Andhra Pradesi Cooperatives Actu,1964.

The preseat legal framework appears to be adequate to
enable the ?LUBSs to effect recoveries from defaulting
cultivators, The difficulty, however, arises either

because the primary danks do not take prompt staps for
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initiatingz legal action against defaulting; cultivators or
the procedure prescribed for vthe purpose under the .ules
or by the Cooperative Uepartment is time consuming. f{he
lacuna in the legal framework may be pointed here, In the
Cooperative Bocieties Act or Land Development Banks Act
in some States such as Punjab and Madhya Pradesh, certain
deficiencies have been found which are either coming in
the way of prompt actiocn being taken by the banks or
creating certain impediments in the way of legal action
to be taken against defaultingz cultivators; for instance,
Section 12 of the Punjab Cooporative Land lMortgage Danks
Act, 1957, and Section 18(2) of the kadhya Pradesh
Cooperative Land Development Bank Act, 1966. In Delni,
the Cooperative Societies Act, 1972, does not contain any
provision for distraint and sale of produce of the
mortzaged property.

?ha Committee on the Cooperative Land Uevelopment
danks (1975) suggzested the followlinyg coercive neasures to

be taken by the L. Bs against defaulting members 1@

(1) The State Governments may make provisions for :
(a) recovery of ovordues from dorrowers as
arrears of land revcnue oy issue of a

certificate by the udegdstrar of Cooperative

Societies; and
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(b) empowerin:; the board of the CL.5 and
Trustee to resort to uistraint and sale
of the crop on the mortgaged propercy
in case the management of tue primary
bank is indifferent,

(1ii) The state government may make provisions

in the legal framevork for the Trustee
(tegistrar) iesuing a certificate on his
own metion for recovery of overdue loans
of LJBg as arrears of land revenus.

(11i) Provision may ve made in the legal frame-
work for disqualification of the board of
directors of a ’LDD, if overdues in the
bank are over 60 per cent and persist for
a pericd of two years,

The above provisicns are important particularly
in view of the rising trend in overdues of LO3s as seen
in Chapter IV,

It may further be pointed out that in many otates
in which land reforns leglslation has been enacted, one
of the obLjects was to fix a ceiling on individual land
holding. This has created, in some instances, a sense
of uncertainty in the nminds of the borrowers from the
LDise In a few States such as Jammu and Kashunir,
Himachal Pradesh, Orlssa and ijest Beng~l, the land refomm

lecislation does not provide for transfer of liabilicy
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on account of the loan from the LiuBs to the person who
acouirss the surplus land consequent upon the enforcenent
of land ceilinzs. This may affect the interests of the
banks in case there is default by borrowers,

Further, provision may be made for delegation of
the power of the ofiicinls of the Hevenue and Cocoperative
Jaepartment tc the oficials of the LD3s for effecting

distraint and sale of the crop of the mortgaged property.



CHAPTLR V

CONCLUDING nidALKS

In the preceding chapters of the study, various aspects
of functioning and progress of the LDBs in our country are
examined, In this chapter, a brief resume of the main find=
ings of the study is presented and suggestions are made in
regard to the efficient funcvioning of LiBs.

Longz=Term Agricultural Finance by the Cooperative Land
Jevelopment DBanks wiidch helps capital formation in agri-
culture by providin: the required investment finance, is
very essential from the view point of raising agricultural
production and thus promoting the country's economic
development.

Sfficient functioning of LUvs is related to its struce
ture and organization, At present thou:h both unitary and
federal structures coeexist, there is a pronounced tendency
towards adoption of the federal structure. Irrespective of
the structure followed a proper f{low of fundus between CLuis
and primary branches must be maintained to ensure suootn
business operations.

The loaning operations of CLuus and /LiLbs slowed
down dusing the 1971=78 period compared to the earlier

decade, One of the main facto:s for this situation is
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the growth of overdues which in their tura depend upon several
factors such as natural calamities, lack of proper and
efficient management of funds, lacunae in the present legal
framework and poor administration. It is essential to tone

up the efficiency in the workinz of CLUBs and PLDﬁs‘ﬁart-
icularly the recovery performance which may help mitigate

the problen of overdues. It may be emphasized here that

the greater role has to be played by the primary bauks as
these are agenclies which are in direct contact with the
customers in rezard to implementation of the policies.

The heavy overdues have led to considerable reduction
in the working capital of both CLUBs and SLuBs and curtaile-
ment of their lending operations. The secular rise in over-
dues of PLUBs has also adversely affected their ability to
borrow from CLD3s, In turn, CLUDS'" power to raise financial
resources throuzh issue of debentures is affected due to
shortage of securities required as backing.

Attempts should be made to increase the working
capital of tie LDBS by approaching the kBI, State Governments,
the AiDC, etc., for more funds. It may be pointed out that
in this regard rural debentures and fixed deposits programnes
of CLUBs should be made attractive for securin; more funds
through mobilisation of rural savings.

The problem of overdues may also transfer the viabilluy

of branches. In the sixties and since the inception or
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A.C, viabllity of branches was rightly hi hlihted to cope
up with the increasing gquantum of loan business and to
undertake more diversified functions in future for mudernize
ing agriculture. It is important to note that at the end
of June 1978, LDbs' share from the AulC declined while the
share of commercial banks improved considerably, This is
evident that the LDBs' lack of efficiency was mainly due
to its present lending procedures. It is hi_h time that
LDOBs should diversify their lending operations by providing
loans for activities such as , poultry farming and dairying .
Diversion of leans by farmers, which appears to be a
common practice may aggravate the proolem of overdues and
alsc hinder an estimated progsress. The scope {or diversion
arises becsuse of improper appraisal of land, untimely lend=
ins, laxity in supervision,etc., Hence, it is necessary
to zive importance for valuation of land and in this regard
we can 0 in for an 'Indian Instictute cf Land Valuation'
in line with Appraisal Institute of Canada or the American
Institute for Heal Lstate Appraisers. the LuBs may augment
thelr supervisory staff wherever the existing staff is
found inadecuate for processin; of the loan cases and
supervision of credit as alsc improve the guality ol staff
by arrangin: for their training,.
The LLBs may consider amendin’ the byelaws to abolish
the requirement of a certificate from the village / local

officials as a procf of uvilizaticn of loans since generally
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such certificates are proved to be false,

To conclude : LDBs could make a sisnificant increase
in their operations within a short span of three decades
for which they deserve credit., However, much remains to be
done in the years to come in terms of the quality of

performance,
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