7.1 Need and Classification of Agricultural Fingmes ' i

~d Sowrces of Agricultural Finance
(A) Non-Institutional a
(B) Institutional

7.3 National Bank For Agriculture and
Development (NABARD)

74 Limitations of Institutional Finance
Suggestions
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Finance is required to mobilise the inputs required to care
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production of goods and services. Agriculture is no excepti
this. Poverty prevents majority of the farmers from modemss
the method of cultivation. Availability of finance easily and
favourable terms, therefore, is essential. o

=

In the post independent period the situation has been
Yet the traditional or non-institutional sources continue though
the reduced importance as suppliers of agricultural credit.
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and Rural Development
al Rural Banks (RRBs) and

us schemes provide major

1 }1I*L\Hli'nt, th!l]ndl Bank f[)r A }ri['
ulture
\BARD), Commercia| h.ml\-«hk | ture
. Yy {‘j_‘:ujn
.lepL!rﬂtl‘bo Bdnkh thr{}“gh lhl‘

3 ' il' Varo
v of the agricultural credit

FD FOR FINANCE

nance or money capital is one
cvcultural development. As diser
a1 Imers from njnpnwing t‘ll'li\’lllinn_ 'l1w tlllfmlily and qu Wity ¢ f
o inputs applied depend on the financial strength of lhlr }furf;a';
q~utticient Income and inahility to obtain finance on r(?a‘-.{lﬂdblt;
s result ina state of indebtedness and vicious circle of pnvi'rty"

cailability of enough finance from the right sources and ai thé
~httime would give them the required big push to come out of
he vicious circle of poverty that a large number of farmers suffer

of the important factors in
ssed earlier poverty prevents

LASSIFICATION OF AGRICULTURAL FINANCE

Short term finance is required for consumption and to carry out
arming and other activities. The former includes providing
velihood specially during the off season and social and religious
eremonies. Purchase of seeds, fertilizers, fodder and some simple
equipment comprise the second category.

0 meet these expenses, the loans required are short-term, that is, a
eriod of upto 15 months. Such loans are required to provide for
he working capital and usually repaid after the harvest.

Medium-term finance is needed for purchasing cattle, equipment

' any other requirements for improving cultivation or income
arning activities. Such loans are for a period of 15 months to 5
years.

Long-term finance is required for effecting major changes. They
Include buying additional land, addition to the capital Htm‘l\_aufh
as irrigati({nal facilities, purchasing costly tugru'ultuml machinery
|hﬂ\ing long life span or paying oft old debts. To meet these
requirements farmers are required to borrow loans for a pertod ot

Mmore than 5 years.
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Smu
Productive and Unproductive : Agricultural credit can ajg,

classified as productive and unproductive. The former i for ~
purchase of different types of inputs which improve the od%‘ll
and the total production. Credit spent in social cermm.Pr

festivals, marriage, birth and death ceremonies thoy m&"
unproductive expenditure and adds to the debt burg y

farmers who are already poor. However, under inclusive ﬂ"hn
credit is required to extended even for such unproductive

Agricultural credit can be secured from various sources which
be broadly classified into (1) Non-Institutional and (2) IM

A. NON-INSTITUTIONAL CREDIT

At the beginning of the planmng period, non-institutional
plaved a prominent role in supplying rural credit. In 1951 '92.
cent of rural agricultural credit was provided by non-institutic
sources. Money lenders figured prominently by
percent of the credit. They still constitute the major smm:ed“
institutional credit. The second important role was of relatives and
friends, leaving the third place to traders, the landlords m
last, extending only 3.3 percent of the credit.

At present the share of non-institutional finance is reduced " .-
20 per cent. Small and marginal farmers however dm .
upto 40 percent of their credit. After the natlonahsam,# |
commercial banks, subsequently with the lead bank s '
the establishment of National Bank of Agﬂcuhm ﬁld
Development (NABARD), with more new and innovative scheme
the non-institutional credit has decreased slgnlﬂcanﬂy ”J

(a) Meﬂt of Non-Institutional Credit

(i) Ihr-ybobhinloanasthelendm
toeachother A
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, Simple Pmcednrnarefdlowld
it is only on oral BUarantee.
comparatively large, a written

(iv) No Restriction is imposed on the
tor pl’ﬂd uctive as WQ" das no“'Pdeuctlvg
purposes.

) Consumption loans are also available from
others. Money required for

celebrations and even for death Ceremnhs is available without

much delay. For these purposes it is not possible to obtain loans
from the institutional sources.

(b) Demerits

i) Exorbitant rate of interest is charged by money lenders and
others making it impossible for the farmers to redeem the loans.

11) Indebtedness is the main problem arising out of rural credit.
The burden goes on accumulating and in certain cases it leads

to perpetual burden.

(1) Loss of land and proprty Failure to pay the loan and interest
results in loss of land and property to the lenders of credit. Small

and marginal farmers are deprived of the ownership of thew
land when they cannot repay the credit.

(iv) Malpractices are indulged in the form of obtaining thumb
impression or signature on blank bond/stamp papers and
misusing them and thus depriving the farmers of their property
and assets. B
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(v) Exploitation of farmers becomes easier by
obligated to render free services to MORSY ‘Ul e e,
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generation to generation as they cannot redeem the s&"h
to high interest and other malpractices resorted by the] e

B. INSTITUTIONAL CREDIT

The share of institutional credit has increased substanﬁa]]y_ Witk

this' sector, cooperative and commercial banks have been “}.
major roles in rural/agricultural credit. Let us discuss in ];;ty‘
major sources of institutional credit. the

Chart 7.1 : Structure of Agricultural Credit System In lndig

GOVERNMENT OF INDIA
RESERVE BANK OF INDIA
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llercentage Share

Ty 1970s | 1980s | 2000- | 2011, [ 2016
2001 | 2012 | 2017
" ative Banks 77.0 | 559

C[,,mmf-rcial Banks 21.0 38.9
Rt‘ﬁii"1‘1l Rural Banks 2.0 5.

s | =

. RBI Annual Reports.

CoOP

Source
The above table tells us that, of the total institutional credit in 2016-
17 75.0 per cent comes from commercial banks, 13.4 from co-
operatives and 11.6 per ce1:1t from RRBs. It is not very encouraging
1o note that the co-operatives' share has been declining over the

iod. Co-operatives and RRBs which are specially meant and

committed to the agricultural finance must be more active in
financing this sector.

1) COMMERCIAL BANKS

They played a comparatively less significant role till the
sationalisation of the major commercial banks in 1969. The number

of rural branches increased from less than 25 percent of the total in
1969 to about 35.3 percent of the total in March 2017. In 2016-17, the
commercial banks' lending to agriculture amounted to about 75%

of the total institutional credit to agriculture.

n be classified as (i) short term, (ii)

Commercial banks' lending ca "
indirect finance.

medium and long term, (iii) direct finance and (iv)

Short-term finance is extended for purchasing fertilisers, seeds,
Pesticides, etc. It provides the required working capital. More tha‘n
0 percent of commercial banks’ agricultural finance is in this

dium term but

Medium/ Long-term . Commercial banks lend me
rrowed under

do not €ncourage the long-term finance. Money bo
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this is usually used to purchase attle, equipment and IMProyey,
of land. In recent years, however, banks have become liber :“
lht‘l't‘h’-l't‘, have widened the scope of medium term "“l’h.lnf:iﬁI
Au'm*dinﬂh' some of the medium term lendings get ""h'”‘l"fli
long term Nearly 50 percent of banks' lending to agric Ulture m
under this Rroup. |

Direct finance is meant for expenditure on Jrurc hrl‘-lfi;', PUMDP 04,
tractors and other agricultural mae him.'r_y. construction of 'ﬂﬁli‘{
bore-wells and tube wells, purchase of ploughing animals, PUPCh e
and development of land, and for many other ac tivities '-“"r!:r.?

under direct finance has been around 10 percent of the tota) lendin 2,

Indirect finance is granted to cooperative societies of varioys ty pes
to enable them function more etfectivity. Commercial banks e,
subscribe to the debenture of central land development banks
besides extending loans to them. Indirect finance is provided to Fog
Corporation of India, the State Government and other Agencies for
procurement, storage and distribution of food grains. Not more tharn
4 percent has been advanced under this scheme.

Lead Bank Scheme was launched by the Reserve Bank of India to

of individual districts. The banks were expected to prepare Distric:
Credit Plan (DCP) in terms of both physical and financial targets
for the overall development of a district through the coordinating
efforts of all the three institutional financing agencies viz. the
branches of Commercial Banks, Regional Rural Banks and
Cooperative Banks. The banks were given the responsibility o
monitoring the progress. This was a joint venture wherein difterent
Institutions put together their expertise and financial strength to
help agriculture in general and rural areas in particular.

(IT) CO-OPERAT] VES

Co-operative credit societies were established to provide rural credit
ata lower cost, The tO-operative banks provide short term and long
term loan through credit societies via land development banks. They
have well established Organisations as shown in the follow ing chart.
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State Co-op. Banks St:
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Primary [anq
F)ev_clopmcnt Banks
(at district and village level)

Primary Agricultural

!
Credit Societies
| (at village level) L.ong Term Credit

Short Term and
Medium Term Credit

SHORT AND MEDIUM TERM CREDIT

State Co-operative Banks are the apex of the co-operative credit
structure. They act as a link between the central co-operative banks
and the National Bank for Agriculture and Rural Development

(NABARD).

Central Co-operative Banks function at the district level and provide
a link between primary societies and state co-operative banks. The
primary societies borrow money from the state co-operatives

through central cooperatives.

The primary credit societies are at the base level, that is, at the village
level. They provide short and medium term credit to the fa.rr_ners.
Besides credit they also help farmers by supplying seeds, fertilizers,
insecticides, agricultural equipment, marketing and farm pr{)dlfCE'
etc. To combine other services along with credit, Farmgrs Ser_wce
Societies (FSS) were established. On the recommlenfjatlons of the
study team appointed by the Government of 'Iﬂi-ﬁha in 19713{3 La'rie?
Sized Adivasi Multi Purpose Co-operative Societies (LA MPS) “_et
organised in the adivasi and tribal areas. LAMPS _F”'m"d‘f'd_a T
of services from credit to marketing under one single roof.
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LONG TERM CREDIT

For long term credit, land development banks are esta
Work at two levels. At the district level, there are

Development Banks and at state level Stat

e Land D
Banks. Loans from the land development banks S1c o e
10 to 15 years and at times X T e

They were established

Lo
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loans continue t -
ghort term loans. O dominate RR * 103
he total lending is steadily increasing. Bs lending_ 1y, P

RECENT MEASURES

Government has taken severa]

neasures for i .
. mpro
agricultural credit. PROVing

the flow of

1. The flow of agricultural credit since

2003-04 -
exceeded the target. has COHSlstently

2. Farmers have been receiving crop loans upto a principal
of X 3 lakh at 7 percent of interest since 2006-07. Sir?ce 33;02??;
the eftective rate of interest has been 4 percent for farmers who

repay their loans promptly. This concession was introduced
under 1nterest subvention scheme.

3. Post-harvest loans were granted against negotiable warehouse
recelpts at a commercial rate of interest. Such measure prevents
distress sale immediately after harvest.

4. The Government is implementing a revival package for short-
term Rural Co-operative Credit structure involving a financial
outlay of more than 13 crore.

O Asasafeguard against the risk arising out of weather changes,
natural disasters and uncertainty in output prices, government
has introduced a number of crop insurance schemes.

7.3 NATIONAL BANK FOR AGRICULTURE

AND RURAL DEVELOPMENT (NABARD)
B e A e il

The NABARD was established in 1982 as an apex bank for
agricultural and rural credit. An apex financial institution vf'as
necessary to provide direction, infuse dynamism and provide
sutficient finance in the form of refinance.

Role and Functions of NABARD

Towork as an apex body and provide finance through cooper atives,
commercial banks and RRBs.
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lo promote integrated rural development by f’“—"’dmg Crediy ¢
agriculture, small-scale industries, cottage and village mdusi?h_,
handicrafts and other allied economic activities in rural areag

J

ITo promote and develop financial institutions specally in thos,

areas where there are no or not enough number of ﬁmr‘-f:ia'
institutions. |

To inspect district and state cooperative banks and RRBs.
To reduce regional imbalance in the availability of finance.
- B s -:,_,"'" -'ff_iﬁ -
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OBJECTIVE QUESTIONS
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Choose the correct answer and rewrite the statements:

" Major part of the agricultural credit is supplied by
() Money lenders (b) Commercial banks
(©) Co-operate banks
, RRB'swereesta blished to provide credit to
4 () only to non-agricultural activities in rural areas
(b) both agrifultuml and non-agricultural activities
(c) onlytoa gricultural activities
. Kisan credit card was introduced by
~ (a) RBI (b) NABARD
(c) Co-operative banks
1 Non-institutional credit very often leads to
(@) indebtedness (b) exploitation of borrowers
(c) lossof land and property (d) all the above
5. Farmers require long-term credit for

(@) consumptionexpenditure (b) purchase of land
(c) purchasingseeds and fertilizers
6. Regional Rural Banks were established to provide finance to
(a) small and marginal farmers(b) village artisans
(c) agricultural labourers (d) all the above
Ans.: (1) - (b), (2) - (b), (3) - (b), (4) - (d), (5) - (b), (6) - (d)

B. State whether the following statements are true or false with
reasons:

. Institutional finance has eradicated non-institutional finance in the
rural sector.
2. Microfinance is hi ghly successful in providing rural credit.

Itis more difficult to obtain non-institutional credit than institutional
Credit.

Major portion of agriculture finance comes from traditional sources.

o

Finance from traditional sources is easy to access.
Share of co-operative banks in institutional agricultural finance 1s
declinjng_

_t.‘.‘.h_:..nrn.
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i zizj ;: z: ﬁjasons : Refer Sectz:on 7.4

/ asons : Refer Section 7.3 (1) (a)
False; For Reasons : Refer Section 7.2 (A) (a) (iii)
False; For Reasons : Refer Section 7.4.
T'rue; For Reasons : Refer Section 7.2
True; For Reasons : Refer Section 7.2 (B).
True; For Reasons : Refer Section 7.3.

Match the Columns:

oA | Columns

(1) Non-institutional Finance [ (a) Co-operative Banks
(2) Institutional Finance (b) Traders and money lenderq

(3) Kisan Credit Card (c) RBI

O NS R W=
%

(4) Self-Help Group (SHG) (d) Micro-finance
’ (e) NABARD
AHS.: (1) & (b),r (2) m (a)f (3) = (E), (4) - (d)
D. Fill in the blanks:
1. Atpresent sources provide a major share of agricultural finance.

banks provide larger share of

2. Among the institution
agricultural finance.
3. Micro finance scheme provides finance

4  Kisan Credit Card Scheme was preparc
5. Formalities and requirement of collateral security discourage

from approaching for loans.
Ans.: (1) Institutional (2) Commercial Banks (3) Self Help Group (SHG)

(4) NABARD (5) Financial Institutions

to the farmer through

d and introduced by ——
farmers
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