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3.1 Introduction 

This chapter has been designed to give a brier 

review of the problem of rural credit and the various agencies 

s~pplying rural credit in India. This review may help us to 

know in a nut shell what has been going on in this regard in 

the vast countryside of our country and such a kn~~ledge may 

further help us to appreciate the problem at hand better. 

3.2 Types of Finance Required by the Farmers or India 

The finance required by the Indian farmers may be 

broadly classified into three categories, depending on the 

length of the period for which the ~inance is required. This 

classification is : (1) Short-term finance ; (2) Mediwn-term 

finance and (3) Long-term finance. 

Short-term Finance 

Short-term finance is required for a period not 

exceeding 15 months. This is required to meet the cost of 

cultivation such as cost of seeds, cost o~ fertilisers, 

fodder for animals, medicines for insects etc. This also 



includes loans required for domestic consumption of the 

farm-families. The All India Rural Credit Survey (1951-52) 

pointed out that 47 per cent of the borrov1ings of the 

cultivators was spent for meeting family expenditure of 

the farm~families. The farmers need such loans as their 

family expenditure cannot be met by their income. This 

necessity becomes ··.acute during the years itJ'hen there is no 

crop or less crop due to draught or othe~~ise. such short 

period loan is repaid after the harvest. The Fifth Five 

Year Plan estimated the annual short-term credit 

requirements for agriculture at Rs.3000 crores. 1 

3.2.2 Medium-term Finance 

such loans -are required for a period of not less 

than 15 months and not rnore than 5 years. These loans are 

taken for making some permanent improvement on land, buying 

agricultural equipments, buying animals etc. The farmers 

may repay these loans in instalments over a longer time. 
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The Fifth Plan estimated the annual medium-term and long-term 
,_____ 2 

credit requirements at R~ 24DO crores. ~ ~ .t- fl:.J~oij\) ~ 

3.2.3 Long-term Finance 

such loans are required for a period of not less. 

1 Planning Commission, Draft Five Year Plan, p.134. 

2 Ibid:-~. 



than 5 years. These loans are required for permanent 

improvement works on land, paying off old debts and 

purchasing agricUltural machinery. Such loans can be 

repaid by the farmers in easy instalments over a long 

period of time. 

The All India Rural Credit Review Committee 

(1969) estimated that the short-term credit need of the 

country would be about Rs.2,000 crores in 1973-74 and 

the medium and long-term credit need of' the country 

would be of the order of Rs.2,000 crores for the entire 

· Fourth Five Year Plan. 3 

3.4 Rural Credit Agencies 

The total reural credit of India is supplied 

by village money-lenders, co-operative credit societies, 

and the Government. The Reserve Bam( of India, The State 

Bank of India, The Commercial Banks, Agricultural Refinance 

Corporation have also been directly or indirectly supplying 

agricultural credit. The village money lenders supply 

maximum finance. Table 3.1 shows the percentages of 

credit provided by different agencies. 

3 All India Rural Credit Review Committee (1969), 
General Report, Vol. II, chapter VII. 
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Table 3.1 

Borrowing of CUltivators from Different Agencies (Percentages) 

--- --·--·---------------------~---·~-·-
Credit Agency 1951-52 1961-62 

Money-1 enders • • •• 69.7 49.2 

Traders and Commission Agents •• 5.5 8.8 

Relatives •• • • 14.2 8.8 

Co-op era ti ves • • .. ~-1 15.5 

Gov errun en t . . •• 3 .. 3 2.6 

Other Soarces . . . . 4.2 15.1 
..;:.._ --

100.0 100.0 

-------· ------· ·-
Source : All India Rural Debt and Investment survey, 1961-62. 

From the above table it reveqls that the role of 

village money-lenders has been losing significance due to 

increased activities of the co-operatives in the field of 

rural credit. 

This is the main source of agricultural finance 

in India· though it has been declining rapidly in the face of 

competition by institutional finance. These money-lenders 

may be of three types :~ (1) There are rich farmers whose 

primary function is cultivatlon, but as a side business they 



act as money-lenders ; (2) The village shop-keepers, beside 

their.regular business o~ shop-keeping, also lend money to 

the farmers, and (3) There are full fledged money-lenders 

whose only pro~ession is to lend money at interest. These 
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money-lenders give loans both ~or productive and unproductive 

purposes and l::>oth ~or short- term and long- term loans. They 

lend money against security o~ land as well as against 

promissory notes. 4 

3.6 Co-ope~e Credit Societies 

Co- operative credit societies also provide ~inance 

to the agricUlturists. These societies provide finance on 

short- term, medium-term and long- term basis. This is the 

second largest source of agricultural finance. This source 

supplied 15.5 per cent of total agricultural finance in India 

in 1961-62.5 At present this is the main institutional 

agency for agricultural credit. Short-term and medium term 

loans are advanced through Primary credit societies, and 

long- term loans are given through Primary Land Development 

Banks. In 1972-73 all over India, there were 1,58,000 

Primary AgricUltural Credit Societies, having a ·total 
... . 

membership of 3,44,000 who obtained total loans of Rs.686 

crores fr0.m these societies. In that year, the number of 

--------·---
4 Report of the Ministry of .Agriculture, Department of 

cooperation 1974-75 and Reserve Bank of India, 
Annual Report 1976- 77, p • 54. 

5 llll India Rural Debt and Investment Survey, 1961-62. 
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pr:imary land development ban1;:s were 855 and central land 

development banlcs were 19 which granted credit of 

Bs.l46 crores.6 

The position of primary societies is given in 

table 3.2 

Table 3.2 

Primary Agricultural Credit !Societies 

No.of Societies 
(thousands ) 105 212 161 

Membership (lakhs) 44 170 310 

Loans advanced during 
the year ( Rs. crores) 23 202 578 

Loans overdue (in rupees) 6 44 322 

source : Report of the Ministry of AgricUlture, 
Department of Cooperation 1974-75 and 
Reserve Bank of India, .Annual Report, 
1976-77' p. 54. 

3.7 Reserve Bank of India 

135 

395 

1023 

1300 

For looking into the problem of agricultural 

finance, the Reserve Bank of India has a separate department 

called Agricultural Credit Department. This department looks 

~---------·----~--------~------
6 Report of the ~.finis try of Agriculture, Department of 

Co-operation, 1973-74. 
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after the promotion of rural credit mainly. It gives loans 

to the State Co- operative Banks against Government sec uri ties 

and agricultural bills maturing between 9 to 15 months at 

an interest rate 2 per cent lower than the Baru( Rate. These 

loans are advanced for seasonal agricultural operations and 

marketing of crops. To study the problems of rural credit, 
.. 

the Bank appointed All India Rural Credit Survey in 1951. 

The Canmittee submitted its report in 1954 after a carefu~ 

survey of 600 villages in 75 districts all over the country. 

The Committee assessed that the average debt of the Indian 

farmers ranged between Rs. 100 to Rs. 3QO per head. It also 

pointed out the ineffectiveness of the co-operative societies 

to supply adequate finance. The Committee suggested one 

integrated scheme of rural credit on three principles viz. 

(i) The State should participate in the co-operative movement 

at all levels; (ii) There should be full co-ordination between 

credit and other economic activities like marketing, p races sing, 

etc.;and (iii) The co-operative movement should be run by 

adequately trained and efficient personnel. The Government 

accepted the recommendations and asked the Reserve Bank to 

create two separate funds called (i) National Agricultural 

Credit ( Long-term operations ) Fund with an initial amount 

of Rs. 5 crores to sanction long-term loans to the State 

Governments to enable them to participate in the share 

capital of the co-operative societies, and (ii) National 



Agricultural (Stabilisation) Fund with.Rs. 1 crore to 

sanction medium-term loaYl.s to State Co-operative Banks. 

In June 1974, Rs .. 284 crores was to the credit of National 

.t'\gricul tural Credit Fund, and Rs .. 95 crores to the credit 

of National Agricultural (Stabilisation) Ft:LD.d. 7 The 

Reserve Bank also provides short-term finance to State 

Co- operative Banks for financing seasonal agricultural 

operation and marketing of crops. In 1973-74, the Banlc 

sanctioned a total amount of Rs. 430 crores for financing 

seasonal agricultural operatlons .. 8 

In the sphere of medimn-term, loans, in 1973-74, 

the Bailie saD.ctioned Rs.. 34 crores at a concessional rate 
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of 1~;t per cent beloi<T Bank Rate, and .in the same year long-term 

loans made by the Bank were Rs. 8 crores. 9 

3.8 The State Bank.of India 

The State Bank of India has also been assisting 

in ·the field of Rural Credit. In June 1974, the State Bank 

had 2, 300 braYl.ches and sub-offices in rural and semi-urban 

areas. 10 Thus the Bank through these brances has been 

trying to stimulate the habits of saving among the rural 

people and extendmg remittance facilities to state and 

---------· 
7 Reserve Bank. of India - Report on currency and Fina...YJ.ce, 

1973-74. 
8 Ibid .. 
9 The Reserve BaJ."lk of India. Report on Currency and 

Finance, 1973-74. 

lOibid. 



Central Co-operative Banks permitting free transfer 

facilities thrice in a week. The State Bank also grant 

short-term credit to State and Central Co-operative Banks 

against government securities at concessional rate. The 

State Baruc also subscribes to the debentures of Central 

Land :IDevelopment Banks. It also helps to popularise the 

debentures of land development banks as, security for 

advances. It also provides land development banks with 

very temporary financial accommodation against Government 

guarantee. 

3.9 Commercial Banksll 

The Commercial Banks have been taking interest 

in the field of rural finance since the nationalisation of 

the leading Cerrnhercial Banks .. By 30th June, 1974 the 
J 

State Bank of India and the nationalised banks had 5, 900 

branches and the scheduled banks had 8000 branches in rural 

and semi- urban areas. By the beginning of 1974, the S'tate 

Bank of India and the 14 nationalised barnes had nearly 

16 lakhs agricultural borrowing accounts to the extent of 

over Rs. 440 crores. A large number of the borrowers are 

village co-operative societies. 

11 Report on currency and Finance, 1973-74. 
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In 1970, the Reserve Bank of India circulated 

guidelines :for financing o:f agriculture by Commercial Ban1cs. 

The rationale, policies and guidelines for giving agricultural 

credit by Commercial Banks were made clear by the guidelines. 

These guidelines deal vri th credit norms and scale of finance, 

margin and security and recovery and defaults. 

3.10 Regional Rural Banksl2 

One of the important objectives of the Regional 

Rural Banks was the liquidation of rural indebtedness by 

stages and to provide institutional credit to farmers and 

artisans in rural areas. Regional Rural Banks Act vras passed 

in 1976. The share capital of the regional rural bank is 

subscribed by the Central Government ( 50 per cent ), the 

State Government concerned ( 15 per cent ) and the sponsoring 

Cownercial Bank ( 35 per cent ). By June 1977, 48 regional 

rural barucs were set up in 16 States~ As on June 1977, these 

banks had advanced Rs. 11.6 crores by way o:f short-term 

credit to the weaker sections of the community in the rural 

areas. 12 A 

12 Reserve Bank of India : Report on Currency and Finance, 
1976-77. 

12i~ high-level co~nittee on consumption credit for the 
rural poor has recommended an additional provision 
of Rs.295 crores through various agencies lilce 
cooperatives, rural banks, etc. to fill the gap 
created by village moneylender - SEDHE, Vol. II, 
No. 4, l1arch 1976, P. 6. 



.3.11 The Government and Rural Credit 

The Government gives loans to farmers for 

short and long periods in case of emergency. The rate of 

interest charged and the mode of repayment is very 

convenient. But this source has not become very popular. 

According to All India Rural Credit Survey, only 3.3 per 

cent of rural finance come from this source. 13 

3.12 .Agricultural Refinance Co!'l;> oration (ARC) 

This corporation was set up in JUly, 1963 

vli th a capital of Rs .. 5 crores and an interest free loan 

of Rs. 5 crores from the Central Government. ARC is 

authorised to raise additional funds upto Rs.100 crores 

through deposits, bonds and debentures. ARC supplies 

finance through land development and co-operative banks 

for financing such projects for which generally funds are 

not made available from land development banks and 

co-operative credit societies. Such schemes are : 14 

(1) development of minor irrigation projects, 

(2) development of orchards and plantations and speci~

type of crops, 

-~~------ ---·--- -------
13 Op cit. 

14 Reserve Bank of India : All India IDebt and 
Ilivestment survey 1971-72. 
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(3) Purchase of agricultural equipments, tube-1.vells, pump sets 

etc., and 

(4) Development of animal husbandry, dairy farm~ng, poultry 

farming etc. 

The ARC sanct.toned in 1973-74, 550 schemes, of which 
... 

139 would be financed through central land development banks, 

4 through State CO- operative Banks a.nd 407 through Scheduled 

Commercial Banks. ARC gran ted a total assistance of Rs. 221 

crores on these projects •15 

3.13 Concluding Remarks 

The credit needs of the agricultural sector in the 

next fevr years are estimated to rise to Rs. 4000 crores .16 

To meet these needs is an enormous task, and the resp ons i bili ty 

must continue to rest mainly with the cooperatives. 17 By 1985, 

the total credit requirements for agricultural development in 

rural sector will be Rs .16, 549 crores. This was es t5.mated by 

National Commission on Agriculture L-Short-term loans == Rs. 

7,884 crores ; Hedium and Long-term loans == Rs.8,265 crores 

Provision for machinery and implements == Rs. 400 crores J~8 

--------
15 Report on the Banking Canmission, 1972, chapter II. 

16 · Reserve Bank of India : Report on Currency and Finance, 
1976-77. 

17 Ibid. 
18 Southern Economist, Vol.l4, No. 21, March 1, 1976, P.33. 


