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CHAPTER -I 

INTRODUCTION 

1.1 Statement of the Problem 

Capital is generally very limited in,developing countries. Schultz (1964) argues that in 

order to transform agriculture from a traditional state to a commercial one, more 

investment is required. Eckaus (1965) also shows how limited capital magnifies 

tendency to use inputs inefficiently. Baker (1965) maintains that capital constraints 

seriously affect agricultural production and that credit is strategic in attracting capital 

into agriculture. A change in technology, which is required in the transformation of 

agriculture. has much effect on credit needs in agriculture. All of these needs cannot 

be fully met by the farmer's own savings since his farm income is very low. Unless he 

gets some financial help from outside, he cannot make full use of technological 

development. Agricultural credit, therefore, is a crucial factor in agricultural growth. 

Agriculture occupies a vital position in Nepal. It provides employment to about 

80 percent of the total economically active population. The problem of low 

productivity is generally recognized in Nepalese agriculture. Most farmers are still 

using traditional practices. 

Nepal is among the low economies of the world with per capita income of US$ 

240 (CBS: 2003). Agriculture is the mainstay of the economy, which accounts for, 39 

percent of the GOP (Ibid) and about 81 percent of the population depend on it for 

their livelihood. About 85.6 percent of the population lives in the rural areas and half 

of them below poverty level (Ibid). Thus the economy is overwhelmingly rural and 

agrarian. Agriculture, which accounts for more than 80 percent employment still 

remains underdeveloped. It has remained more or less stagnant for a long time. It is 

ch;:Jracterized by heavy dependence on weather and very low productivity. 

Increase in agricultural production has to come mainly through improvement in 

productivity, as the scope for area expansion is limited. The development of 

agriculture is possible through the shift from existing tradition based subsistence 

system of farming to the profit oriented improved system of farming. Apart from some 
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inefficiency in the allocation of inputs for maximum profit, present inability of the 

Nepalese farmers to switch to the improved methods of farming stems from the lack 

of additional capital to finance such a shift In this situation agricultural credit 

becomes critically important 

Agriculture is dependent upon outside finance for its development. It is a fact 

proved by history and evidenced by the appalling indebtedness of almost every 

person everywhere engaged in the industry of agriculture. In fact, the lesson of 

universal agrarian history is that an essential need of agriculture is credit Neither the 

nature of land-tenure nor the position of agriculture affects the great phenomenon 

that the agriculturist must borrow due to the fact that an agriculturist's capital is 

locked up in his lands and stock. Hence, credit is not only essential but also 

inevitable and as such, it is not necessarily objectionable, nor a sign of weakness. 

A huge investment of capital has become a distinct necessity on the part of 

Nepalese farmers to switch to the improved methods of farming. If new technology is 

adopted without adequate investment of capital, it may lead to far consequences 

than in traditional agriculture. Therefore, the new technology in the absence of 

necessary capital input would be like a high cost dam without field channels for 

irrigation. 

The phenomenon has enhanced the demand for investible funds in Nepalese 

agriculture. The big farmers can meet this challenge of new technology more 

effectively. They have wider land and capital base and their dependence on outside 

finance is meagre. Unfortunately, however, they constitute only a microscopic 

minority in the farming sector. A majority of the Nepalese farmers who are to sustain 

the tempo of change in agriculture are small and marginal farmers. They are 

deficient not only in land but also in capital resources. 

The small and marginal farmers have not benefited from rural development 

programmes. Their low land base and subsistence nature of farming yield 

pathetically a low income that is not sufficient even to meet their barest necessities of 

their life. In fact, their economy is characterized by chronic low income, malnutrition 

and vicious circle of poverty. Hence the question of saving and investment is 

practically inconceivable- with these farmers. Consequently, they are compelled to 

depend upon outside finance to supplement their scanty resources to carry on their 
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farming and family operations. Thus, the borrowing from external sources becomes 

inevitable and in fact has become the way of life for many of the Nepalese farmers. 

The factor described above, namely, the introduction of new technology to reduce 

poverty of the peasantry and salutary impact of credit on production has combined to 

produce a phenomenal growth of credit needs to Nepalese farmers. It is novit widely 

recognized that for small holders who are at very low levels of living, provision of 

consumption credit is not only essential but also obligatory. 

The need for consumption credit springs from two reasons. First, it enhances and 

sustains the efficiency of labour. Second, it ensures effective utilization of credit 

meant for production purpose. In the absence of adequate provision for consumption 

credit from the financing institutions most of the small and marginal farmers have to 

depend upon the moneylenders. 

A further credit need arises from the risky nature of farm business. ·Risks of 

weather and natural hazards like drought, floods etc affect crop yields and income in 

a particular year. For farmers who are close to the margin of subsistence, it will be 

difficult to provide for such risks. They have necessarily to borrow from external 

sources for their operations and existence in bad years. In particular this trend 

imposes heavy responsibility on the financial institutions, which are expected to 

provide drought loans as well as consumption credit. 

Besides the general shifters of demand function for farm credit there are other 

factors that influence it. Mention in this regard may be made of interest rate and price 

of the inputs. These emerging factors that go to increase the demand for farm credit 

and estimation of demand as the function of these forces offer new vistas for fruitful 

empirical research. 

Estimation of demand for farm credit and meeting it through liberal supply of 

credit tells only a part of the story. What is however of supreme importance is that of 

the credit received should be productive and self-liquidating. The current farm 

business should be raised to such a level of efficiency and profitability that the farmer 

after paying interest and amortizing debts should have increased his assets and his 

capacity to produce as well as to maintain a reasonable level of consumption for 

himself and his family. The productivity of credit depends on how efficiently it is 

utilized in farm business. If the farmers make rational use of credit it would 

undoubtedly have a salutary impact on the economy of farmers. 
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With the introduction of improved techniques of production, cultivation is 

becoming more and more expensive. Farmers' own funds have been insufficient to 

meet the input needs of farms. Farmers, therefore, have to depend on borrowed 

funds to a larger extent. These funds are usually invested in various activities without 

knowing their marginal value productivity (MVP). This type of random investment 

usually prevents the farmers to reach at the maximum profit point. It is to be noted 

here that the magnitude of MVP measures the degree of adequacy/inadequacy of 

capital. Thus, higher the. MVP, the higher will be the inadequacy of capital indicating 

thereby a better scope for investment Credit extended on this would certainly 

increase the repaying capacity of the far-mers and accordingly, the risk and 

uncertainty of repayment would be minimized. In the new cropping pattern, in 

addition to input, there will be more demand for credit. Therefore, the productivity of 

credit also becomes a researchable problem. 

Agricultural credit in general and institutional credit in particular is becoming more 

important today than ever before, due to accelerated agricultural development 

activities. If increased production an~ higher productivity are the fundamental goals 

of agricultural development modern inputs such as improved varieties of seeds, 

fertilizers must be used. But these modern inputs must often be purchased with cash. 

Normally demand for credit depends on the cost of credit on the one hand and 

marginal efficiency of capital on the other. But in agriculture like ours the constraints 

imposed by internal capital rationing cannot be assumed away. The latter is a 

consequence of a high degree of uncertainty faced by the farmers although certain 

social and cultural traits associated with the traditional societies also inhibit farmers 

from incurring debts. To the extent any of these constraints loosened, there is likely 

to be an increase in the demand for productive credit. The introduction of new 

technology will raise the marginal efficiency of capital. The prospects of high rates of 

return on capital may remove certain inhibitions restricting the use of credit. The entry 

of institutional agencies promises to reduce the cost of credit. All these developments 

will probably contribute to raising the effective demand for credit. 

With stagnant agriculture where farmer's motivations are scuttled by low income 

prospects and risky situations demand for credit remains low. When agricultural 

development coupled with new techniques of production is initiated other 

determinants of demand become meaningful and the demand shifts. High fertility 

seeds, high level of fertilization, timely plant sanitation measures,. new te~hniques of 
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processing and marketing are all cases in point. Farm assets enhance the scope for 

procuring credit and farm liquidity determines the quantum of credit required and 

offered. The. actual demand is constrained by the cost of credit and the marginal 

efficiency of investment in farm activities. The entire gamut of factors of demand 

should ultimately depend upon managerial skills, ability and propensities toward risks 

in agriculture. Thus, the demand for agricultural credit varies by farm, by region and 

overtime. The determinants of demand for credit are liquidity, cropping pattern and 

copping intensities, size of family and farm labour, cost of credit and mode of 

transactions, degree of risks and uncertainties involved in production and marketing 

inclusive of inventory control and managerial skills. 

The supply of agricultural credit depends upon the level of saving and capital 

formation, degree of risks and uncertainties in lending and perspective of financial 

institutions. Where assets and liquidity are low, moneylenders seem to dominate of 

the credit market. 

Providing appropriate finance for agricultural operations is like oiling agriculture to 

make its wheels move -swiftly and smoothly. To foster progressive rural economy 

making available credit and ensuring its productive use should therefore form the 

basic planks of any credit policy. 

Due to the lack of readily accessible natural resources in the country, the 

provision of agricultural credit is crucial to the survival and growth of the economy. It 

is widely accepted that credit facilities play a major role in improving quality of 

agricultural sector. Credit facilities to the small farmers ensure that they will get 

required inputs in time and the productivity will not be hampered unnecessarily. 

After the adoption of economic liberalization policy mainly after the restoration of 

multiparty democracy in 1990, many financial institutions have come up in existence. 

But the access of credit through the formal financial institutional approaches is still 

quite low. The situation of rural credit is even more serious. There is a huge gap 

between demand and supply of rural credit. Despite having a wide network of 

different banks and financial institutions in the rural sector and implementation of 

many credit-linked poverty programmes, a large number of poor still remain outside 

the formal banking system. Similarly the perception of formal financial institutions 

regarding risk and cost implication in lending the rural poor is taken as a major 
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barrier. If we observe categorically we may find two major constraints, namely, 

outreach and sustainability. 

Strengthening the provision of institutional credit for rural areas in an effective 

and efficient manner faces a number of issues now. Why, despite increasing efforts 

the coverage of institutional credit has not expanded in rural areas, especially to 

include the poorer segment of the population? Is it because of the inadequacy of 

rural branch network of banking institutions or because of their poor performance due 

to institutional, structural or policy problems? What are the major reasons for the 

continued dominan~e of the informal lending sources in rural areas despite relatively 

higher interest rates charged by them? How is credit linked with the supply being 

planned in the short-term and medium term to match the demand of rural sectors for 

rural development? Is there a need to restructure present rural credit institutions, 

policies and programs to make them efficient, effective and responsive to the needs 

of poverty alleviation? 

Since there is large gap in literature providing answer to these very significant 

questions related to a vast section of the poor of the country, we find this point of 

time very appropriate to study the demand for credit and the productivity of credit at 

the farm level. However, given the time and resource constraints of an individual 

researcher, we have chosen Morang District for the purpose of an in-depth study. 

The proposed study is an in-depth analysis at micro level of requirements for credit 

and its use at the farm level and the factors, which affect the demand for credit and 

its productivity. However, we have also used some macro-level data wherever 

applicable. 

We have enquired into the above-mentioned questions at two levels. First, we 

discussed at the level of the nation on the basis of the existing literature and the 

secondary data available to us. Second, by undertaking micro studies in nine Village 

Development Committees (VDCs) of Morang district of Nepal. As regards the choice 

of the study area for Morang District of Nepal, it has already been influenced by the 

fact that the researcher is an inhabitant of this district as well as due to the fact that 

the district happens to be primarily agricultural. 

1.2 Conceptual Framework of the Study 

The theory of economic development in agriculture is traced basically through three 

phases in the literature (Dhital: 1970). The concept follows essentially Rostow's 
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stages of development - emphasizing the traditional stage for take-off and the take

off stage. After take-off it appears that other sectors, not agriculture, will take the 

floor and 'drive' the economy to maturity and to the age of high mass consumption. 

Mellor (1961) specify three distinct phases of agricultural development. In phase 

one, creating an environment suitable for change, making available knowledge of 

improved techniques and market outlets provides preconditions for agricultural 

development. In phase two, expansion of agricultural output takes place on labour 

intensive and capital-saving techniques supported by technological innovation. In 

phase three; agricultural production is increased through the use of capital intensive 

and labour-saving technology. 

Wharton (1971 ), while synthesizing the 'staging models' brings them dowh to two 

stages-static and dynamic. He defines the static stage as one where motives for 

change is negative and agriculture is practiced for survival with bare necessities with 

the traditional techniques and decision making processes. The dynamic stage arrives 

when resources are fully used and technological change become dynamic and 

decision-making become rational, farming becomes commercialised and external 

economic forces begin to operate in agriculture. 

The stage models and the concepts of development presented in the theories 

nevertheless help in examining the economy. They describe the characteristic of an 

economy rather than the policy means that would be required to affect a 

development process within the agricultural sector. 

Thorbecke (1962) has presented a somewhat different analytical approach to 

agricultural development in so far as policy measures are concerned. In his 

framework of analysis, he has incorporated policy means that bring changes in 

agrarian structures in each phase of the development process and it can also 

indicate how changes in agrarian structure interact with other aims of economic 

policy. In the analysis of the agricultural sector, therefore, he has made an attempt to 

identify the defects in the agrarian sector that obstruct the process of development. 

He has applied Timmon's conceptual frame as an analytical tool in examining these 

structures. 

According to Timmon the 'means-ends-continuum' is the framework of analysis 

that helps, identify, develop and test various structures in agriculture as variables in a 

development enquiry, which is policy oriented. The analysis proceeds with the 



8 

construction of a conceptual framework for identification and analysis of defects in 

agrarian structures. The analytical framework of the 'means -ends-continuum' 

concept proceeds in the following manner: 

a) Identifying the resources required for change in agriculture from traditional 

subsistence nature to modern commercialised one. 

b) Increase in agricultural productivity by efficient allocation of resources and 

c) Increase in per capita income of farm families. 

Among the means are: agrarian return measures (fixation of rents, provision of 

permanent tenancy rights, a ceiling of holding, the saving of farm produces, providing 

employment opportunity out side of agriculture), agricultural reforms such as credit 

and marketing, research and dissemination of knowledge about improved agricultural 

practices. 

T. W. Schultz (1965) has originated 'High Pay-off Inputs Model' and has 

popularised it through his work. According to Schultz, agricultural development must 

. be based on the following foundations: First, new agricultural inputs that have a 

relatively high pay - off are required. Second, a supply of these inputs must be 

available to farmers. Third, as farmers accept them, they must learn them to use 

efficiently. The experience of the U.S.A and Japan lends support to this approach. 

Empirical evidence indicates that the mainsprings of agricultural growth are shifts in 

production function resulting from the introduction of new inputs and production 

techniques. 

The adoption of the high - payoff inputs model as the strategy for agricultural 

development involves among others, the fulfilment of certain conditions. Todaro 

(1977) has generalized them in the form of the following propositions: 

Proposition 1: Land Reform 

Farm structures and land tenure pattern need to be adapted to the dual objectives of 

increasing food production and promoting a wider distribution of the benefits of 

agrarian progress. If the programmes of land reform can be legislated and effectively 

implemented then the basis for agricultural development will be established. But, the 

mere enactment and enforcement of an egalitarian land reform programme is no 

guarantee of agricultural and rural development if complementary government 



programmes to transform the potentiality for improvement into actuality do not 

accompany it. This leads to the second proposition. 

Proposition II: Supportive Policies 

The full benefits of small scale agricultural development cannot be realized unless 

government support systems are created which provide the necessary incentives, 

economic opportunities and access to needed inputs to enable small cultivators to 

expand their output and raise their productivity. Land reform is most likely to be 
' 

ineffective and perhaps even counterproductive unless there is a corresponding · 

change in the rural institutions that control production (e.g., banks, moneylenders, 

seed and fertilizer distributors, etc.), supporting government services, (technical and 

educational extension services, public credit agencies, storage and marketing 

facilities, rural transport and feeder roads, etc.,) and government pricing policies with 

regard to both inputs and outputs. 

In a developing country like Nepal, the farmer constitutes the weakest agent of 

production as majority of them are still in practices at traditional agriculture. To switch 

to the improved methods of farming from subsistence nature of farming requires 

radical innovation in almost every aspect of farming practice. 

As the present study forms part of the proposition II, it is necessary to examine 

the demand for, supply of and productivity of credit in the context of new technology. 

The demand for farm credit differs widely depending upon the type of farming and 

the stage of its development. In a traditional agriculture capital plays a relatively less 

important role than land and labour. Finance in traditional agriculture is largely used 

for maintenance as distinct from expansion of agricultural activities. For example, 

here, problems of credit arise largely due to seasonal cycle of production, which is 

superimposed, on a steady pattern of consumption. The farmers have to spend on 

consumption and to some extent even on production inputs throughout the year, 

while returns from agriculture come normally at one or a few concentrated periods of 

harvest. This necessitates either a saving process from past income or borrowing 

(Lele: 1974). 

Regarding savings, it is often argued that due to low incomes of farmers there is 

little saving in rural communities. The meagre savings are not commensurate with 
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the investment requirements of agriculture. Further, the paucity of intermediaries and 

the absence of institutional saving habits contribute to the low level of saving. 

Backward and stagnant technology of traditional agriculture tends to reduce the 

effec;:tiveness of current investment and hence results in perpetuation of low incomes 

(Panikar: 1969) 

Agricultural credit is only one of many factors playing a part in the complicated 

pro.cess of increasing agricultural production. Agricultural credit ceases to be an 

economic force facilitating agricultural development if it attempts to finance farmer 

that do not have a potentially adequate economic base. Agricultural credit, just being 

made available cannot promote development of and when connected with other 

aspect such as extension, technical assistance, efficient marketing and supply, it will 

become one ·of the most effective tools in bringing about progress in overall 

development of the country. Agricultural credit is also one of the most vital inputs in 

increasing agricultural production. Modernizing Nepalese agriculture. requires a 

massive dose of financial assistance and the institutional credit 

To meet the financial needs of agriculture and also to ensure that in a developing 

economy it serves as a dynamic factor, it is essential that a sound financial system 

be set up. Such a system will be one as would convert the present 'static credit' into 

a 'dynamic credit'. The static credit is defined as one under which at the end of the 

credit period, there is no increas~ in the output, income or in assets. The dynamic 

credit is one under which at the end of the credit period, there is an increase in 

output, income or in assets. In other words, the productivity of credit is increased. 

The issue here raised is that it is necessary not only to meet the growing credit 

requirement in a developing agricultural economy but also it is equally important to 

set up an institutional structure that will take an integrated view of the various 

requirements of the farmer and enable him to organize his farm business at a higher 

level of technical efficiency on sound economic basis. 

1.3 Objectives of the Study 

The fundamental objectives of this study are to identify variables determining the 

demand for farm credit and assess the productivity of credit utilized particularly 
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relating to the sample area and Morang District in general. In relation to this basic 

objectives other objectives are set as under. 

a. To derive the demand function for short-term farm credit based on the collected 

samples. 

b. To investigate the relationship between demand for short-term farm credit and the 

rate of interest. 

c. To evaluate the productivity of credit in the sampled area. 

d. To study the operational and financial performance of rural credit institutions. 

e. To pinpoint whether the economic status of beneficiaries has gone up or not on 

the basis of the collected data. 

f. To make an assessment of agricultural development during different plans of Nepal. 

g. To suggest the corrective measures to be taken further to evolve realistic credit 

policies 

1.4 Importance of the Study 

The findings of the study would shed light on the existing pattern of farm credit use 

and its impact on the economy. They would enable the financing institutions and 

policy makers to evolve more realistic credit policies. In this sense the study will have 

significant policy implications. Furthermore, the evaluation of productivity of farm 

credit in this study would enable the farmers of this region to utilize the credit 

optimally. 

1.5 Scope of the Study 

1. This study includes only crop production as practiced on the holdings by the 

farmers but it does not include other allied activities such dairy, fishery, poultry, 

pisciculture, horticulture etc. 

11. Farm credit is taken to mean only short~term credit for farm use and its supply 

by major formal lending institutions. 

iii. The reference period of this study is limited to two fiscal years from 

2000/01 to 2001/02. 



12 

1.6 Hypotheses of the Study 

The foregoing discussions suggest that the demand for short-term credit at the farm 

level is influenced by several factors. It is also believed that the credit employed 

tends to exert positive influence on farm output and income. More specifically, the 

following hypotheses are formulated to study the significance of different variables 

determining the demand for farm credit and productivity of credit utilized by the 

farmers in different areas depending upon the level of development and size of 

farmers. 

a) There has not been any significant improvement in the agriculture sector during 

the different plan periods. 

b) The performance of rural credit institutions is not satisfactory. 

c) The amount of short-term credit required at the farm level is dependent on the 

value of purchased inputs and amount of consumption expenditure incurred. 

d) Farm investment is largely dependent upon the availability of external finance. 

e) The rate of interest exerts marginal or no influence on the demand for short

term farm credit 

f) The use of credit in farm operations increases farm output. 

g) Credit is not optimally allocated in farm operations. 

1.7 Research Questions 

In order to study the stated problems we have framed the following research 

questions: 

i. What is the origin of institutional credit in Nepal? 

ii. What are the determinants of the demand for short-term farm credit? 

iii. Is demand for short-term farm credit influenced by the rate of interest? 

iv. Is it not possible to make investment by the small farmers themselves without 

external finance? 

v. Is it a fact that the use of credit increases farm production? 

vi. What kind of relationship is there between price of input and the demand for 

short-term credit? 

vii. Do the farmers allocate the credit optimally in the farm? 



viii. Is the performance of rural credit institutions satisfactory? 

ix. What are the major problems of marginal and small farmers? 

x. Why do the large farmers take loans from the formal credit institutions? 

xi. What is the asset holding position of marginal and small farmers? 
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xii. Why, despite the relatively cheap rate of interest available, marginal and small 

farmers take loans from the _moneylenders at a relatively higher rate of interest? 

xiii. Is there any significant improvement in the agriculture sector during the plans of 

Nepal? 

xiv. What major conclusions can be drawn from the whole study? 

1.8 A Brief Overview of Literature 

Here we provide a brief resume of concepts and earlier research efforts to the 

empirical estimation of demand for farm credit, produ~tivity of credit, farm investment 

and other associated co~cepts of farm credit. 

1.8.1 Demand for Farm Credit 

Credit Defined 

In general, credit signifies the temporary means of raising funds for meeting various 

obligations. Beckman and Bartals (1955) define credit as "the power and ability to 

secure goods or services in ex~hange for a promise to pay for them later". · Mellor 

(1966) defines credit "as the device for facilitating the temporary transfer of 

purchasing power from one individual or organization to another". Rajagopalan 

(1968) defined agricultural credit as the ingestible funds made available for the 

purpose of development and sustenance of farm productivity. According to him, farm 

credit is different from farm liquidity. Liquidity means, according to him, the level of 

investible funds available with the farm households. In the opinion of Cummings 

(1971) credit is one that permits the cultivators to enjoy the production benefits of 

new technology now and defer payment until after the output is realized. Poudel 

(1986) defines agricultural credit as the amount of investible funds made available for 

the purpose of development and sustainability of farm productivity. 

The viewpoints stated above indicate that credit entails a contract between the 

farmer and an outside source whereby purchasing power is transferred temporarily to 

the farmer. This transferred money enables the farmer to implement his farm plans 
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more effectively. In the present study the credit is defined as the amount of loanable 

funds made available for potential borrowing. These funds when borrowed are 

payable in future with an interest agreed to pay explicitly or implicitly. Further, this 

study classifies credit into short-term production credit, long-term investment credit 

and consumption credit. 

Requirement and Demand 

In the literature on farm finance, the terms credit requirement or need and credit 

demand are used synonymously. However, there is a subtle difference between the 

two. 

Credit need represents only the innate desires of the farmers to borrow and this 

desire is based on the financial needs of the family and the farm. When this desire is 

backed by returns, repayment capacity and risk bearing ability of the farmer, it 

becomes demand for farm credit. According to Srivastava (1978), effective demand 

is said to exist when the creditor has the confidence in the future solvency of the 

borrower and his repayment capacity to return the loan as per the terms and 
I 

conditions of the loan agreement. However, if this definition of demand for farm credit 

is adopted, the financial needs of most of the small farmers who have less returns 

and less risk bearing ability, would not constitute demand for farm credit. But 

investment of credit brings additional income and enhances repaying capacity and 

bearing ability of the farmers. Since credit policy of most of the institutions in Nepal is 

to base their assessment of repaying capacity of farmers on this prospective income, 

using the above definition of demand for credit does little violence to the concept. 

Demand for a factor of production differs from the demand for final product in the 

sense that while the former is a derived demand, the latter is a direct demand. The 

demand for final products reflects directly the utility attached to them, but the demand 

for factors of production does so indirectly being derived from the demand for the 

final product. There is a strong link between the demand and price of the final 

product and those of the factors of production. For example, a rise in the price of the 

final product will be followed by a rise in the demand for factors (inputs), which help 

to produce that product. 

Like any other input demand, the demand for farm credit is a derived demand. It 

is derived from the desire to undertake investment expenditures, which in turn is 

derived from the demand for the agricultural products of the farmer. In this sense 
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changes in the demand for farm credit may be explained by the _shifts in agricultural 

production function directly. A rational farmer first derives demands for various inputs 

given the technology and product factor price ratio. If the required inputs can be 

purchased with investible funds available on farm, he requires no credit. Therefore, 

demand for credit depends on the value of inputs to be used and own finance 

available with the farmer. Roughly, it is the difference between planned expenditure 

on farm and non-farm-finance. Therefore, demand for credit is derived from derived 

demand for farm inputs. In other words, demand for credit is indirectly related to farm 

production (function). 

Elasticity of Demand for Credit 

It is assumed that farmers' decision to borrow to be influenced by the prevailing 

rate of interest. Therefore, the demand relationships can be summarized in terms of 

the interest elasticity of demand, which measures the responsiveness of demand for 

farm credit to changes in interest rates. The concept of interest elasticity of demand 

has significant policy implications. In the past, several authors have attempted to 

examine the nature of interest elasticity of credit demand in Indian agriculture. 

Pani (1966), after an analysis of the data of all India credit survey of 1951-52, 

reported that the average cultivators' demand for farm credit is not wholly interest 

inelastic. His analysis revealed that for every point rise in interest rate the demand for 

credit declined by Rs 4 to Rs 6, other things remaining the same. He observed a 

curvilinear relation between demand and interest rate. The study of Roy and Magi 

(1978) based on a sample of 60 farms in Hoogly district of West Bengal revealed that 

the introduction of new technology in agriculture brought a more inelastic demand for 

farm credit implying that the necessity of credit has far surpassed interest 

considerations in recent years. They have used parametric linear programming 

technique to derive the step demand functions for borrowing. 

Kumar et a! (1978) estimated credit demand functions on the basis of unit output 

price (UOP) profit function approach for the marginal farmers of Moradabad district in 

Western Uttar Pradesh for three different seasons. The outcome of this study pointed 

out that prices of inputs and outputs alone influenced the demand for farm credit 

rather than interest rate. · 

It is evident from the results of the above studies that the demand for farm credit 

is interest inelastic. This study also assumes an interest inelastic demand for farm 
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credit in the short run because it usually takes time for demand to adjust fully to an 

interest rate change. Further, farmers' decision to borrow is not influenced by the 

interest rate considerations when the rate of return on additional credit employed in 

growing the new varieties tends to be considerably high. The study of Schluter and 

Parikh' (1 974), among others, supports this contention. In view of the inelastic nature 

of credit demand, it is assumed that even the adoption of a dear credit policy may not 

harm agricultural operations. Ramadass and Sebastian (1 979) argued for a dear 

credit policy on the following grounds (i) the demand for unproductive credit will 

contract (ii) available scarce credit will be put to best uses (iii) the scope for 

mobilization of deposits will increase (iv) with lesser demand and large supply of 

credit, the credit gap will disappear eventually and (v) additional income through 

interest rate to the institutions will provide enough protection against risks arising 

from bad debt. 

Dantwala (1 968), Lad man (1 971 ), Food Agricultural organization (1 971 ), 

Thingalaya (1 978), had also argued either against the lower interest rate or 

subsidizing rate of interest for agricultural purposes. Their arguments are (i) liberal 

credit is helpful but cannot by itself make an intrinsically non-viable enterprise viable. 

What is wanted is the right quantity of credit at the right time, (ii) the high marginal 

value productivity of capital justifies higher rate of interest (iii) the low rate of interest 

will not be sufficient to meet the cost of obtaining the funds and (iv) if the farmers are 

to be helped, they should be helped by improving agricultural extension services, co

operatives and marketing facilities than by subsidizing rate of interest. 

Factors Determining the Demand for Credit at the Farm Level 

Macro level estimates of demand and the methods used in them are based 

necessarily on several restrictive assumptions and fail to take account of inter farm 

differences in resource endowment and decision behaviour of the farmers. Therefore, 

the micro level estimates are essential and an assessment as the factors determining 

demand become necessary. In the past some studies were conducted on this aspect 

and they are reviewed here briefly. 

According to Rajagopalan (1 968), the demand for farm credit at the micro level 

is determined by liquidity, cropping pattern, cropping intensities, size of family and 

farm labour, cost of credit and mode of transactions and degrees of risks and 

uncertainties. Use of high fertility seeds, high level of fertilization, timely plant 
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sanitation measures, new techniques of processing and marketing will shift the 

demand for farm credit. Farm assets will enhance the scope for procuring credit and 

, farm liquidity will determine the quantum of credit required and offered. The actual 

demand is however constrained by the cost of credit and marginal efficiency of credit. 

In an attempt to forecast the demand for short-term credit of farms in the selected 

districts of Andhra Pradesh, Sharma and Prasad (1978) identified two major sets of 

variables determining the demand for credit, namely, economic and technological 

The economic variables included the size of operational holding, extent of irrigation, 

. intensity of cropping, cropping pattern and the productivity per hectare. Technological 

variables included the use of oil engines and electric motors, tractors, fertilizers, 

pesticides and percentage of area under High Yielding Variety paddy to total paddy. 

The dependent variable was credit per hectare of gross cropped area. 

In a study to assess the short term credit needs in respect of few primary inputs 

like seeds, fertilizers, pesticides and manual labour, Desai (1978), found the rise in 

prices of inputs and the change in the character of inputs as main determinants of 

demand for farm credit. 

Various methods and models by different authors on the other hand have 

established the relationships subsisting between the determinants of demand for 

farm credit on the one hand and the credit demand. 

The model of Singh and Gupta (1971) to estimate the demand for farm credit at 

micro level is 

M 

}~ = Rij L P,iX'I 
J=l 

Where P;i and X;i are capital inputs per acre and area under jth crop on ith farm 

situation resf:?ectively, and R; is the proportion of credit to the capital inputs on ith 

farm situation. R; is assumed to be 0.50, 0.45 and 0.40 for small, medium and large 

farmers respectively. This procedure was adopted for the estimation of short-term 

credit requirements in Barauliahir Block in Agra District. 

Girija Shankar and SriVastava (1976) estimated the credit demand by multiplying 

the credit gap or need by the corresponding hectarage under the crop. The credit 

need or gap was estimated by the following formula 

1 3 DEC 2005 
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Where Cn denotes credit need, Vr denotes the value of recommended level of input 

use and Vu represents the value of input used in rupees. The scale of finance was 

taken as the value of recommended inputs. Changes in market prices of inputs were 

taken care of in assessing the scale of finance. Value of the recommended inputs 

was valued at average retail prices prevailing in the locality. Using this approach they 

determined the credit needs of High Yielding Variety (HYV) paddy of sample farms of 

West Godavari district. 

In a study Desai (1978) used the concept of elasticity of credit to assess the demand 

for farm credit. Accordingly, he worked out the price elasticity of credit demand, 

which is given by the following 

Where Cp is price elasticity of credit demand, Pit is the price of ith input in tth 

period and Cit is the need for ith input in tth period. He has estimated the 

quantum elasticity of credit demand by using the following formula 

Where Cq is quantum elasticity of credit demand, qit is the quantity of ith input in tth 

period and 'd' is change over the period that is t...t4 . Applying this methodology to 

the farm level data of three villages of Coimbatore and Salem district of 1973-

77 he indicated that changes in the prices of fertilizers and pesticides had a greater 

bearing on the credit requirements than the prices of seeds, manures and labour. 

To analyse the significance of factors determining credit demand also commonly 

adopt multiple regression technique. In a study cited earlier, Sharma and Prasad 

(1978) used the regression approach for forecasting the demand for farm credit. To 

find out the impact of each variable and to explain the regional differences in 

determining the demand, two variable regression models were obtained. In this 

process, the more important variables were identified in each district. A multiple 

regression model was tried to obtain the demand estimates. However, due to the 

problem of multicolinearity, they couldn't use the multiple regression models and 

hence selected only a two variable regression model. 

In a study of the structure of agricultural credit in Pondicherry region, Ramadass 

and Sebastian (1978) employed multiple regression models. Cost of cultivation, 

consumption expenditure and value of gross produce were included as explanatory 
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variables. Their results revealed that the cost of cultivation and consumption 

expenditure were the significant determinants of demand for farm credit. This study 

also adopted the multiple regression approach and attempted to explain the 

relationship between demand for farm credit on the one hand and other explanatory 

variables like operational area, irrigation, family expenditure, value of purchased 

inputs, cropping intensity and percentage of institutional credit. 

In a study, Sidhu and Baanante (1979) used the restricted profit function to estimate 

jointly the profit and factor demand functions for fertilizer. Their study revealed that 

output price was a more powerful policy instrument than fertilizer price. They also 

concluded that profit function is a suitable technique for empirical analysis and 

interpretation. 

There was only one study by Kumar, et al (1978) that employed UOP profit 

function approach to the derivation of demand for farm credit. This study related to a 

sample of 50 marginal farmers from Amroha Block of Moradabad district in western 

Uttar Pradesh. The production function estimated by them included four variables, 

namely, variable input, cultivated land, family hqman labour and family bullock 

labour. They derived the optimal input demand quantity from a UOP profit function in 

its Cobb-Douglas form. From the value of optimal input quantities the value of 

resources owned was subtracted. The residual ·yielded the credit demand. Their 

findings showed that the demand for credit by the marginal farmers was inelastic and 

highly elastic with respect to prices of both inputs and outputs. 

Farm Investment 

Concept of Investment 

Kurian (1969) defined capital investment as expenditure of rural households on items 

like reclamation of land, bunding and other land improvements, irrigation, agricultural 

implements and machinery, farm houses and storage and water houses According to 

Tewari (1970), the term capital investment includes the value of owhed land which is 

under cultivation, non-residential buildings on the farm, live stock, farm implements 

and miscellaneous. 

In the view of Chouhan and Agarwal (1970), capital investment consists of 

agricultural and non-agricultural investments. Agricultural investment consists of 

investment on land, of livestock, irrigation, implements and construction of 

farmhouses and cattle sheds. 
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Several factors determine the behaviour of investment. Desai (1969) in his cross 

section analysis of a progressive and backward area of central Gujarat identified and 

analysed the factors like the size of operational holding, family size, net household 

income, extent of commercialisation, extent of irrigated area and current borrowing 

as determinants of investment. He calculated the coefficients of simple correlation of 

total investment in durable capital and non-durable capital for farming with above

mentioned factors. The notable conclusions of his study were: land was 

complementary with capital in both progressive and backward regions. Family size 

exerted low, insignificant and negative influence on durable capital in both areas. Net 

income was found to be a significant variable, which explained the differences in the 

behaviour of farmers in the two regions. 

Mishra and Mallick (1969) after analysing three studies conducted in different 

regions, two in Andhra Pradesh and one in Orissa, reported that irrigation, 

urbanization and size of holdings exerted positive effect on agricultural capital 

formation. They also found that higher the income, the greater the percentage of it is 

devoted to capital formation. They workec:J out simple correlation coefficients between 

investment and other factors mentioned above. 

Prasad (1969) in his study of two districts of Andhra Pradesh analysed the 

problem of investment variation from another angle, the influencing factors being 

divided into two broad groups, namely, internal and external. Internal factors included 

cropping pattern, resource position and managerial capacity. External factors 

included those factors, which create necessary infrastructure for further investment 

like construction of irrigation dam, provision of cheap credit and such others. 

Shah and Singh (1969), studied the investment behavior of farmers in Terai 

Region of Uttar Pradesh. The amount invested on capital assets was found to be 

dependent . on the level of technology and the size of holding. The regression 

equation run to find the relationship between capital investment and disposable 

income showed a positive and significant relation between the variables for 

progressive and large and progressive medium farmers. 

Chouhan and Agrawal (1970) analysed the relationship between net investment 

per family with factors like age of the head of the family, size of the family and size of 

operational holding with the help of a multiple regression model. They found that age 
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of the head of the family and number of members in the family exerted significant 

influence on investment. 

Radha Krishna (1972) explained investment as a function of investible funds, 

which in turn was assumed to be determined by per capita family and farm 

expenditures. He applied regression approach. He found that 90% of variations in 

capital formation was explained by investible fund in the study area. This study was 

conducted in Deltaic area of Palayam Kottan Block of Tirunlelveli district. 

Kuralnathan ( 1975) estimated an investment function with net cash income of the 

single explanatory variable for Dindugal area. He found through regression approach 

that net cash income contributed to the level of investment significantly. However. the 

value of~ was too low being 0.17. 

Bhupindar Singh, et al (1978) in a study of capital formation in Haryana 

agriculture employed multiple regression technique to analyse the investment 

behaviour. The base year capital, farm size, family size· and lagged income were the 

explanatory variables. They found that the coefficient of base year capital was 

negative which meant that at the farm level, higher the base year capital, lower would 

be the additional capital investment in the current period. The coefficient of farm size 

and lagged income were all positive. 

1.8.2 Productivity of Credit 

There exists a positive relationship between farm credit and the productivity. The 

impact of credit on the productivity of farm is expressed through marginal productivity 

of credit derived usually through Cobb-Douglas production function. Marginal 

productivity of credit is defined as the· measure of the increase in total product with 

addition of one unit of credit above its mean level, while other resources are held 

constant at their mean levels. The past research work in regard to productivity of 

credit is summed up here. 

Desai and Tanbad (1970) made a case study of the impact of syndicate bank 

loan on agricultural productivity. After analysing the data of 312 participant and non

participant farmers, they fitted a Cobb-Douglas production function to the data of 21 

participant farmers. They found that every rupee of credit invested in cash and kihd 

expenditures resulted in Rs.1.75 of the value of farm production. 
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In a study of 10 villages of Kalyanpur, Garg, et al (1971) analysed the productivity 

of credit. The regression analysis between credit and output per hectare revealed 

that the increase in cash input in the form of credit by one rupee resulted in an 

additional output of Rs. 2.12. 

Sharma and Prasad (1971) examined the impact of credit on income of different 

size of farms of Tannai, Nainital and Ram pur districts of the north- western regions of 

Uttar Pradesh. Linear programming technique was used to analyse the data. The 

empirical findings of this study indicated that an adequate use of credit increased the 

income substantially even at the prevailing state -of technology. A situation of 

adoption of improved technology with adequate credit facilities almost doubled the 

income of the farmers. 

Singh and Jha (1971) from their study of three villages of the union territory of 

Delhi reported that additional credit produced better results in terms of net returns 

when used with the advanced technology. They used linear programming technique 

for the analysis. 

Vankataram (1975) analysed the behaviour of 51 farmers in Mandya district of 

Karnataka reported that a 50 percent increase in loan funds availability over the 

existing loan limits facilitated favourable conditions for adoption of new technology 

and also provided about 52per cent increase in net returns. 

Mishra (1975) applied Cobb-Douglas production function to work out the 

productivity of co-operative finance for paddy, wheat, barley and potato crops in 

Pratapgarh, district of Uttar Pradesh. His results showed that the elasticities of 

production for crop loan were significant at 5per cent level in the case of wheat. The 

marginal productivity of credit varied from 1.44 in case of paddy to 2.29 in case of 

potato. Every rupee borrowed from co-operative society yielded a surplus of 44% in 

the case of paddy, 63% in barley, 88% in wheat, and as high 128% in potato. 

Shankar and Srivastava (1976) in West Godavari district found that the per 

hectare yield from high yielding variety of paddy was positively related to per hectare 

availability of credit. The coefficient of correlation was found to be significant at 5per 

cent level and 2 per cent level. 

Lavania et al (1976) fitted a Cobb-Douglas production function to the farm data of 

59 farmers of Rajgarh Community Development Block of Mirzapur district to assess 

the productivity of co-operative finance. Short-term credit obtained from primary co-
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operative society was included explicitly as an explanatory variable. The result 

revealed that the influence of credit on output was statistically significant at 1% 

percent. The marginal value productivity of credit for paddy was 2.40 while it was 

3.01 for wheat. Further, the MVP of co-operative production finance compared 

favourably with the prevailing rate of interest. 

Jasbir et al (1978) reached almost the same conclusion in their study of small 

farmers of Patiala district of Punjab. Linear programming technique was used to 

study the impact of credit on production and farm income for the two categories of 

farmers at the existing and improved level of technology with and without capital 

constraints. 

Mishra (1980) studied production response of crop loan in four villages of 

Gorakhpur district. He applied Cobb-Douglas production function with output as 

dependent variable and manures and fertilizers, seed and size of farm as 

independent variables. His results revealed high marginal value productivity of inputs 

used :out of bank loans. He also reported that the borrowers were able to increase 

their output by 39% over the non-borrowers. 

Koirala (1981) tried to evaluate the impact of agricultural credit on farms in 

Rupandehi District of Nepal. He concluded that credit had a positive coefficient in all 

cases, especially higher in the case of improved rice and wheat. He further 

concluded that total production and net profits were found increased with successive 

addition of credit. This showed that credit was used to levels below the optimum. 

Agriculture Project Service Centre (1987) conducted a comprehensive study in 

December 1987 regarding impact of the credit found several positive changes with 

the help of credit· availed to small farmers. The study concluded that farm income 

grew by 19.5 percent during the project period or by 5.1 percent annually at the 

constant price of 1981/82. During the same period, off farm income increased by 68 

percent and as a result household income increased by 30 percent or an annual 

increase of 8 percent at 1981/82 prices. 

Tripathi, et al (1994) expressed their view that the contribution made by credit 

to agricultural income would depend upon the adequacy and efficiency of 

infrastructure and the agro-economic situation of the area. They concluded that the 

impact of the short-term crop credit is encouraging and provision of short-term crop 

credit is an effective way to increase the farm return. 
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Singh R.B. et al (2002) studied the impact of credit advances on main crops 

and milk production enterprises in Soraon block of Allahabad district of Uttar 

Pradesh. The study found that the borrowings made by the farmers helped them in 

making higher investment on their farms for different purposes. The study concluded 

that in the post- borrowing conditions credit advances made for different purposes 

have directly/indirectly resulted in a significant increase in agricultural income. 

1.8.3 Efficiency of Credit 

Economic efficiency implies some sort ·of optimising on the part of producers. 

Economic efficiency comprises both technical and· price efficiency. Technical 

efficiency refers to the proper choice of production function among all those actively 

in use by farm in agriculture. Price efficiency on the other hand, refers to proper 

choice of input combinations. In this study the concept of price efficiency as applied 

to farm credit, is used. 

A farm is said to be price efficient when it maximizes profits or net income, that is, 

it equates the value of the marginal product of each variable input to its price. The 

optimality rules for price efficiency can be developed in terms of single output-multi

input production function, such as Cobb-Douglas. By comparing the marginal 

productivities of inputs, derived from the production function with the prevailing 

market prices of the inputs, the efficiency in the use of th.e factor can be evaluated. 

This approach has been followed by most of the studies conducted for evaluating 

economic efficiency in Indian agriculture. Regarding the efficiency of farm credit, 

some of the studies conducted in India have adopted the same optimality conditions. 

Singh, et al (1971) assessed the economic rationale of credit use between 

different inputs on the progressive and less progressive farms in Varanasi district of 

Uttar Pradesh. They reported that the progressive farmers were using the credit in 

the right direction along with its nearly rational allocation between fertilizers and 

owned irrigation equipment as reflected through nearly equal marginal return per unit 

of cost of credit in these two resources. They applied Cob Douglas production 

function in their study. A similar approach was adopted by 

Satapathy and Tripathy (2001} conducted a study in Cuttack Sadarblock of 

Cuttack district of Orissa. A two stage random sampling technique was employed to 

select the sample farmers. A sample of 97 farm households was selected. Cobb

Douglas production function was worked out to examine the efficiency of credit 
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financed and self financed inputs. The study revealed that the borrowers had used 

higher amount of critical inputs, which enabled them to obtain higher per hectare rice 

yield as compared to the non- borrowers using self-finance. As regards optimisation 

of resources the credit recipients could get maximum profit from rice production 

through optimum use of credit-financed inputs. 

1.8.4 Risk Aversion Attitude 

Risks may be attributed to natural, social and economic factors. The natural factors 

are: lack of moisture and drought, surplus moisture and floods, frost, hail, storms, 

fire, pests and diseases. Some of the social hazards are: fire, theft, embezzlement, 

changes in social structure and technological changes. Economic risks include 

fluctuations in the prices of agricultural products resulting in loss of income to 

farmers. Several studies carried out on risk seem to support the proposition that 

farmers are risk averse. 

According to Bhinswanger (1978) an individual is a risk averter, if in choosing 

among alternative investments he is willing to forgo some expected return in order to 

-reduce the probabilities of adverse outcomes. Roumassat (1979), on the other 

hand, defined farmers as risk averse if their utility function of income is everywhere 

concaves that is characterized by diminishing marginal utility of income. In his view, 

risk aversion arises because the consequences of gain and the farmers wish to avoid 

the consequences of loss. 

Risk aversion has been actually measured with the use of principles like liquidity, 

profit maximization, and quadratic programming. Rajamani and Balasubramaniam 

(1979) constructed a risk aversion index based on the farmers, response to a set of 

eight questions relating to farm production, marketing and finance. This index 

considers the utility maximizing criterion in assessing the risk behaviour of farmers. 

Risk aversion tends to exert a dampening impact on the use of capital and credit 

in agriculture. While examining the impact of risk aversion, Gale Johnson (1947), 

theorized that risk aversion on the part of farmers results in both internal and external 

capital rationing in agriculture·. In turn this capital rationing affects the smooth transfer 

of capital to agriculture, which in fact is required to reduce the adverse effects of 

capital rationing. 

Schultz (1953), while considering the relation between price uncertainty in 

agriculture and capital rationing supported the program of forward prices in 
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agriculture. He argued that because of price uncertainty and the attendant capital 

rationing many farmers are either unable or unwilling to commit themselves to 

contractual payment though there is need for additional resources to improve the 

efficiency of their farms. Consequently, there is more of substitution of human 

resources than of non-human resource in farm operation. This tendency reduces the 

per capita farm earnings and. raises the rate of return on capital over the cost of 

capital. The excess of MVP of capital over its cost implies loss of efficiency and 

waste, in agriculture. This waste can b~ removed by ensuring price certainty through 

a system of forward prices for agriculture. 

Some studies conducted in Indian agriculture also revealed the impact of risk 

aversion on capital and credit use. Agrawal (1964), after analysing various 

implications of risks and uncertainties, opined that risks and uncertainties might result 

in internal and external rationing of capital. Risks also affect the cost of credit and the 

amount and nature of securities required. The lenders would also prefer low risk 

areas to high-risk areas and the low risk enterprise to high-risk enterprise. 

Kohlon and Johl (1964) in their study of Ludhiana district found that risk aversion 

compelled farmers to keep usually large proportion of liquid capital, which could be 

profitably used otherwise. They reported that on an average a cultivator held 33.5 per 

cent of the total liquid capital available t"o him in the form of resource fund. This 

proportion increased with the increased use of improved technology to 42.1 per cent 

and 52.6 per cent. 

Tripathi and Naidu (1964) analysed the effect of risk and risk aversion on the 

demand and supply of farm credit. The unwillingness of the farmers to take risk in 

agricultural production limited the use of credit on the supply side, because of risks 

inherent in investment financed by the lender, the lender either had a tendency to 

restrict the supply of credit or enhance the rate of interest. This in turn resulted in 

under investment though there was a greater scope for profitable application of 

capital in agriculture. Mishra (1964) after describing various sources of risk like price, 

income and land reform concluded that the farmers would not invest costly capital on 

highly uncertain projects. 

Schluter and Parikh (op.cit) in their study of Mahsana district of Gujarat found that 

farmers were unwilling to adopt new varieties due to uncertainty. Further, under 

conditions of high uncertainties, they were not willing to borrow from the traditional 
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sources of finance and adopt uncertain technology. Under these circumstances if 

cooperative credit were made available to the farmers, they would adopt new 

technology. The regression model tested by them also showed that only those 

farmers who were able to avail co-operative credit were bear to uncertainties and 

adopted new varieties. 

In another study of 120 farmers of Surat district, Schluter (1974) found that lack of 

working capital in irrigated farms and uncertainty in un-irrigated land were the main 

deterrents to this adoption of high yielding varieties. He concluded that the availability 

of credit in irrigated farms and greater flexibility of loan repayment on un-irrigated 

farms would lead to adoption of HYV. 

Subha Rao (1980) analysed the nature of constraints on the demand for short

term co-operative production credit in Eastern Uttar Pradesh. He attributed the 

consequences of production uncertainty to the lower absorption of co-operative credit 

in the study region. In this study we have made an attempt to know whether farmers 

are risk averse or not. 

1.8.5 Interest Rate 

Several authors analysed the component of interest rate in the underdeveloped 

agricultural· areas. Bottomley (1964) underlined the following major components of 

interest rates: (i) the unit opportunity cost of the loaned money (ii) the administration 

charge on each unit loaned (iii) the unit premium for risk and (iv) any unit monopoly 

profit. The opportunity cost or what is called the pure rate of interest is determined 

by the moneylender's desire for making safer investments, such as government 

bonds and his liquidity preferences. The cost of administering loans for the 

moneylender depends on his ability to utilize his capacity to administer loans he 

makes, size of each one of his loans and the average length of time for which he 

makes loans (Chandravarkar: 1971 ). Premium for risk depends on the collateral and 

its marketability (Giri et al 1971 ). The monopoly profit arises from lenders' knowledge 

of borrowers, borrowers' knowledge of lenders and lenders' hold over borrowers. The 

rate of interest is determined by the intersection of the sloping demand curve of the 

monopolist moneylender and his sGhedule of costs for lending. 

Go pal Karkal (1967), Chandavarkar (1971 ), and Giri and Sen (1971) also expressed 

similar views on the components of interest rates prevailing in underdeveloped areas. 
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Bhaduri (1977) developed a model of interest rate determination in backward 

agriculture incorporating three characteristics of the agrarian credit market; its 

isolation from the organized money market, the lender's monopoly power and. its pre 

capitalist personalized nature .He showed that collaterals against which loans are 

obtained are typically undervalued, This makes default risky for the borrower thc:m the 

lender and encourages the lender to charge high interests to force default for 

accumulating undervalued collaterals. 

There were two interesting Indian studies relating to the measurement of the 

components of ir)terest rates. With the help of All _India Rural Credit Survey data, Pani 

(1966) fitted a regression function with the rural rate of interest as the dependent 

variable and liquidity in the rural economy and the availability of institutional finance 

as independent variable. He reported that the rate of interest declined by 0.8 to 1.3% 

for a 10% rise in the share of institutional credit and by 1. 9 to 2% for a 10% increase 

in monetization. 

Subrata Gatak (1977) estimated Spearman's rank correlation between interest 

rate and risk in lending (0.44} and interest rate and the strength of organized sector(-

0.5). He used inter state data for the period from 1951-52 to 1963. 

1.9 Methodology 

This research is designed in such a way that it can interpret the credit situation and 

effectiveness of credit in the farming sector on the basis of descriptive as well as 
/ 

analytical research work. In this course primary data based on field survey and 

secondary data from different institutions were collected for study. While using the 

secondary sources, special· attention was given for their reliability. 

1.9.1 Universe of Study 

For the whole study ttie universe of study is Nepal and for the field survey part it is 

Morang district,whichlies in the Eastern Development Region of Nepal. 

1.9.2 Sources of Data 

For macro level study, this research work relied on secondary sources of data. The 

secondary sources were the census Reports of Agriculture conducted by Central 

Bureau of Statistics (CBS), (2001/02), Statistical Year Books published by CBS, 

Annual and Quarterly Reports of Nepal Rastra Bank, Nepal Bank Limited (NBL), 

Rastriya Banijya Bank(RBB), Agricultural Development Bank of Nepal" Economic. 

'·. 
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Surveys of Ministry of Finance (MOF), Reports of District Agriculture Office Morang, 

District Development Committee Morang and unpublished records maintained in the 

offices of concerned institutions. 

1.9.3 Sampling Procedures 

To study the demand for farm credit and productivity of farm credit a micro level 

study consisting of field survey was conducted. The survey design of the study was 

based on three stages so as to elicit adequate and accurate information by the field 

enquiry. The three stages of sampling were (i) selection of a district (ii) selection of 

the Village Development Committees and (iii) selection of sample households with 

borrowing. 

For the present study Morang district was purposively selected on the basis of the 

fact that the researcher belongs to the district and this district is primarily the 

agricultural one. In the National Sample Census of Agriculture 1991/92, Morang 

reported the highest number of holdings (74646) and largest total area of all holdings 

(3225.3 hectares). So we selected Morang district for conducting the primary survey. 

Nine Village Development Committees (14% of the total VDCs) were selected from a 

total of 65 Village Development Committees. 

In the second stage, for the selection of the Village Development Committees, the 

VDCs were grouped into three groups based on the level of development. The level 

of development has been ascertained on the basis of certain selected indicators, 

namely availability of roads, irrigation and marketing facilities etc. Then from each 

group we have selected three VDCs at random. Thus, a stratified random sampling 

was adopted to select nine VDCs. Morang district was stratified into three categories 

viz, Low Developed Area (LOA), Moderately Developed Area (MDA) and Developed 

Area (DA). The selected sample VDCs are presented in the following table 1.1 below. 

Table 1.1: Selected Village Development Committees 

I 
Category Village Development Committees 

I Low developed area Rangeli Jhurkia i Mahadeva I 

I Moderately developed area· Tanki Sinwari Katahari \ Sunderpur 

' 
Developed area Belbai I Bahuni ! oangihat I i 

Source: Field Survey, 2001 

In table 1.1 we seethat the VDCs R;,mgeli, Jhurkia and Mahadeva were randomly 

selected from the LOA (Low Developed Area), Tanki Sinwari, Katahari and 
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Sundarpur were selected from MDA (Moderately Developed Area). Similarly, Belbari, 

Bahuni and Dangihat were selected from DA (Developed Area). 

After selecting the VDCs, in the final stage, the households in each VDC were 

selected again on a random basis. For this, we listed the households with borrowing 

both from formal and non-formal agencies. These items of information were collected 

from the records of the formal credit institutions of the respective places and also by 

making local enquiries about borrowers from informal agencies. The borrowers were 

classified as marginal, small and medium and large farmers. Only the farmers who 

borrowed for short-term production purpose were included in the sample. The 

borrowers who borrowed for other purposes were excluded from the list. A total of 

225 borrowing farmers (75 in each area) were selected randomly. The list was 

collected from the local moneylenders and the Agricultural Development Bank, Nepal 

Bank Limited and Rastriya Banijya Bank which were at the nearest distance from the 

sampled VDCs .. The size wise distribution of sample farms is presented in the table 

1.2. 

Table 1.2: Size Wise Distribution of Sample Farms 

S.N. Group Size of Farm (ha) No. of Farms % Share to Total 

1 Marginal Under 0.5 54 24 

2 Small 0.5-2.0 126 56 

3 Medium and Above 2.0 45 20 
Large 

Source: Field Survey,2001 

Sampled farms have been grouped as in table 1.1 and 1.2 for two reasons namely, 

i) The demand for farm credit and the productivity of credit are likely to vary between 

different size groups and between different areas as per level of development and 

ii) Land is the basic unit and the use of other factors including credit is positively 

correlated with it. 

1.9.4 Method of Data Collection 

Sample farms were visited personally and required data were collected by direct 

enquiry of the farmers with the help of a pre tested comprehensive questionnaire 

(Appendix). The study information elicited included land and other assets owned, 

crops grown, area under different crops grown, farm expenditure, income, investment 
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made, food and other consumption articles, amount borrowed, amount of credit 

utilized, prices of purchased inputs and questions on risk aversion. 

1.8.5 Data Processing 

After collecting the data, they were processed for relevant statistical calculations 

using simple calculator and also through the computer. The statistical tools used for 

analysing data are simple frequency counts, tabulation, simple averages, simple 

correlation, geometric means, percentages. For the projections of credit supply we 

have used the time series analysis. To study the factors determining the demand for 

farm credit we have used the multiple regression models and to study the productivity 

of credit we have used the Cobb-Douglas production function. To study the impact of 

credit on output, before and after credit, we have used paired t-test and z-test. To 

test the significance of estimated parameters we have used z-test, t-test. F-test, , R2 

and Chi-square test.. The SPSS computer software programme was used to obtain 

the statistical measures used in this study. 

1.9.6 Reference period 

The reference period for production of crops and borrowing was two years, 2000/01 and 

2001/02. The data were collected during the months- October 2001 to December 2001. 

1.9.7 Limitations of the Study 

The study is explanatory as well as analytical. Data collected through various channels are 

mainly of primary and secondary types. Inadequacy of official data from relevant sources 

has made it difficult to arrive at generalizations. Moreover, lack of initiative from the bank 

officials in many cases has made the scope of investigation limited. 

While collecting VDC level data from farmers difficulties of varying nature 

were faced. Since the borrowers did not keep records, particularly of borrowings from 

informal sources, they recollected and furnished the information from memory. 

Hence, recall bias is an unavoidable limitation in this study. Widespread illiteracy and 

ignorance as well as apprehensive and evasive nature of the farmers have also 

created problems in getting precise information. 

Despite these limitations, we have tried our best to collect latest data from 

official sources. In the case of field survey, the response of respondents was 

satisfactory and the recall bias was minimized by several cross checks made while 

interviewing them. 
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1.1 0 The Schematic Arrangement 

Keeping in view the objectives of the study, the schematic arrangements, chapter 

wise, are as follows: 

Chapter- I The present chapter is chapter- I where we have first made a statement 

of the problem then delineated the conceptual framework, objectives, importance, 

scope, hypotheses of the study and a brief overview of literature. The methodology 

and limitations of the study have also been dealt in this chapter. 

Chapter - II gives general economic overview of Nepal along with its salient 

features. Agricultural development under different plans, growth performance of 

agriculture sector and current land reform measure are discussed in this chapter. 

Chapter - Ill starts with the agricultural characteristics of the country examines 

based on the available data and examines agro-economic characteristics of the 

sampled area based on the survey data collected by us for the purpose of this 

research work. 

Chapter - IV starts with the development of banking system in Nepal followed by 

operational and financial performance of the rural credit institutions based on 

secondary data available to us .. The need for expansion of rural credit institutions is 

also presented. The problems faced by rural credit institutions in delivering credit to 

borrowers and problems encountered by farmer borrowers in securing loan from the 

credit agencies are dfscussed on the basis of the primary data collected by us. 

Chapter - V presents the sources, nature and supply of agricultural credit in Nepal. 

The existing supply of credit and projected supply of credit are presented on the 

basis of past trend. The demand for credit at the national level is analysed in detail. 

Factors affecting demand for farm credit at the farm level, the relationship between 

demand for farm credit and interest rate, and the relationship between price of inputs 

and credit demand are analysed. The risk aversion behaviour of farmers based on 

field survey is discussed in brief in this chapter. 

Chapter- VI makes an attempt to analyse the productivity of credit through the use 

of Cobb-Douglas production function .. marginal productivity measures, marginal 

returns to opportunity cost ratios and percentage of credit utilization by farmer 

borrowers are calculated. The impacts of credit on production used by farmer 

borrowers and optimal utilization of credit by them are examined in this chapter. 

Chapter - VII presents summary and conclusions on the basis of the analysis and 

also gives some suggestions for proper implementation of agricultural credit policies 

in the country especially in the study area. 
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CHAPTER- II 

GENERAL ECONOMIC- OVERVIEW OF NEPAL AND 
PERFORMANCE OF THE AGRICULTURAL SECTOR 

2.1 Introduction 

The purpose of this chapter is to provide an objective analysis of general economic 

situation of Nepal. The overall effect of development efforts is examined in terms of 

growth in real GOP. An attempt has been made to evaluate the performance of 

agricultural sector under different plan periods. 

2.2 General Information of Nepal 

Location 

Nepal is a landlocked country and the home place of natural beauty with a total area 

of 147,181 sq. km. It is located in between 26°22' North to 30°27' North latitudes and 

80°4' East to 88°12' East longitudes. Its elevation ranges from 90 m. to 8,848 m. Its 

shape is pseudo-rectangular having length 885 km. east to west and· average 

breadth is about 193 km. North to South. It is 145 km. in the narrowest to 241 km. in 

the broadest part. The country is bordering between the two most populous countries 

of the world, India in the east, south, west and China in the north. 

Administrative Division 

Nepal is divided administratively into 5 development regions, 15 zones and 75 

districts. All 75 districts are again divided into Village Development Committees 

(VDCs)/municipalities. Number of VDCs and municipalities are 3,913 and 58 

respectively (CBS: 2003). 

Ecological Division 

Nepal is a landlocked country surrounded by mountains. Mountains and hills cover 

about 83 percent of its area (CBS: 2001 ). About 17 percent of the area lies in Terai 

region (Ibid). Nepal is divided into three regions on the basis of its physical features: 

a) Mountain region, b) Hilly region and c) Terai region. 

Mountain Region 

The mountain region ranges in altitude from 4877 meters to 8848 meters above the 

sea level. This region includes some of the world's famous peaks such as Mt. 

Everest, Annapurna, Gaurisankar, and Machapuchhare. Mt. Everest is the world's 
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highest peak with 8,848-meter height. The area above 5000 meter is always covered 

with snow. This region is least fertile. So there is sparse human habitation in this 

region. The big rivers of the country originate in this region. This region covers about 

15 percent area of the country. Only about 2 percent land of this region is arable 

(Ibid). 

Hilly Region 

The hilly region has covered 68 percent of the total area of the country. This region 

lies mostly between 610 meters and 4877 meters in altitude. This region includes the 

capital of Nepal, Katmandu Valley and the beautiful place Pokhara valley. The most 

fertile valleys like Salyantar, Rumjatar, Tumlingtar, and Rampur also lie in the region. 

This region is extensively cultivated. This region has been the traditional area of 

Nepalese settlement. About 46 percent of the total population resides in this region. 

About 10 percent land of this region is arable (Ibid). 

Terai Region 

Terai region has covered about 17 percent of the total area of the country. This 

region is -very important from economic viewpoint. This region includes the most 

fertile land and dense forest of the country. About 60 percent of the cultivated land of 

the country lies in this region (Ibid). Hence this region is known as the grain basket of 

the country. The Morang district of our study area is also in this region. 

Climate 

Nepal has monsoon climate. The climate of the country varies from region to region. 

There is colder temperature in the mountain region and hot temperature in Terai 

region. The central hilly region and valleys have pleasant and equable climate. Nepal 

is again divided into 3 parts on the basis of climate- (a) the Alpine climate, (b) the 

Temperate climate, and (c) the Sub-tropical climate. 

Rainfall 

In Nepal rainfall occurs out of southwestern monsoon. The rainfall occurs mainly 

during the summer season. The eastern part gets double of the rainfall as compared 

to the western part. But during winter, the western part gets more rainfall than the 

eastern part due to northeastern wind. The average rainfall is 65" to 90" in central 

and southeastern region. The minimum rainfall is 25" and average rainfall 50" in 

western region and hilly ranges. 
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Population 

As of final result of the census 2001 (CBS: 2002) total population of Nepal is 

23,151 ,423 and the total households are 4.253,220. The male and female 

composition of population of the country is 11,563,921 and 11,587,502 respectively. 

According to the result, the decennial, 1991-2001, growth rate of the population of 

Nepal is 2.24 per cent per annum. Based on the same result the country's urban 

population is 3,227,879 and the rural population is 19,923,544. The urban population 

is 14.2 percent of the total population and the rural population is 85.8 per cent. 

Natural Resources 

For the all round development of the eountry a careful utilization of natural resources 

is necessary. The economic development of any country depends upon not only on 

the availability of natural resources, but also on the extent of its rational utilization. 

Three major natural resources of Nepal are - water resource, mineral resource and 

forest resource. 

2.3 Economy 

Economic growth of the country has not improved markedly over time to over take 

population growth. The current population growth rate is 2.24 percent per annum 

(CBS: 2002). Growing population has concealed the gain achieved by development 

activities. Little over half (57%) of the population of working age was reported 

economically active in 2001 and among them 81 percent were engaged in 

agricultural activities (CBS: 2002) 

2.3.1 Gross Domestic Product (GOP) 

The Gross Domestic Product provides a broad view of economic development. The 

national income statistics reveal the basic changes. in the past and suggests the 

trend of the future. Keeping this in mind, the total GOP, the contribution of agricultural 

and non-agricultural sectors to total GOP between the fiscal years 1990/91 to 

2001/02 of Nepal have been presented in table 2.1 and figure 2.1 below. 
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Table 2.1: Real Gross Domestic Product of Nepal at Factor Cost 

(At 1994/95 prices) 
Rs. in million 

Year Real Total Agricultural %of Total Non-Agricultural % ofTotal 
GOP GOP GOP GOP 

1990/91 174909 81320 46.49 93588 53.51 

1991/92 183371 80392 43.84 102979 56.16 

1992/93 188780 79631 42.18 109149 57.82 

1993/94 204397 86356 42.25 118041 57.75 

1994/95 209976 85569 40.75 124407 59.25 

1995/96 221930 88830 40.03 133100 59.97 
i 

I I 1996/97 233040 92706 39.78 140334 
I 

60.22 

1997/98 240816 93496 38.82 147320 61.18 
I 

I 1998/99 251788 96151 38.19 155607 I 61.81 I 
l 

i 1999/00 267096 100856 37.76 166240 62.24 
! ' 
I i 

I 2000/01 279749 106380 38.03 173369 61.97 

I 2001/02 278471 108752 39.05 169719 60.95 

Source: Economic Survey, 200212003, Ministry of Finance (MOF), His Majesty's Government 

of Nepal (HMG!N) 



...J 
c( 
a.. 
w 
z 
z 
a.. 
c 
(!) 
...J 

~ 
::J 
~ 
...J 
::J 
0 
ii: 
(!) 

~ 
z 
0 
z 
c 
z 
c( 

...J .......... a_ 

~~ 0 
::J;:: C) 

~0 a_ 0.::: 
...Jo 0 C) 
::JN C) <( 
0' 0.::: z - ...... 
o::m C) 0 (!)...._ 

cra5 <( z 
(!)m 

[] II 
z:S 
~ 
0 
:I: 
U) 

:!: 
c( 
0:: 
(!) 
c( 

0 
0:: 
c( 
m 
w 
...J 
a.. 
t= 
...J 
::l 
:!: .. 
~ 

N 
w 
0:: 
::J 
(!) 
u:: 

0 0 0 
0 0 0 
0 0 0 
0 0 0 
0 CXl co 
N ...... ..-

-- -"', '- _,=- ' 
;: _:- _·,:,- "~~~~ c_;._ ----- ' --- - -- ~- - --

0 0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
0 0 0 0 0 0 0 
"<t" N 0 CXl co "<t" N ..- ..- ..-

UO!IJ!W U! · s~ 

37 

ZO\J.OOZ 

J.O\OOOZ 

00\666J. 

66\866J. 

86\l661. 

0::: 
l6\966J. ~ 

>-

96\9661. 

S6\t661. 

t6\£66J. 

£6\Z661. 

Z6/1.661. 

1.610661. 



38 

Although gradually declining over the years, the agricultural sector still continues 

to be the dominant sector in the economy. In 2001/02, its contribution to GOP 

was 39.05 percent as compared to 46.49 percent in 1990/91 (Table 2.1 ). Even 

though the contribution of manufacturing sector increased from 6.96 percent in 

1990/91 to 8.94 percent in 2001/02 (Table 2.2), it did not reflect a large and 

diversified manufacturing sector. The growth rates of real GOP, agricultural GOP 

and non-agricultural GOP between 1990/91 and 2001/02 have been presented in 

the table 2.2 and the figure 2.2 below. 

Table 2.2: Growth Rates of Real GDP, Agricultural GDP and Non-Agricultural GDP 
during 1990/91- 2001/02 

(At 1994/95 prices) 

(In percent) 

Fiscal Year Real-GOP Agricultural GOP Non-agricultural GOP 

1990/91 6.3 2.2 9.8 

1991/92 4.6 -1.2 9.1 

1992/93 2.9 -1.0 5.7 

1993/94 7.8 7.8 75 

1994/95 2.7 -0.9 5 1 

1995/96 5.4 3.7 6.5 

1996/97 4.8 4.2 5.2 

1997/98 3.3 0.8 4.7 

1998/99 4.3 2.8 5.6 

1999/00 6.1 4.9 6.8 

2000/01 4.7 5.5 4.3 

2001/02 -0.5 2.2 -2.1 

Average 4.34 2.58 5.68 

Source· Economic Survey, 2002103, MOF, HMG, Nepal 
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During the 12-year period between 1990/91 and 2001/02 the Nepalese economy 

seems to have grown, in real terms, at 4.3 percent per annum on the average. The 

annual growth rate, however, shows sharp fluctuations ranging between (-). 5 

percent to 7.8 percent (Table 2.2). In 1993/94 the growth rate peaked 7.8 percent 

This high growth rate was not, however, maintained in the subsequent years. The 

major factor contributing to high growth rate in 1993/94 was satisfactory growth both 

in the agricultural as well as non-agricultural sectors. In 1993/94, the agricultural 

sector had grown by 7.8 percent and the non-agricultural sector by 7.5 percent 

respectively. In 1994/95 the negative growth rate in the agricultural sector and 

declined rate of growth in non-agricultural sector pulled down the overall rate of 

growth to 2.7 percent Due to various internal and external reasons, the years after 

1993/94 except 1999/00 could not appear as successful years from the perspective 

of peace, security and development. 

2.3.2 Sectoral Composition of GOP 

The sectoral composition of GOP is presented in the table 2.3 and figure 2.3 below 

Table 2.3: Sectoral Composition of GOP 

(1990/91-2000/01) 

(At constant prices of 1994/95) 

(In percent) 

S.N. Description 1990/91 2001/2002 

1 Agriculture, Fisheries and Forestry 46.49 39.05 

2 Mining and Quarrying 0.53 0.56 

3 Manufacturing 6.96 8.94 

4 Electricity, Gas and Water 1.42 1.61 

5 Construction 10.45 11.62 

6 Trade, Restaurant, and Hotel 10.69 10.14 

7 Transport, Communication and Storage, 5.67 7.63 

I 8 Finance and real state 9.52 10.20 

9 Community and social service 8.27 10.25 

Total 100 100 

Source· Economic survey, 2002/2003, MOF, HMG, Nepal 
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Figure 2.3 PIE CHARTS SHOWING SECTORAL COMPOSITION OF GOP 
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The above table 2.3 and figure 2.3 exhibit that the share of agriculture in the total 

GDP declined by 8. 7 percent during the year 1990/91 to 2001/2002. Agriculture is 

still the leading sector in Nepalese economy. All other sectors' contribution has been 

increased to some extent. 

2.3.3 The Industrial Sector 

Industrial development is the key to rapid economic progress of a country. 

Industrialization not only provides opportunity for employment and produces other 

amenities of life, but it also helps accelerate the development of other sectors of the 

economy. Industry provides employment, relieves population pressure on land, 

raises living standards of the people, develops technological and managerial skills, 

and enables export development and import substitution. 

The total contribution of the industrial sector to the economy remains negligible, 

estimated to be around 10 percent of GDP (MOF: 2001/2002). Although growth in the 

industry sector has been generally higher than in agriculture, its growth rate is also 

subject to wide year-to-year fluctuations. The industrial base is very narrow, and its 
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development is constrained by inadequate infrastructures, a small domestic market, 

high transport costs and a low domestic savings rate. 

2.3.4 Tourism Industry 

There is an unlimited potential of development of tourism industry in Nepal due to its 

natural beauties, geographical diversities and cultural and artistic heritages. Nepal 

has become the destination of tourists all over the world due to the existence of 

world's highest mountain Mt. Everest and other peaks, temple of Lord Pashupatinath, 

birthplace of Lord Buddha, a number of lakes and rivers and a number of natural and 

cultural values. Ample scope of study and observation of various cultural heritages 

also attract tourists. So tourism has been an industry of comparative advantage and 

it has contributed to growth in employment and income generation as well as to 

improve balance of payment of the country. 

2.3;5 Income and Expenditure by Deciles 

The income and expenditure by deciles group is presented in table 2.4 below: 

Table 2.4: Income and Expenditure by Deciles (1996) 

Deciles I Average per % of Average per capita %of Surplus/deficit % I capita income 
APC expenditure (Rs) APE of income HHS (Rs.) 

i 1309 1.7 2152 I 3.2 -64.4 

ii 2731 3.6 2987 I 4.4 -9.4 ' 

I 

iii 3493 4.5 3608 5.0 -3.3 

iv 4199 5.5 4178 6.4 0.0 

v 4932 6.4 4777 7.0 3.1 

vi 5865 7.6 5506 8.1 6.1 

vii 6990 9.1 6483 9.6 7.2 

viii 8723 11.3 7812 
I 

11.4 10.4 

ix 11,774 15.3 10220 ! 15.1 13.2 

X 26873 34.9 20263 I 29.8 24.6 

j Average 7,690 - 6,799 - 11.6. 

Source: Nepal Living Standard Survey (NLSS}, CBS, 1996 

Note: - HHS = household size; APC = average per capita income, APE= average per capita 
expenditure 
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The table 2.4 exhibits that top 10 percent of Nepalese people are enjoying 21 times 

more income than the bottom (poor) 10 percent. On the expenditure side top deciles 

spent about nine times more than the bottom deciles. The income distribution pattern 

reveals the existence of acute inequality in Nepalese income distribution, as bottom 

10 percent people are enjoying only 1. 7 percent of total income, while top 10 percent 

are enjoying almost 35 percent of total income. 

2.3.6 Average Annual Income by Selected Characteristics 

The average annual income by selected characteristics is presented in table 2.5 

below. 

Table 2.5: Average Annual Income by Selected Characteristics 

(1 996) 

Characteristics Average per capita income 

Poor 3,169 

Non Poor 11,344 

Marginal (land) Holder 6,673 

Small Holder 6,297 

Medium Holder 7,150 

Large Holder 9,156 

Rural 7,075 

Urban 16,118 

Mountains 5,538 

Hills 8,433 

Terai 7,322 

Nepal 7,690 

Source: Nepal Living Standard Survey, CBS, 1996 

(In Rs.) 

The table 2.5 clearly shows; who gets how much. Poor people's average income was 

only Rs.3, 169 per year (Rs. 8.70 per day) while non-poor people's average income 

p_er year was Rs.11, 344 (Rs. 165 per day). The table also shows the rural-urban 

differences in income distribution. Rural people's average annual income was Rs. 

7,075 (Rs.19.40 per day) and that of urban people was Rs. 16,118 (Rs.44.20 per day). 
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2.3. 7 Transport 

It plays an important role in the development of Transport is an important physical 

infrastructure. other sectors of the economy. Its development directly influences the 

development of agriculture, industry, commerce, education and health. This sector 

was accorded topmost priority from the initiation of economic planning. Hence, 

tremendous achievements were made in this sector. Despite this, 14 districts and 18 

district headquarters of the country still do not have access to roads. In the remote 

areas, the means of transport are still traditional such as men, horses, and mules. 

The transport cost is high due to the lack of modern means of transport. It has 

become extremely difficult to transport the heavy constructional materials and 

machinery to these areas. The means of transport in Nepal are road, trolley bus (now 

not in operation), airways, ropeways and railway. 

2.3.8 Communication Services 

For the transformation of information and knowledge, communication services could 

play the lead role. Communication is considered as an essential infrastructure for the 

overal_l development of an economy. In Nepal, varieties of communication media are 

in operation including highly powerful and modern high-tech electronic media (Fax, 

Telephone, E-mail, Internet etc.) to very traditional, but still important, postal services. 

The role-played by such communication media to general public in providing healthy, 

independent and impartial information and knowledge is valuable. 

2.3.9 Foreign Trade 

India and China are the traditional trading partners of Nepal. Before 1950, Nepal's 

foreign trade was confined only to India. There was n~glible trade transaction 

between Nepal and autonomous region of China, Tibet. Nepal's trade with overseas 

countries started only from 1956, with the launching of First Five Year Plan. Nepal 

pursued trade diversification policy since early 1960's, which got momentum from 

Fourth Five Year Plan. Nepal turned to open market economy and since then Nepal 

has adopted the policy of liberalization of foreign trade. 

2.3.1 0 Growth Trends of Foreign Trade 

The growth trends of foreign trade of Nepal have been increasing year after year 

leaving a huge amount of trade deficit. Export and import both have rapid growth 

trend. The growth trends of foreign trade of Nepal are presented in the table 2.6 and 

figure 2.4 below: 
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Table 2.6:Growth Trends of Foreign Trade of Nepal 

(Rs. in million) 

Fiscal year Total volume of Total export Total import Trade balance 
trade 

1974n5 2704.20 889.60 1814.60 -925.0 

1979/80 4735.60 1166.30 3569.30 -2403.0 

1984/85 10515.0 2746.40 7768.60 -5022.20 

1989/90 23526.50 5169.90 18356.0 -13186.60 

1994/95 81318.7 17,639.2 63,679.5 -46,040.3 

2000/01 171341 .3 55654.1 115687.2 -60033.10 

Source: Economic Survey, 2002/2003, MOF, HMG, Nepal .. 
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The table 2.6 and figure 2.4 show that the volume of trade is Increasing every year. 

The volume of trade in the fiscal year 1974/75 was just Rs. 2704.20 million. The 

volume of trade in 2000/01 was Rs. 171341 .3 million. The table shows that both 

exports and imports are in rising trend having wide gap of unfavourable trade 

balance. 
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2.3.11 Some Macro-Economic Indicators of the Nepalese Economy 

The following table 2.7 exhibits some important macro- economic indicators of Nepal 

for the three years 1990/91, 1995/96 and 1999/2000. 

Table 2.7: Important Macro-Economic Indicators of Nepal 

(1994/95 =1 00) 

1994/95 1999/00 

Consumption/GOP (%) 85.19 85.32 

lnvestmenUGDP (%) 25.20 23.38 

Gross Domestic Savings/GOP(%) 14.81 14.68 

Export /GOP(%) 24.22 23.85 

Import/GOP (%) 34.61 32.55 

Export/Import (ratio%) 0.70 0.73 

Per Capita GOP (In Nrs) 10930 16752 

Per Capita GNP (In Nrs) 11170 17333 

Per Capita GOP ($) "219 243 

Per Capita GNP ($) 224 251 

Source: Statistical Year Book of Nepal, 2001, CBS 

2001/02 

88.18 

24.59 

11.82 

16.07 

28.84 

0.56 

17800 

18577 

233 

244 

Table 2.7 exhibits that the percentage of consumption to-total GOP is very high and it 

is increasing in recent years. The table also shows that the rate of investment is also 

very low in Nepal. In terms of Nepalese currency, there was significant increment in 

GOP and GNP. In terms of US$ increase in GOP and GNP both remained very low. 

The difference in GOP/GNP growth rates based on Nepalese currency and US$ was 

mainly due to increase in price level and increase in exchange rate. 

2.4 Salient Features of Nepalese Economy 

Based on the information given above, and additional information presented below, 

the basic characteristics of Nepalese economy can be outlined as follows. 

Unfavourable Physical Factors 

Nepal is a landlocked country. It is about 700 miles away from the nearest sea. It has 

inhibited the country's capacity to conduct overseas trade and pursue independent 

foreign trade policy. The topography of the country is such that about 83 percent of 

the land surface of Nepal consists of mountains and hills. This has hindered the 

development of transport facility. This has also hindered the development of 

irrigation, hydropower development, agricultural development, industry and trade. 

Hence, the natural structure of the country is not favourable to the rapid development 

·of the country. 
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Low Income Per Capita 

The basic problem of Nepalese economy is its low-income syndrome. Comparison of 

per capita GNI among SAARC member countries justifies the statement. The GNI 

per capita of SAARC member countries are presented in the table 2.8 and figure 2.5 

below. 

Country 

Per capita 
GNI ($) 

Growth rate 
(1997 -2001) 

Table 2.8: SAARC Membes' GNI Per Capita 

(2001) 

Bangladesh India Nepal Pakistan Sri Lanka 

370 460 244 420 830 

5.2 4.5 5.9 3.4 2.5 

Bhutan Maldives 

640 2040 

7.0 7.0 

Source: World Development Indicators, Database, April 2002 

Figure 2.5 : SIMPLE BAR DIAGRAM SHOWING GNI PER CAPITA IN 
SAARC COUNTRIES (2001) 

2250~--------------------------------------------------~ 

2000 

1750 

1500 

: 1250 
::J 
~ 1000 

750 

500 

250 

0 

~ f...-t-~~ .p~ 
q_~ 

COUNTRY 

The table 2.8 and figure 2.5 clearly exhibits the lowest level of GNI per capita ($244) 

of Nepal among the SAARC member countries. 

Dominance of Agricultural Sector 

Agriculture has been the backbone of Nepalese economy. This sector provides 

employment to 80 percent of Nepalese people and its contribution in the national 

income is about 39 percent. The high employment (80 percent) but low share (39 
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percent) in GOP also indicates the low productivity of Nepalese agriculture. The table 

2.9 reveals the facts about Nepalese agriculture. 

Table 2.9: Structure of SAARC Countries Economy-2001 

Country Bangladesh India Nepal Pakistan Sri Lanka Bhutan Maldives 

Agriculture (%) 31 29 41.1 26 23 33.2 11.6 

Industry(%) 18 29 9.5 24 25 NA NA 
(Value-added) 

Source: World Development Indicators, Database, April 2002 

Nepalese agricultural sector contributed 41.1 percent in total value added in 2001 

which was the highest among the SAARC member countries. On the opposite side, 

the value added from industrial sector was only 9.5 percent, which was lower than 

the case of India, Pakistan and Sri Lanka. This implies the low industrial base in the 

economy. 

Highly Unequal Income Distribution 

Nepal's problem is not only its low-income status -but also high inequality in income 

distribution. Data from CBS -1996 revealed that bottom 10 percent (poorest of the 

Poor) received only 3.2 percent of total national income. On the contrary, top 10 

percent (richest 10 percent) enjoyed almost 35 percent of national income. The 

inequality in income distribution in Nepal is again high among the SAARC members. 

The distribution of income in the SAARC member countries is presented in the table 

2.10 below. 

Table 2.10: Distribution of Income in the SAARC Members 

(1995) 

Country Bangladesh India Nepal Pakistan Sri Lanka 

Lowest 10% 4.1 3.7 3.2 3.4 3.8 

Lowest 20% 9.4 8.5 7.6 8.4 8.9 

Highest 20% 37.9 42.6 44.8 39.7 39.3 

Highest 10% 23.7 28.4 29.8 25.2 25.2 

Gini coefficient(%) 28.3 33.8 36.7 31.2 30.1 

Source: World Development Report- 1997 

Note: Gini coefficient ranges from 0 to 1; 0 implies equal distribution and 1 implies extreme 
inequality. 
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The extent of inequality in income/consumption is measured by Gini 

coefficient(GC). GC in the case of Nepal was 0.367(36%), which was highest among 

the SAARC member countries implying that income inequality is highest in Nepal. 

The difference between the income shares by top 1 0 percent to bottom 1 0 percent 

was also highest in Nepal (29.8 - 3.2 = 26.6), which is another indicator of income 

inequality. 

Extreme Mass Poverty 

Due to the low income, about 42 percent Nepalese people are living below poverty 

line (Ninth plan). According to World Bank standard, a person earning less than one 

dollar a day is poor. By this criterion, about 53 percent Nepalese people are living 

below poverty line. Table 2.11 and figure 2.6 reveal the extent of poverty in SAARC 

member countries based on World Bank Standard. 

Country 

Poverty 

Table 2.11: Extent of Poverty in SAARC Region (1995) 

(Percent of people Living Below Poverty line) 

Bangladesh India Nepal Pakistan 

35.6 35.0 42.0 34.0 

Source: Statistical Year Book of Nepal 2003, CBS. 

Figure 2.6 : SIMPLE BAR DIAGRAM SHOWING EXTENT OF POVERTY 
IN SAARC MEMBER COUNTRIES (1995) 
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Table 2.11 and figure 2.5 exhibit that in Sri Lanka, people living with less than one 

US$ a day was only 4 percent in 1995, and this extent was 53.1 percent in !'Jepal. 

This ~~ests that majority of Nepali are living below poverty line. 
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Unfavourable Foreign Trade 

Foreign trade is regarded as the engine of economic growth. This is rarely true in 

case of Nepal. The volume of exports is far below the volume of imports (Table 2.6 

above). During the same period the percentage share of exports in the total trade 

had also changed. In 197 4/75 the percentage share of exports in total trade was 33 

percent, which decreased to 21.70 percent in 1994/95 and slightly increased in the 

fiscal year 1999/2000 (Table 2.12). 

Table 2.12: Volume of Foreign Trade in Percentage 

Fiscal Year Export% Import% Deficit% 

1974/75 32.89 67.11 34.22 

1979/80 24.56 75.44 50.88 

1984/85 26.11 73.89 47.78 

1989/90 21.97 78.03 

I 

56.06 

1994/95 21.70 
I 

78.30 56.6 
I 

1999/00 32.56 67.44 34.89 

2000/01 32.48 67.52 35.04 

Source: Economic Survey 1989/90 and 200212003, HMG, Nepal 

Consequently the percentage share of imports, which was 67.11 percent in 197 4/75, 

vulnerably, increased to 78.30 percent in 1994/95 and slightly decreased to 67.44 

percent in 1999/2000. This increasing share of imports in the total trade is 

responsible to increase the trade deficit by more than 49.7 times up to the fiscal year 

1994/95 and it increased to 59.8 times in the fiscal year 1999/2000. 

Low Tax- Revenue and High Foreign Aid 

Government tax revenue in Nepal is very low, and is always below 10 percent of 

GOP. Due to the low tax revenue, government budget deficit has been remained very 

high leading to excess borrowing from within and outside the country. Following table 

2.13 jointly reflects Nepal's position, among SAARC countries, in tax revenue and 

foreign aid. 
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Table 2.13: Government Tax Revenue and Foreign Aid as Percentage of GOP 
. (1995) 

Country India Nepal Pakistan Sri Lanka 

Tax revenue/GOP(%) 9.6 9.1 15.3 18.0 

Foreign aid/GOP (%) 0.8 10.9 3.1 5.1 I 
I 

Source: World Development Report, 1997. 

From the table 2.13 it is observed that, component of foreign aid was the highest 

(10.9 %) and share of tax revenue was the lowest (9."1%) in Nepal. Such type of 

adverse result is not observed in the case of other member countries. 

Domestic resource mobilization in Nepal has not been satisfactory. The 

revenue as a percentage of GOP remained at 11.1 percentage in FY 1998/99. The 

same ratio was recorded in FY 1997/98. The increasing resou~ce requirements for 

widening regular expenditure, repayment of debts, administrative overheads and 

other recurrent expenditure took away a proportion of the revenue consisting 82.5 

percent in FY 1997/98 and 84.8 percent in FY 1998/99. Consequently, revenue 

surplus could not meet the development expenditure. This reveals the trend of 

increasing foreign aid dependency of Nepal. 

High Population Growth 

The annual population growth rate of Nepal is 2.24 percent (CBS: 2002), which is 

higher as compared to other developing countries. lnter-censal population growth 

rates range between 2.05 and 2.24 (Table 2. "14 and figure 2.7). A declining mortality 

rate without a parallel decline in the fertility rate is a principal contributor to the high 

population growth in Nepal. 

Table 2.14: lnter-censal Population Growth Rates in Nepal 

(Percent Per annum) 

1961-1971 1971-81 I 1981-1991 1991-2001 
I 

2.05 2.62 I 2.08 2.24 
i 

Source: Statistical Year Book of Nepal, 2003, Central Bureau of Statistics 
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The crude death rate is 11.5 per thousand and the crude birth rate is 35.4 per 

thousand~ The average life expectancy has increased to 56 years. This has caused 

high pop.ulation growth in Nepal. 

Dualistic Economy 

Nepal has dualistic economy. This implies that Nepal on the one hand has market 

economy and subsistence economy on the other. The former can be found in urban 

areas and the latter in rural areas. The urban sector depends mostly on the modem 

sector whereas the rural sector depends mostly on agriculture. The urban sector 

enjoys the modem amenities whereas the rural sector is devoid of it. 

2.5 Agricultural Development Under Different Plans of Nepal 

Ruttan and Hayami (1985) analysed the agricultural productivity growth of 45 

countries, including both developed and developing countries, over the period 1960 

to 1980 and concluded that failure to invest in agriculture in rural areas limited the 

capacity of the agricultural sector to respond to the potential growth associated with 

industrialization. 

Morgan (1978) points out that the agricultural change cannot be understood by 

separating it from the general process of development. This is because through out 

most of the third world, the agriculture is a fundamental economic. activity, which has 

to respond to a variety of external and internal forces merely to ensure survival. 

Agricultural planning constitutes an important share of the national planning of a 

country In the case of Nepal where agriculture is heavily predominant, agricultural 

planning stands as a significant care· of the overall planning (Poudyal: 1983). 
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As agricultural activity in Nepal is not only a means of earning a livelihood but is 

also a way of life it is governed by a number of factors. There are so many economic 

factors as such institutional arrangements, human factors, and social structure, 

technical and organizational problems in order to formulate and operate the 

agricultural plan. The achievements in the agricultural sector of Nepal under different 

plans are explained below. 

The First Five-Year Plan (1956-1961) 

The first five-year plan came into operation in 1956 and ended in June 1961.The 

main purpose of this plan was to establish an institutional base for development and 

to collect data to formulate realistic plans in future by which it is clear that the First 

Plan did not directly put emphasis on agricultural development. The plan emphasized 

the utilization of raw materials and natural resources for productive purpose. 

The First Five Year Plan's total outlay was Rs.330 million. Out of the total 

outlay, only Rs.63.5 million or 19.24 percent of the total plan budget was allocated to 

develop agricultural sector. The implementation of the plan was constrained by a 

host of political, social and administrative factors. Yet it was a useful experiment in 

gaining planning experience (Shrestha and Agrawal: 1975). Thus, the total plan 

outlay could not materialize for agricultural development in actual practice. 

Under the agricultural programmes, emphasis was laid on the multiplication and 

dissemination of improved variety of seeds, seedling, introduction of new plants and 

protection activities, agricultural extension, village development co-operative 

societies, cadastral survey and land reforms. But little was done towards bringing 

new technology for agricultural development. The distribution of seeds etc., neither 

contributed much to the improvement of agriculture nor the research activities be 

disseminated to the different parts of the country (Pant: 1975). 

Second Three-Year Plan (1962/63-1964/65) 

The second plan came into operation in fiscal year 1962/63 and completed in 

1964/65.The main purpose of this plan was to complete projects, which were started 

during the first five-year plan. The priorities of the two plans did not differ much. 

However, the second plan gave more emphasis on industries, data collection and 

organizational reform. The role of private sector in economic development was 

acknowledged. During the second plan period some progress was made in the field 

of agricultural development. Among them the agricultural extension services that 



involved· distribution of improved seeds, chemical fertilizers and plant protection 

facilities, had a positive impact on Nepalese agricultural development. In 1964/65 

new varieties of paddy, wheat and maize were recommended for growing and 

farming. During the second plan period, emphasis was given to bring institutional 

changes in traditional agriculture in addition to attempting the implementation of land 

reform programmes initiated earlier. Land Reform Act of 1964 gave incentives to the 

cultivators for increasing agriculture production. 

As a result of different type of activities, agricultural output increased in the plan 

period. However, it was not satisfactory due to the bad weather conditions in the 

second year of the plan period. In the first and third year, weather conditions were 

normal. In cash crop, the expansion of processing units and the establishment of new 

factories encouraged the production of cash crops. 

The achievements in the plan were not satisfactory. There were many reasons 

for shortfall in the achievements of the plan. First, its financial output was estimated 

at current prices and did not make adequate allowances for prices. During the plan 

period, the over all price index increased by 24 percent by which it was difficult to 

calculate the plan target and its achievement. Second, number of projects was not 

practical and the administrative machinery was not yet well equipped for the 

formulation and efficient execution of development programmes. As a result 

production could not increase sufficiently. Again on the other side adequate attention 

was not given to manpower planning and the shortage of technical personnel proved 

to be hindrances for productive activity. 

The Third Five -Year Plan (1965 -1970) 

In the third plan, second priority was given to agricultural development, which 

envisaged increasing the production of food grains by 15 percent or from 3271 

thousand metric tons to 3276 thousand metric tons and that of cash crops by 73 

percent or from 225 thousand metric tons to 389 thousand metric tons. To fulfil this 

production target, areas under irrigation were to be increased by 312 thousand 

hectares. The plan envisaged a total outlay of Rs 2500 million of which Rs 17 40 

million was to be spent in the government sector, Rs 240 million in Panchayat sector 

and Rs 520 million in the private sector. 

In the third plan, it was recognized that for rapid rate of increase in production, it 

was necessary to use modern techniques. In accordance with the objectives of 
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modernizing agriculture, the third plan aimed at utilizing large quantities of chemical 

fertilizers. The chemical fertilizers amounting to 221 thousands metric tons were to 

be distributed to farmers and green manures and compost was to be supplied to 158 

thousand hectares of land. Improved seeds were to be distributed to 800 thousand 

hectares of land and 14 thousand hectares of additional land was to be brought 

under cultivation. Ten thousand pieces of agricultural implements and an additional 

credit amounting to Rs 440 million was to be supplied to agriculturists. Agriculture 

Supply Corporation to distribute fertilizers, tools and other inputs and Agriculture 

Development Bank to provide credit to farmers was to be established. The number 

of co-operative societies was to be increased from 461 to 1584. The Land Act 1964 

was to be extended over all the 75 districts (Shrestha and Agrawal: 1975). 

According to progress report of the Third Five Year Plan, the area utilizing 

improved seeds was only 13 percent of the targeted area and the use of chemical 

fertilizer was about 17 percent of the target. These achievements were not sufficient 

for agricultural development, but it can be said that these achievements helped 

improve agricultural situation tc:_:> some extent. The plan could not achieve the 

objective of increasing the food grain production by 15 percent and cash crops 

production by 73 percent. The Third Plan also created additional irrigation to the tune 

of 59090 hectares of land against the target of 148000 hectares of land which was 

only 39.93 percent of the target. 

Although the third five-year plan had provided some facilities for agricultural 

development, like the first two plans, this one also suffered from the shortage of well

prepared projects. Difficulties in the timely procurement of construction materials, 

equipment and agricultural inputs, such as chemical fertilizers, improved seeds and 

. credit to farmers continued to hamper its execution. 

The Fourth Five-Year Plan {1970-75) 

The fourth five-year plan came into operation in- July 1970.The main objective of the 

fourth plan was to increase the output from the farm. The development of agriculture 

got the second topmost priority in the fourth plan period. To meet increased domestic 

demands for food grains and to have a larger surplus for exports, the fourth plan 

fixed a target of increasing food grain production by 16 percent and cash crop 

production by 40 percent during the plan period. The plan aimed at generating a 

growth rate of 4 percent per annum in the economy. The fourth plan allocated 33.0 

percent of the total plan outlay for the development of agricultural sector. 
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· The expenditure had been earmarked for overhead investment, research 

extension, training, investment in irrigation, water control, aforestation, land 

reclamation, measures for insects and diseases control, agricultural credits, land 

reform and land administration. In the plan period more than 33 percent of increase 

in production was expected from the use of chemical fertilizer. But the target of 

agricultural inputs except improved seeds could not be fulfilled by more than 50 

percent of plan target. See table 2.15 for progress achieved during the fourth plan. 

Table 2.15: Review of Achievements during Fourth Five-Year Plan 

Particulars Unit Target of the Achieveme Percentage 
Fourth Plan nt of the 

target 

1.Area under Improved Seeds ha 4,72,000.0 4,16,675.0 88.27 

2. Use of chemical Fertilizer mt. 91,031.0 5,1 0,20.0 56.04 

3. Improved seeds mt. 11,118.0 7,462.0 67.11 
/ 

4. Insecticides and Pesticides Rs. 1846946.80 8,68,065.0 47.00 

5. Extension Irrigation ha. 1 ,83,632.0 54424.0 3.67 

6. Reclaimed Land ha. 25,000.0 6,652.0 29.60 

7. Agricultural Loan (Rs.) (crore) 47.0 21.33 45.39 

Source: Compiled from Fifth Plan and unpublished report of Food and Agriculture Marketing 

Services Department, Kathmandu, Nepal 

In the fourth plan period it was estimated to irrigate about 1,83,632 hectares of 

cultivated land but during the four years of the plan period only 54424.0 hectares 

(29.63 %) of cultivated land could be irrigated. As a result of it, only 9.57 percent in 

food grain and 10.22 percent cash crop production increased at the end of the fourth 

plan (MOF: 1976). During the fourth plan period about 470 million of credit was 

provided to the agricultural sector. As a result of these credit facilities, agricultural 

production increased to some extent. 

Again in the field of land reform, the Fourth Plan made some contribution during 

the plan period. Land reform programme was to be carried out mainly with the 

following objectives. 

1. To effectively implement the land reform programmes and give more incentives to 

the actual tillers. 

I 

I 
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2. To adequately provide agricultural loan, agricultural research, extension and 

publicity and bring about a better co-ordination between the land reform and 

other related programmes. 

3. To promote proper institutional organs to meet the above requirements of . 

farmers. 

Hence the progress of the Fourth Plan showed a big gap between the plan and 

performance. As the available information indicates, the progress, in major areas 

such as food grains, cash crops production and irrigation fell short of the planned 

targets by wide margins. 

The Fifth Five-Year Plan (1975-80) 

The fifth plan accorded topmost priority to the agricultural sector. The objectives and 

policies of agricultural development were basically the same as in the fourth plan. In 

order to ensure that farmers fully co-operate in the drive to raise production the year 

197 5/76 was declared as the "Agriculture Year". 

There was a campaign for encouraging farmers to use modern inputs and 

techniques, diversify cropping pattern and adopt multiple cropping patterns. Follow 

up programmes and measures were strongly emphasized to provide the needed 

services and facilities to the farmers .The targets and achievements of agricultural 

sector in the fifth plan are presented in the table 2.16 below. 

Table 2.16: Review of Achievements in the Agriculture Sector during Fifth Plan 

\ Particulars Target Achievement ~chievement in % 

I GOP growth rate 5% 2.2% 44 

I Agricultural Production (Annual growth rate) 3.5% 1.1% 31.4 

!Irrigation (In '000' ha) 146 95.4 65.3 
! 

i 
I Improved seeds distribution (In '000' m.t.) 19.1 12.2 63.8 
! 

i i Chemical fertilizers distribution (In '000') m.t. 162.9 84.1 51.6 

I 

1 Agricultural Credit (In Crore) 142.31 97.86 68.7 

Source.· Sixth Plan, National Planning Commission, Kathmandu, Nepal. 

The table 2.16 indicates that the physical achievements in the fifth plan were not 

encouraging. 

I 
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Sixth Five-Year Plan (1980/81-1984/85) 

The Sixth plan placed the top priority to the agricultural sector with 35.0 percent of 

the total outlays. Other sectors were given low priorities as compared to the 

agriculture sector. The reasons for the highest priority given to agricultural sector with 

the long-term objectives were as under: -

1. To increase the production of food grains (cereals) fruits and live stock products 

in proportion to the needs of nutritious food for the growing population. 

2. To make the supply of various raw materials to agro-based industries and to 

provide the employment opportunities. 

3. To remove the inter-regional and zonal imbalance and to strengthen production. 

The targets of production of cereals (food grains) and the cash crops were to achieve 

2.8 percent and 3.8 percent during the Sixth Plan period. During the 6th plan the . 

annual target for industrial production was 10 percent The target and achievements 

in the agricultural sector and non-agricultural sector are presented in the table 2.17 

below. 

Table 2.17:Targets and Achievements during the Sixth Plan Period 

(In percent) 

I Target/Achievement Agricultural Non-agricultural Total Per capita 
sector sector GOP income 

Target 3.2 5.6 4.3 2.0 

L Achievement 4.7 4.0 4.4 1.7 

Source: - 7th Plan, Page 7 

There was 0.1 percent more increase in the total GOP than the target in the sixth 

plan. But the per capita income could not increase to the targeted level. 

During the Sixth Plan period there was an increase in the production of cereals 

by 6.2 perce;:nt and the production of the cash, crops by 4.3 percent The overall 

increase in the main crops was by 5.9 percent The achievements in the production 

of cereals over the target were made by 20.2 percent due to an extraordinary 

increase in production during the year 1983/84. The decline in the production of jute 

was due to fall in the price of jute in the international market which made the jute 

growers to receive the low price for their jute product Yet the production of cash 
' 

crops was above the target In comparison to the target of annual increase in the 
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production of cereals by 2.8 percent, except during the year 1982/83 and 1984/85; 

there was more increase in the production in cereals than the targets were made. 

There was an adverse effect on the production of cereals during the year 1982/83 

due to low rain, which caus~d a decline in the production of cereals by 10.2 percent. 

Similarly there was an adverse effect in the production of cash crops in the year 

1983/84 due to the late rain in the country. 

It was estimated that the production of cash crops would exceed the target and 

would increase by 4.3 percent annually. But during the year of 1983/84 the 

production of cash crops declined by 3.7 percent. The main reason for the decline 

was the decrease in the sugarcane and jute production. There was an increase in the 

production of cash crops by 12.9 percent during the year 1984/85 (7th plan progress 

document). 

During the sixth plan period additional irrigation facilities were extended to 

140191 hectares (60 %) against the target of 233482 hectares and agricultural credit 

was disbursed amounting Rs. 174.08 crores (99.8 %) as against the target of Rs. 

174.41 crores. 

The 7th Five-Year Plan (1985/86 -1990/91) 

The average annual rate of growth of Gross Domestic Product during the 7th 

plan period is presented in the table 2.18 below. 

Table 2.18: Gross Domestic Product under 7th Plan 

(1985/86 - 1990/91) 

(At 1984/85 constant prices) 

Sector Average growth of GOP in 
percentage 

Agriculture sector 3.5 

Non -agriculture sector 5.7 

GOP 4.5 

Source: - 7th Plan Progress, page 87. 

The above table 2.18 shows that the seventh plan set a target of achieving 4.5 

percent growth of gross domestic product by the end of the plan period. To attain the 

target the annual growth of the sector was set at 3.5 percent and that of the non

agricultural sector at 5.7 percent 
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In the context of tl;le targeted objectives, the 7th Plan allocated the resources in order 

of priorities. ~'ne agricultural sector including Irrigation and the forest was given the 
/ 

top prioJtc{. The fundamental reason for assigning high priority to the agricultural 
/ 

s:_st:of was the important role, which this sector could play in accelerating the growth 
/'"'" 

/. of national product. 

The following table 2.19 shows the productivity of major food grains and cash 

crops during the seventh plan period. 

Table 2.19:Productivity of Some Major Food Grains and Cash Crops in the 
Seventh Plan 

(In m.t/ha.) 

Crops Target Progress Percentage increase 

Food Grains 2.122 1.826 86.05 

Paddy 2.687 2.366 88.05 

Maize 1.618 1.599 98.83 

I Wh·eat 1.599 1.415 88.49 
I 

Millet 0.971 1.162 119.67 

Cash Crops 6.365 6.385 100.3 

Sugarcane 28.600 31.375 109.70 

Oilseeds 0.740 0.638 86.22 

Tobacco 0.820 0.867 105.73 

Jute N.A. 2.207 N.A. 

Source· Progress Report of Seventh Plan. 

Studying the productivity level except millet under food grains and sugarcane and 

tobacco under cash crops the productivity of other crops was not in accordance with 

the targets. 

During the plan period the increase in total production in agriculture was not due 

to increase in the productivity but due to the increase in the area of cultivated land 

(Progress report of 71
h plan). By analysing the statistics of the past 15 years it could 

be observed that in comparison to the area under food production in the year 

1975/76 the cultivated land increased by 40.6 percent while the productivity 
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increased only by 7.3 percent. During the seventh plan 190337 additional irrigational 

facilities were extended to 190337 hectares (77.9 %) as against the target of 244411 

hectares in the year 1990/91. 

The Eighth Plan (1992-1997) 

After the restoration of multiparty democracy in 1990, there was another plan holiday 

of two years (1990-1992). Then in the year 1992, the eighth plan was started. It had 

the following three objectives; 

• Sustainable Economic Growth 

o Poverty Alleviation and 

• Reduction of regional imbalances 

The amount earmarked for the Eighth Plan increased by almost 3-fold compared to 

the previous plan. This was conceived not as expenditure but as investment. The 

total plan outlay of this plan was Rs 170,332 million. The outlay allocated to 

agricultural sector during the plan was Rs.4837.6 million which was 25.8 percent of 

the total outlay. · 

During the plan period the growth in the agricultural sector was at the rate of 3.0 

percent and that of non-agricultural sector was 6.3 percent (Ninth plan). The 

productivity of some major food grains and cash crops during the Eighth Plan is 

presented in the table 2.20 below: 

Table 2.20: Productivity of Some Major Food Grains and Cash Crops During 
the Eighth Plan 

m .. per a ( t h ) 
Crop Target Base year Productivity %Increase/ %Increase/ 

for 1992/93 1997/98 decrease in decrease in 
1997/98 comparison to comparison to 

target base Year 

Food Grains - - - - -

Paddy 2.846 2.28 2.46 -13.56 I 7.89 

Maize 1.939 1.59 1.66 -14.39 4.40 

I Wheat 2.045 1.36 1.59 -22.25 I 16.91 

Millet 1.140 1.15 1.11 -2.63 -3.48 

Cash CrDjJ_S - - - - -

Sugarcane 38.250 34.52 35.14 -8.13 -1.76 

Tobacco 0.990 0.92 0.79 -20.20 -14.14 

Jute 1.404 1.27 1.27 -9.54 I 0.0 

Oilseeds 0.906 0.57 0.66 -0.27 15.79 

Source: Ninth Plan Document, HMG, NPC 
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During the Eighth Plan agriculture sector grew by 3.0 percent against the plan 

target of 3. 7 percent. The table 2.20 above shows that the plan failed to achieve the 

productivity targets set for food grains and cash crops although there was increase in 

the productivity of other crops except sugarcane, tobacco and jute. The productivity 

of food grains and cash crops showed poor performance in the agricultural sector. 

Ninth Five-Year Plan (1997-2002) 

The strategy of the Ninth Plan was "integrated development of agriculture and 

forestry sectors and high, sustainable and poverty alleviation-oriented economic 

growth with a focus on those sectors" (NPC 1998; p. 73). The plan sought to achieve 

high economic growth through effective implementation of the agriculture Perspective 

Plan by increasing agricultural productivity by "guaranteeing the safety of land 

ownership, giving the landless access to land, extending land ownership, and 

alleviating poverty through the promotion of economic growth and employment by 

establishing, developing and expanding agro-based industries" (Ibid.). 

Agriculture in the Ninth Plan 

The objectives in the agricultural sector in the Ninth Plan were as follows. 

i. Poverty alleviation through increased productivity of resources and inputs; 

ii. Prevention of adverse environmental impacts of external (purchased) natural 

resources through their balanced use; 

iii. Promotion of agro-based industries and industrialization through diversification 

and commercialisation of agriculture; 

1v. Enhancing women's participatory role in agricultural development and develop 

their leadership in productive activities; and 

v. Improve the people's nutritional level and food security through the Production 

of food and nutritive products. 

The total development expenditure of the Ninth Plan was Rs.18958.0 crore. Of 

this total development expenditure highest 33.0 percent was allocated to social 

service, followed by agriculture, irrigation and forest, 27.05 percent, electricity 18.0 

percent and transport and communication 17.54 percent. Likewise, 1.54 percent was 

allocated to trade and tourism, 0.84 percent to industry and 0.85 percent to 

miscellaneous. 
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Achievements in the Ninth Plan in the Agricultural Sector 

Crop production has proved to be inconsistent and erratic so far. Annual increase in 

production so far did not exceed 1.9 percent in paddy as the target was 6.21 percent, 

3.8 percent in maize as the target was 4.04, 8.5 percent in wheat as the target was 

4.25 percent, 2.1 percent in millet as the target was 0.8 percent. In cash crops, there 

has been an annual increase in production up to 14.8 percent as the target was 5.30 

percent, 10.1 percent in oilseeds, 7.1 percent in jute and 16.7 percent in potato. The 

target to extend irrigation facilities was 349.4 thousand hectares but irrigation 

facilities was extended to only 72,112 hectares. 

The ninth plan also failed to achieve the target of increasing the growth rate of 

GOP in the agricultural sector, which came out to be only 3.2 percent against the 

target of 4.0 percent. 

2.6 Growth Performance of Agriculture Sector 

· Despite the increasing expenditure in agricultural sector the performance of 

agricultural sector is not satisfactory .The performance of agriculture in terms of 

average growth of GOP is presented in the table 2.21 below: 

Table 2.21: Average GOP Growth Under the Five-Year Plans of Nepal 

(1965/66 -2002/03) 

Periodic Plans 
Agricultural Non-Agricultural Total GOP % Contribution of 

Sector Sector Growth Agriculture to GOP 

Third Plan 2.9 2.4 2.7 69.25 
' 

Fourth Plan 1.5 2.2 1.8 69.70 

Fifth Plan -1.1 9.0 2.3 58.76 

Sixth Plan 5.1 2.1 4.0 59.20 

Seventh Plan 5.7 2.9 4.6 47.68 

Eighth Plan 3.0 6.3 51 . 40.48 

Ninth Plan) 4.0 7.3 3.2 36.31 

Source:. Economic Surveys, Ministry of Finance, HMG/N and Future of Nepalese Economy, 

NEFAS,1993 

The GOP growth rates were largely influenced by the changes 1n agricultural 

production. The agricultural sector instead of playing the role of a leading sector 

remains even today a lagging sector. The poor performance of the agricultural sector 

is conspicuous by low productivity and low production. Wide fluctuations from plan to 
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plan indicate the decisive role of unpredictable weather in agricultural production. 

The average annual growth rates of agricultural production during the third and fourth 

plan periods were 2.9 percent and 1.5 percent respectively. The fifth plan was the 

victim of the worst monsoon, causing serious decline in agricultural production. 

The relatively higher growth rates of GOP during the sixth, seventh, eighth and 

ninth plan periods were largely the result of better performance in the agricultural 

sector due to favourable weather. In the above table 2.21 we see that the average 

rates growth of agricultural sector was lower in most of the plan periods compared to 

the non-agricultural sector, which shows poor performance of this sector 

2.7 Current Land Reform Measures in Nepal 

The current Land Reform Programme (LRP) of the country is based on Land Act 

1964 and its amendments made so far. The Act has been brought into force as a 

comprehensive legislative measure abrogating all the previous Acts. It emphasizes 

the consideration of basic institutional requirements for land reforms and accelerating 

the pace of economic development. The Act aims at ensuring the cultivators a fair 

share of their production without any sort of exploitation. The program was 

implemented in three phases, viz, 16 districts in 1964, 25 districts in 1965 and then 

34 districts in 1966. 

In order to achieve the specific objectives of the programme the main provisions 

of the act are: Abolition of zamindari system, security of tenancy rights, acquisition of 

surplus land and its distribution, fixing of rent at not more than 50 percent of output 

and fixation of interest rate at not more than 10 percent per annum etc. A scheme of 

compulsory savings was also introduced for this purpose. (Regmi: 1978). 

2.7.1 Performance of the Current Land Reform Measures in Nepal Acquisition 
of Land 

The land distribution pattern reflects a highly skewed concentration of land in the 

hands of a few people even after the implementation of the programme. 



Table 2.22: Land Distribution Pattern -Census 1991/92 and 2001/02 

(In Percent) 

Size of the Number of Area of holdings Number of Area of holdings 
holding holdings 1991/92 1991/92 holdings 2001/02 2001/02 

Under 1ha 69.5 30.5 74.15 38.88 

1-2 19.6 27.6 17.5 29.84 

2-3 6.2 15.4 4.67 13.99 

3-4 2.2 7.8 1.53 6.62 

4-5 
i 

1.1 4.8 0.60 3.36 

5-10 1.2 8.1 0.64 5.27 

10 and over 0.3 5.8 0.12 2.04 
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Source: National Sample Census of Agriculture, 1992 and National Census of Agriculture, 

2001/02, CBS 

The table 2.22 above shows that 69.5 percent of the landholder held only 30.5 

percent of the total land cultivated in the year 1991/92 and 7 4.15 percent of land 

holder held only 38.88 percent of the total cultivated in the kingdom. The average 

size of land holding of the majority of the people was less than one hectare in the 

year 1991/92 and the same was found in the year 2001/02. 19.6 percent of people 

held 27.6 percent of the total cultivated land with the size of 1-2 hectare in the year 

1991/92 and 17.5 percent of people held 29.84 percent of total cultivated land with 

the size 1-2 hectare in the year 2001/02. Whereas only 1.2 percent of the families in 

the year 1991/92 and 0.64 percent of the families in the year 2001/02 with size 5-10 

hectares held 8.1 percent and 5.27 percent respectively. The table shows that land 

distribution pattern has not significantly changed after the implementation of the land 

reform measures. 

The act, initially implemented in 16 districts, covered the entire country by 1966. 

Landowners were informed well ahead of time when the act would be effective. Such 

prior information and phase-wise implementation of the act allowed ample time for 

the large landowners to redistribute surplus land above the ceiling among their near 

and distant relatives or conceal their actual possessions. In retrospect, it could be 

said that the state allowed this in order to protect the interests of the landed gentry, 

while at the same time trying to project a populist image of a regime concerned about 

the welfare of the majority poor mass comprising landless households, small holders 

and tenants who depended on the large landowners. 
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The objective to redistribute land among the landless and smallholder peasants 

appeared noble on the surface. However, due to the above-mentioned reasons, the 

state could identify and redistribute only 1.5 percent (29, 124 hectares) of the total 

agricultural land. This appears to be an insignificant achievement in view of the fact 

that about one-fourth of the farmers at that time were pure or mixed tenants (Sijapati: 

1992). 

2. 7.2 Security of Tenants 

Agriculture Census of 1961 showed that the tenant farmers were recorded at 40.4 

percent and the area cultivated by them was 25 percent of the total agricultural land 

at that time. After implementation of LRP, by 1981, Agriculture Census 1981 

recorded tenancy, which fell sharply to 8.2 percent, and land under tenancy, fell to 

4.5 percent. Earlier the tenants were made legally eligible to claim one-fourth, which 

has now been amended to one-half share of the land they are tilling. Landowners 

through legal loopholes and other measures have been evicting the tenants. 

2.7;3 Increase in Productivity 

Similarly, the programme failed to increase agricultural productivity in the absence of 

better innovations, initiatives and good governance. The productivity indices of food 

crops have almost constant with a slow growth in cash crops. Assuming 1974/75 as 

the base year, the average yield of major food crops like paddy, Wheat, barley and 

millet was 119.2 in 1999/2000, while that of major cash crops went up to 289.9 during 

the same period. Similarly the Compulsory Saving Scheme had to be postponed only 

after two years of its execution amidst misadministration and public protest. 

2.8 Chapter Summary 

The main problem in economic development in Nepal is related to the agricultural 

sector. The major areas of policy concern, at least in the initial stage of economic 

development, such as level of income, investment and capital formation employment, 

income distribution, balance of payment, weigh, therefore, heavily on the 

performance of this sector. 

Nepal's development plans have recognised progress in the agricultural sector 

as a strategic element in the development process. But the examination of the 

progress during different plan periods is not satisfactory. The targeted rates of growth 

were not met during most of the plan periods. The targeted rate of growth in 

agriculture depends on the performance of the individual farmer, which in turn, 
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depends on the methods and practices followed in farming and on the facilities 

provided by the community and the Government to the farmers. 

The programme for increasing productivity implies that there is excess capacity 

or that there exists a gap between the realised and potential output in agriculture and 

that the use of better inputs and management practices make the gap between the 

actual and potential output narrower. 

But the question here is how to change the traditional farming practice of the 

Nepalese farmers living in the vicious circle of poverty. The Nepalese marginal and 

small farmers have very small capacity to save as a result of low level of income. 

Farmers must spend additional sum of money on improved seeds, fertilizers and 

implements to increase production. This leads to the careful study of the demand for 

credit of farmers and the need of agricultural credit institutions as a means of making 

credit available to increase the rate of agricultural development. 

This is not meant, however, to imply that provision of credit will solve the problem 

of agricultural development. Agricultural development depends along with the 

availability of capital or credit, on the nature a·nd extent of the institutional and 

structural problems and access to modern technology and knowledge. If there are 

defects in the institutional arrangements, if structural impediments exist and if there is 

lack of knowledge, credit itself cannot solve the problem of agricultural development. 

Nevertheless, credit becomes an essential factor if an integrated approach to 

development is to succeed. 
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CHAPTER- Ill 

AGRO- ECONOMIC SITUATION OF THE STUDY AREA 

3.1 Introduction 

The purpose of this chapter is to examine the major agro-economic characteristics of 

different class size of farms in the sampled area depending upon the level of 

development. This chapter is based on the primary data collected by us with a 

purpose to study different aspects of farmers in agricultural sector on a comparative 

basis which is considered to be relevant to examine the credit needs of different 

class size of farmers living in different areas. 

3.2 Characteristics of Nepalese Agriculture 

Agriculture has been the main occupation of the Nepalese people. About 80 percent 

employment ·opportunities are provided through this sector (CBS: 2001 ). Contribution 

of agricultural sector in total GOP is about 3~ percent. About 18 percent of the total 

area of the country is under cultivation. Per capita holding area is only 0.15 hectare 

Every holder has, on the average, about 3.3 plots of land holding and average size of 

each plot is 0.24 hectare These information are based on National Census of 

Agriculture, Nepal (2001 /2002). Some important characteristics of Nepalese 

agriculture are discussed below. 

Number and Area of Holdings 

The National Census of Agriculture of Nepal (NCAN) 2001/02, enumerated 364,139 

holdings all over the country with a total area of holdings of 2.65 million hectares 

comprising almost 11 million of parcels of land. The average area per holding in 

2001/02 was 0. 789 hectares and the average number of parcels per holding was 3.3. 

Hill ecological belt registered the highest number of holdings consisting of 47.2 

percent of all holdings followed by Terai with about 44 percent of all holdings in the 

country. Mountain ecological belt has less than 300 thousand holdings but reported 

the highest average number of parcels at 4 per holding and second to the highest 

average area per holding, which is 0.733 hectares. On the other hand, Terai reported 

the biggest total area of holdings of 1.4 million hectares, which is approximately 52.6 
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per cent of the total area of agricultural holdings in the country. Thus, Terai as an 

ecological belt plays a major role in the development of agriculture in Nepal. 

Among the development regions, Central Development Region got the biggest 

share of the total number of holdings having 30.8 percent of the total holdings of the 

country, followed by Eastern Development Region where 24 percent of the holdings 

was found. However, in terms of area, Eastern Development Region shares the 

biggest with almost 30 percent of the total area of holdings, followed by Central 

Development Region with a share of 28.3 percent. 

Among districts, Morang reported the highest number of holdings, largest total 

area of all holdings as well as the average area per holding. The total number of 

holdings in Morang district was found to be 115,162 and the average area per 

holding was 1.012. Second in rank in importance both in area and the number of 

holdings is the district of Jhapa. Both of these districts belong to the Eastern Terai. 

Distribution of Holdings by Size 

Table 3.1: Land DistributioR by Farm Size in Nepal, 2001 

Size of Holdings Number of holdings Total area (%) 
I 

Hectares % I 

No land 26,700 0.79 118.2 0.01 

Holdings with land 3,337.439 99.21 2,653,918.9 99.99 

Below 1 ha 2,494,593 74.15 103,1825.9 38.88 

1-2 ha 588,649 17.50 791,965.0 29.84 

2-3 ha 157,026 4.67 371,223.0 13.99 

3-4 ha 51,573 1.53 175,690.5 6.62 

4-5 ha 20,241 0.60 89,257.5 3.36 

5 ha and over 25,358 0.75 193,956.9 7.31 

Source. National Sample Census of Agriculture, 2001/2002, CBS 

Table 3.1 shows the distribution of holdings by size. It is shown that the holding 

size is decreasing. In 2001/02 about 74 percent of the total holdings is less than one 

hectare in size compared with only 68.6 percent in 1991/92 (NSCA: 1991/92) It is 

heartening to note that, the holdings with no land had decreased in proportion from 
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1.17 percent in 1991/92 to only 0.79 percent in 2001/02. In contrast, holdings with 5 

hectares and over have decreased from 1.47 percent in 1991/92 to only 0.75 percent 

in 2001/02. 

The table 3.1 also indicates that land distribution in Nepal is highly skewed. There 

are large numbers of marginal and small farmers. About 92 percent of marginal and 

small farmers operate on 68.72 per cent of the total area whereas only 8 per cent 

medium and large farmers operate on 31.28 percent of the total area. 

Comparative Data on Holdings-Censuses of Agriculture: 1961-2001 

Comparative data on land holdings, area of holdings, average holding size and 

fragmentation of land are presented in the following table 3.2 

Table 3.2: Comparative Data on Holdings in Nepal, 1961-2001 

Census Years 

Category 1961/62 1971/72 1981/82 1991/92 2001/02 

Total holdings (000) 1540 1721.2 2194 2736.1 3364.1 

%Increase - 11.77 27.47 24.71 22.95 

Area of holdings (000) ha 1685.4 1654.0 2463.7 2597.4 2654.0 

% Increase/decrease - - 1.86 48.95 5.43 2.18 

Average holding size (ha) 1.11 0.97 1 13 0.96 0.79 

%Increase/decrease - - 12.61 16.49 -15.04 - 17.81 

Number of parcels (000) 10318 12282.5 9516.4 10806.2 10987.4 

% Increase/decrease - 19.04 -22.52 13.55 1.68 

Average parcel per holding 6.8 7.2 4.4 4.0 3.3 

Source: Ibid 

There was an increase in the number of holdings between 1991/92 and 2001/02 by 

22.95 percent. However, this increase has decelerated 

Area of Holdings 

The total area of holdings showed an increase in 2001/02 if compared with the trend 

between 1981 and 1991. The increase in the area of holdings in 2001/02 is also 

decelerating compared to the 1991/1992. 
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Size Average Holding 

The average size of land holding has been decreasing since 19891/92 by 15 percent 

over 1981/82 and 17.8 percent between1991/92 and 2001/02. This is expected when 

there are an increasing number of holdings without the corresponding increase in 

land area. 

Fragmentation 

(a) Number of parcels- there was a minimal increase in the number of parcels 

by 1.68 percent in 2001 over 1991 compared with an increase of 13.55 

percent in 1991 over the census of 1981. 

(b) Average parcel per holding - downward average trend is observed. The 

number of plots per holding is about 3.3. 

From the figures presented in the above table 3.2 we find that the average size 

of land holding in Nepal is very small. Because of the increasing population and 

continuous subdivision and fragmentation, size of holdings is rapidly diminishing and 

becoming more and mor-e t:meconomic. 

Land Use 

Comparative data of land use, during the different Censuses of Agriculture, Nepal, 

1961-2001 is presented in the following table 3.3 



Table 3.3: Comparative Data on Land Use, 1961-2001 

Category Census Years 

Land use in hectares (000) 1961/62 1971/72 1981/82 1991/92 

Total area of the holding 1685.4(100) 1654(1 00) 2463.7(100) 2597.4(1 00) 

Total Agricultural Land 1626.49(96.5) 1592.3(96.3) . 2359.2(95.8) 2392. 9(92.13) 

Arable land 1591.9 (94.5) 1567(94.74) 2287.5(92.9) 2324.33(89.49) 

Land under temporary crops 1550.5(92.0) 1537.1(92.93) 2250.2(91.33) 2284.67(87.96) 

Other arable land 41.4(2.46) 29.9(1.81) 37.3(~.51). 39.7(1.53) 

Land under permanent crops 12.2(0.72) 15(0.91) 29.2(1.19) 29.39(1.13) 

Land under Perm. Pastures 22.3(1.32) 1 0.3(0.62) 42.5(1.73) 36.93(1.42) 

Ponds n.a. n.a. n.a. 3.92(0.15) 

Non-agricultural land 59(3.50) 61.8(3.74) 104.5(4.24) 205.02(7.89) 

Source. National Census of Agriculture, Nepal, 2001/02 

2001/02 

2654.04(1 00) 

2497 .66(94.11) 

2356.98(88.81) 

2326.12(87.64) 

30.86(1.16) 

117.48(4.43) 

19.75(0.74) 

3.45(0.13) 

156.38(5.89) 

-....J 
N 
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The table 3.3 above shows that the levels of estimates by major land uses seem 

to be expected. Non-agricultural land as part of the holding is decreasing 

compared to 1991 but land under permanent crops has increased significantly, 

which may be an indication of changing land use patterns. The increase in the 

magnitude of agricultural land came from the non-agricultural part of the holding, 

which is a plausible explanation. 

Use of Inputs for Selected Crops 

The table 3.4 below presents holdings using different inputs for selected crops 

during the agricultural censuses of Nepal, 198182 to 2001/02. Table 3.4 shows 

that there had been an increasing number of holdings engaged in the cultivation 

of temporary crops. In fact since 1981/82, the trend has been increasing through 

census years. This trend is also true in the use of inputs to increase production. 

These inputs are: use of improved seeds. and other inputs. 

It is noticeable, however, that the use of improved seeds had proportionally 

decreased for wheat and maize and in the use of fertilizers, holdings raising 

wheat, sugarcane and vegetables had declined proportionally between 1991/92 

and 2001/02. 



3.4: Holdings Using Different Inputs for Selected Crops, Nepal 

(1981/82- 2001/02) 

TemporaryCrops 
I nputs!Y ear 

Paddy Wheat Maize Potato Sugarcane 

Holdings with crops ('000' ha) 
1981/82 1021.7 649.5 838.6 193.2 60.3 
1991/92 2037.5 1635.8 1872.6 734.7 82.6 
2001/02 2466.1 1934.4 2107.3 820.5 85.2 

% Increase of holdings 
1991/92 vs1981/82 99.4 151.9 123.3 280.3 37.0 
2001/02 vs1991/92 21.0 18.3 12.5 11.7 3.1 

Improved Seeds: %to total holdings 
with crops 

3.2 4.8 2.4 1.0 3.0 
1981/82 

24.0 30.7 11.9 17.9 3.8 
1991/92 

25.3 30.0 9.2 27.1 31.3 
2001/02 

Pesticides: % to total holdings 
1981/82 0.8 1.0 0.9 0.5 0.4 
1991/92 13.2 5.4 2.8 10.7 23.5 
2001/02 20.5 8.9 4.4 20.3 30.9 

Chemical Fertilizers: %to total holdings 
with crops 

1981/82 16.0 26.9 5.1 7.7 14.3 
1991/92 48.8 52.4 22.6. 30.5 71.2 
2001/02 51.8 43.7 31.5 33.3 50.9 

-·--

Source: Ibid 

Vegetable 

324.2 
763.1 
904.3 

135.4 
18.5 

n.a. 
19.2 
32.4 

n.a. 
7.1 
17.5 

n.a. 
18.3 
12.0 

Other 
Crops 

n.a 
2246.6 
1888.6 

~ 
- 15.9 

n.a. 
4.7 
6.7 

n.a. 
1.9 
4.5 

n.a. 
15.5 
19.0 

-.....! 
+>--
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Availability of Agricultural Credit 

The table 3.5 below presents the number of holdings with agricultural credit by 

source. 

Table 3.5: Number of Holdings with Agricultural Credit by Source, Nepal 

(1991/92 -2001/02 

Source 1991/92 2001/02 
of credit 

Holdings Percent Holdings Percent 
with credit with credit 

Total 622048 100 801,298 100 

Sajha 42,956 6.91 32,462 4.05 

ADB/N 204,952 32.95 227,124 28.34 

CBs 44,581 7.17 31,092 . 3.88 

Nl 306,022 49.20 477,418 59.58 

Source: National Census of Agriculture, Nepal 2001102 

Note:- Nl= Non-institutional source 

%Increase/ %Change in 
decrease of 2001 
holdings with over1991 

credit 

28.8 -

-24.4 -41.3 

10.8 - 14.0 

-30.3 -45.9 

56.0 21.9 

By source of credit, the above table 3.5 shows that there had been a decline in the 

flow of credit from the formal financial institutions. It is evident that the main source 

of credit among those who availed credit to finance their agricultural operations in 

2001/02 is the non-institution type or the informal type of credit like private money 

lenders, relatives, etc. where almost 60 percent reported as having obtained credit 

from this source. Second in popularity is the Agricultural Development Bank where 

28.3 percent have availed of loans although the trend in usage of this source is going 

downwards (-14 %). 

Subsistence Agriculture 

Nepalese agriculture is generally based on subsistence level. Commercial, collective 

and cooperative agriculture is very limited in the country. The chief objective of 

farming is to get the means of subsistence, i.e. food from agriculture. The commercial 

crops are grown in a very limited area and scale. Because of low productivity and 

very small size of landholdings, the agricultural production is enough only to meet the 

subsistence level. Therefore, there are only small numbers of farmers who have very 

high saving potentiality. 
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Agriculture Depends on Monsoon 

Nepalese agriculture heavily depends on monsoon. The monsoon has the 

characteristic of indefinite rains, i.e., some times heavy rain, sometimes scanty rains 

which causes floods or drought on the one hand and on the other, there is indefinite 

period of rains i.e., sometimes early and sometimes very late which also causes an 

adverse effect on agricultural productivity. Thus it can be said that rains in Nepal is 

inadequate, uncertain and irregular. So the Nepalese farmers always look sky for 

rains because adequate irrigational facilities have not been made available so far. 

The total area under irrigation was 883 thousand hectares in 1991/1992 which 

increased to 1606.2 thousand hectares in 2001/02.The following table 3.6 shows 

area benefited with irrigation from the year 1961/62 to 2001/02. 

Table 3.6: Area Benefited with Irrigation, Nepal, 1961/62 to 2001/02 

Census years Agricultural area Irrigated area Proportion of irrigated 
('OOO'ha) 

('OOO'ha) 
area to cultivated 

Area 

1961/62. 1626 537 0.33 

1981/82 1592 584 0.25 I 
i 

2001/02 2654 1606 0.60 

Sourc;;e: Ibid 

The above table 3.6 reveals that there is acute shortage of irrigational facilities in 

Nepal. Hence, there is heavy dependence on monsoon. 

Excessive Pressure of Population on Cultivable Land 

The cultivable land in Nepal is limited in extent whereas there is growing pressure of 

population due to rapid increase in the population. The annual rate of growth of 

population was 2.66 percent in 1981 and it is 2.24 percent per annum at present 

according to the census report of 2001. Out of total population 81 percent people are 

engaged in agricultural sector (CBS: 2001 ). The excessive pressure of population in 

agriculture is due to no remarkable development in secondary, i.e., industry and 

tertiary sector, i.e., trade, commerce and services in the country. The increasing 

pressure of population is badly affecting the agricultural productivity. The per capita 

holding area is declining whereas the density per holding is increasing. The holding 

area per head can be shown with the help of the following table 3.7. 

I 
j 
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Table 3.7: Holding Area Per Head of Population in Nepal, 1962 to 2001 

Census Total area of holding Population Per capita Density per 
Year (000 ha) (000) holding area (ha) holding 

1961 1685 9413 0.18 5.6 

1972 1654 11556 0.14 7.0 

1982 2464 15023 0.16 6.1 

1992 2597 18491 0.14 7.1 

2001 2654 23151 0.12 8.7 

Source: Ibid 

The above table 3. 7 shows a decline in per capita holding area from 0.18 in 1962 to 

0.12 in 2001 and an increase in the density per holding area from 5.6 in 1962 to 8. 7 

in 2001.So the figures as mentioned in the above table 3. 7 explain that per capita 

land holding has declining tendency whereas there is rising tendency in density of 

population per land holding area. Thus, the pressure of population will go on 

increasing constantly, the problem of food and employment will arise which will 

obviously create a large number of problems in Nepalese economy. 

Low Productivity in Agriculture 

The Nepalese agriculture suffers from the low level of productivity. In terms of the 

output per hectare of land, agricultural productivity in Nepal is far below the level of 

agricultural productivity in developed countries. There are several factors, which are 

responsible for the low productivity of Nepalese agriculture, and they are technical, 

economic and social factors. Technically the Nepalese agriculture is too backward 

using the very old traditional primitive methods of cultivation because the majority of 

the farmers are marginal and small farmers who are economically very poor. They 

cannot afford to use the modern machines and other inputs of agriculture on the one 

hand and the very small size of average land holdings upon which the new 

agricultural implements cannot be applied. Thus, the use of old primitive instruments, 

traditional dominated life of the rural people is the important reasons for the low 

productivity of Nepalese agriculture. 

Underemployment and Disguised Unemployment 

The Nepalese agriculture virtually faces the problem of underemployment and the 

disguised unemployment. The reason for this grave situation is the fast growing 
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population and undeveloped state of secondary and tertiary sectors. The nature of 

agriculture is seasonal which provides seasonal employment to the workers. Due to 

inadequate irrigational facilities in the country very few farmers do double cropping. 

The large numbers of people who depend on agriculture do not get sufficient work in 

non-agricultural sector and thus they are compelled to remain in agriculture in 

disguised manner. The number of disguised unemployed is rapidly multiplying 

because of fast growing population on the one hand and comparatively very slow 

expansion of employment opportunities in the non-agricultural sector on the other. 

Thus, the above-mentioned characteristics clearly reveal the fact that Nepalese 

agriculture is backward and there is uphill task for its proper and quick development. 

3.3 General Introduction of the Area Selected for Study 

In this study Morang District was purposively selected. The general introduction of this district 

is explained below. 

Physical Features 

Morang, the leading agricultural and industrial district of the Kingdom, is situated in 

the Koshi Zone of Eastern Region. The total area of this district is 1855 square km 

(CBS: 2001 ). The Headquarter of this district is Biratnagar, which is the only town of 

this district. The total number of VDCs is 65 and there is only one sub-metropolitan 

city, Biratnagar. The length of the district from north to south is 54 km. and its breadth 

is 46 km. 11/am and Jhapa districts surround the district in the east and Sunsari 

district in the west. It has Dhankuta district in the north and Araria district of the 

Indian State of Bihar in the south. The district has plain surface. The altitude of the 

district is about 250-ft.above the sea level. Ratuwa, Nuna, Bahra, Chisan, Lohandra 

and Shinghya are the main rivers of the district, which run from north to south. 

Climate 

Though the district is a part of Terai, it has foothills in its northern side. The district 

has dense forest at some places. The temperature in the district varies from 34.90 C 

to 8.70 C. The average rainfall of the district varies between 40" and 60". 
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Population 

The total population of the district is 843,220 as recorded in the population census of 

2001 which is composed of races like Limbu, Magar, Kshetriya, Brahmin in the hill 

side and Tharu, Rajabansi, Satar, Newar, Dhimal, Mushar, Marwadi in the plain 

surface areas. The ratio of male and female population is 50.2: 49.8. The population 

density is 455 persons per square km. The main occupation of the district is 

agriculture. More than 88 (DAOM:2001) percent of the population depends on it for 

livelihood. More than 7 percent of the total population earns their livelihood from 

trade and industries. Remaining 5 percent depend on other various types of services. 

Besides, handicraft, artisanship and business are considered as the secondary 

occupation of the district. 

Land Use Pattern 

The total area of the district has been estimated at 1,81,689 hectares. The current 

land use pattern of this district is presented in the table 3.8 below: 

Table 3.8: Current Land Use of Morang District 

(In hectares) 

Type Area (In hectare.) %of total 

Covered by forest 55500 30.55 

Khet 89480 49.25 

Pakho 15790 8.69 

Rock, highlands, uncovered land 11792 6.49 

Area covered by residence 5059 2.78 

Rivers, roads, canals, drains etc. 4068 2.24 

Total 1,81,689 100.0 

Source: District Agriculture Office, Morang (DAOM}, 2001 

The table 3.8 shows that of the total available land only 1,05,270 hectares of land are 

cultivable_ i.e. only 57.94 percent area can be used for cultivation. Of the total 

cultivable land only 44,669 hectares of land (42.4 percent) have irrigation facility. 
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Cropping Pattern and Cultural Practices 

Among food grains, paddy covers the largest area of the cultivated land. Wheat is the 

second after paddy. Maize, barley, grains, and pulses are also the popular crops 

among cereal grains. Jute, oilseed and sugarcane are the main cash crops of the 

district. Besides these, vegetables and fruit cultivation are also popular in the district. 

It has been estimated that food grains alone cover more than 60 percent of the total 

cultivated land and 40 percent is under cash crops. The area, production and 

productivity of major crops in Morang district in two fiscal years is presented in the 

following table 3.10 below: 

Primitive methods of agricultural practices play a vital role in the district. The 

farmers have very little knowledge about the improved techniques of agricultural 

practices. Nevertheless, the district produces surplus food grains, which are exported 

mostly to India. 

Institutions 

The District Agricultural Office, Morang is engaged in the dissemination of knowledge 

about improved techniques of agriculture among the farmers. For the supply of 

improved seeds, fertilizers, pesticides and other improved equipments; there is a 

branch office of Agricultural Input Corporation (AIC) in the district. The district has 

two branch offices, one Sub-branch office, and two minor branch offices of 

Agricultural Development Bank. There are i 0 Small Farmer Development Projects 

(SFDP), which also work under the Agricultural Development Bank. There are 7 

branches of Rastriya Banijya Bank (RBB) and 8 branches of Nepal Bank Limited 

(NBL), which also provide loans to the farmers under the priority sector programme. 

There are also joint venture banks in the district but these banks do not provide loans 

to the small farmers. There are some cooperative societies working in the district. 



Table 3.9: Area, Production and Productivity of Major Crops in Morang District 

(Area: in hectare and Production: in m.t. per hectare) 

Fiscal Year 1998/99 Fiscal Year 1999/2000 

Crop 
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Area Production Productivity Area Production Productivity 

, 1.Paddy I 

I 
(a) Early 10050 31775 3.1 10250 37925 3.7 

(b) Summer 870501 267344 3.07 87050 282912 3.25 

2.Maize 14005 26858 1.89 14350 25560 1.78 

3.Wheat 14950 32890 2.2 18990 46525 2.45 

4.Millet 1325 1311 I 0.98 1340 1501 1.12 

5.0ilseeds 8725 6264 0.72 8820 8991 1.02 

6.Pulses 5203 3494 0.67 5950 3590 0.60 

?.Jute 8125 11485 1.41 81_37. 11799 1.45 

8.Sugarcane 1365 56647 
I 

41.5 1399 58758 42.0 I 
i 

Source: Ibid 

Co-operative societies of the district are not functioning in a satisfactory manner. 

Some International organizations such as Plan International are also working in the 

rural areas. 

3.4 Agro-Economic Situation of the Sampled Area 

In this section an effort has been made to assess the general agro-economic 

situation of the sampled area based on field survey. First, we have presented the 

agricultural scenarios of the sampled areas and then the economic condition of 

farmers has been explained. 

Cropping Pattern 

Cropping pattern has a significant bearing on estimating the crop loan requirements. 

The pattern of rotation of crops in different areas differ according to the texture of 

soil, climatic conditions, uncertainty of monsoon, different temperatures, irrigation 

facilities available. As mentioned earlier, agriculture is a way of life in Nepal and the 

economic motive of maximum gain has not entered into their calculations. 
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Rice is the most important crop in Nepal It is also true for Morang district. The 

table 3.10 shows the cropping pattern in the sampled area as obtained in the field 

survey. 

Table 3.10: Cropping Pattern in the Sampled Area 

Crops Marginal Small Medium and Total 
large 

Early paddy 1.27(3.05) 28.27(11.67) 7.67(4.95) 37.21 

Summer paddy 21.93(52.63) 1 01.39(41.86) 86.2(55.66) 209.52 

Late paddy 0.95 (2.28) 20.25(8.36) 4.65(3.0) 25.85 

Wheat 13.93(33.43) 69.1 0(28.53) 41.32(26.68) 124.35 

Lentil 3.27(7.85) 15.17(6.27) 12.0(7.75) 30.24 

Maize 0.32 (0.77) 8.02(3.31) 3.02(1.96) 11.36 

Gross cropped area 41.67 242.2 154.86 438.53 

Source: Field Survey, 2001 

Note: Figures in Parentheses indicate the percentage of their totals 

In the above table 3.10 we find that the area covered by rice is greater than the area 

covered by other crops grown by all type of farmers. Rice is grown in 62.17 percent 

·of the total cropped area. After rice wheat comes which is grown in 28.38 percent of 

the total cropped area. 

In the farms where irrigation facilities are not available summer paddy is grown 

as a wet season crop and is followed by lentil. mustard or wheat. In the lands where 

irrigation facilities are available all the year round, the best cropping pattern is early 

paddy followed by late paddy in the wet season and dry season winter crop of wheat. 

This pattern gives the highest yields of all the coops. The operational area, gross 

cropped area, total irrigated area and percentage of irrigated area to total cropped 

area in the sampled areas are presented in the table 3.11. 

The table 3.11 shows that there are no irrigation facilities in the low developed 

area of the district. 89 per cent of the total cropped area in the moderately developed 

area has irrigation facilities. In the moderately developed area most of the farmers 
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use pumping sets to irrigate the fields. Similarly 83.56 percent of the total cropped 

are has irrigation facilities in the developed area of the district. 

Cropping Intensity 

Cropping intensity refers to the extent to which existing arable land is used for the 

cultivation of temporary crops. Cropping intensity is measured by the ratio of the area 

of all temporary crops sown on arable land to the total area of all arable land. Table 

3.13 presented below shows that in the low developed area the cropping intensity of 

medium and large farmers was found to be 135.95 which was greater than the 

cropping intensity of marginal and small farmers. The low cropping intensity in the 

low developed area was due to the lack of irrigation facilities in this area. The 

majority of farmers in the low developed area were found to be that they had no their 

own bullock labour. They had to depend on others for cultivation and the cost of 

cultivation was greater than the return on winter crops. So they grew paddy only. 

The table 3.12 shows that cropping intensity is highest in the developed area 

where irrigation is available all the year round. Cropping intensity is higher for the 

small farmers in the moderately developed area compared to marginal and medium 

and large farmers because most of the small farmers in this area are found to be 

tenants and they have to pay rent for the use of the land from the production of the 

year. Marginal farmers are unable to use sufficient amount bullock labour due to the 

lack of cash expenses required to hire for cultivation. Medium and large farmers are 

found to be content with what they produce. So they do not intend to produce more 

although they can produce more than what they are producing. 



Table 3.11: Operational Area, Gross Cropped Area, Total Irrigated Area and Percentage of Irrigated Area to Total Cropped Area in 
the Sampled Area 

Particulars Low Developed Area Moderately Developed Area Developed Area Total 

Marginal Small 
Medium 

Marginal Small Medium Margina 
Small 

Medium 
and large and large I and large 

No. of farms 18 42 15 18 42 15 18 42 15 225 

Operational area 7.87 42.73 30.60 7.67 43.20 30.93 7.67 41.4 31.33 243.71 
(ha) 

Gross cropped area 9.73 52.73 41.6 15.33 83.97 53.27 16.60 105.5 60.0 438.53 
(ha) 

Irrigated Area (ha) - - - 12.8 83.37 44.67 15.33 90.80 46.67 293.64 

% of Irrigated area to - - 83.5 99.0 83.86 88.0 85.74 76.92 67 -
total cropped area 

~- ---- -~ -

Source: Computed from the field Survey data, 2001 

-
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Table 3.12 : Average Size of Farm and Cropping Intensity in the Sampled Area (All Farms) 

Low Developed Area Moderately Developed Area Developed Area 

Particulars 
Medium Medium 

Marginal Small 
and large 

Marginal Small 
and large 

Marginal Small 

---

No. of farms 18 42 15 18 42 15 18 42 

Operational 7_87 42.73 30.60 7.67 43.20 30.93 7.67 41.4 
area (ha) 

Gross cropped 9.73 52.73 41.6 15.33 83.97 53.27 16.60 105.5 
area (ha) 

Average size of 0.44 1.02 2.04 0.43 1.03 2.06 0.43 0.99 
farm.(ha) 

Cropping 123.63 123.40 135.95 190.87 194.38 172.23 216.43 255.97 
Intensity 

Source: Computed from the field survey data, 2001. 

Medium 
and large 

15 

31.33 

60.0 

2.09 

191.51 

Total 

225 

243.71 

438.53 

1.08 

180 

CX> 
CJ'1 
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3.4.1 Economic Position of Farmers In the Sampled Area 

Size of Operational Holding 

The size of operational holdings is the main indicator of both the size of the farm 

business as well as the economic position of the farmer. It is hoped that the 

classification based on the size of operational holdings may make possible a 

comparative study of the performance of farmers with different economic position. 

Table 3.13 gives the average size of cultivated holding among the three. classes 

of farmers, viz., marginal, small and medium and large. 

Table 3.13 : Average Size of Operational Holding in the sampled area. 

Class of farmers Average size of holdings (ha) 

Marginal farmers 0.43 

Small farmers 1.01 

Medium and large 2.06 

Overall 1.08 

Source: Field Survey, 2001 

It may be noted from the above table 3.13 that the overall size of operational 

holding per farm family is 1.08 hectares. The estimate was 1.92 in 1980 (NRB: 

1980). The average size of operational holding of the medium and large farmers 

and small farmers is worked out as 2.06 and 1.01 hectares respectively and that 

of the marginal farmers as 0.43 hectares. 

We may now take into account the differences in the structure of cultivated 

holdings in terms of land owned and land taken on lease. The discussion of 

pattern of land holding is important because the nature of interest in land affects 

the inclination to carry out long-term projects on land. It also determines the 

capacity to borrow. The pattern of land holding among the three groups of 

farmers is presented in the table 3.14 below: 



87 

Table 3.14: Pattern of Land Holding in the sampled area. 

(In Percent) 

Classes of farmers Owned Rented Share cropper 

Marginal farmers 44.44 38.06 17.5 

Small farmers 45.97 35.56 18.47 

Medium and large 72.22 17.28 10.5 

All families 54.21 30.30 15.49 

Source: Computed from the survey data, 2001 

Table 3.14 reveals pattern of land holding among the three groups of farmers. An 

examination of the data included in the table shows that of the total operational 

land holding, 54.21 percent farm land are identified as owned land, followed by 

30.30 percent as land operated under tenancy and 15.49 percent as land 

operated under sharecropping. 

It is important to note that the proportion of land operated under tenancy 

increases from large to marginal farmers. The proportion of land owned 

decreases from large to marginal cultivators. The relatively larger proportion of 

land operated under tenancy in the case of marginal and small farmers show their 

weak economic position. 

Value of Assets 

Here we have presented the average value of assets of the three classes of 

farmers in the three areas according to the level of development. The average 

value of assets of the three classes of farmers in the three areas and overall 

average value of assets are presented in the following tables 3.15, 3.16, 3.17 and 

3.18. 
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Table 3.15: Average Value of Assets in the sampled area. 

(Low Developed Area) 

(In Rs.) 

Classes of Total Owned Building Livestock Implements Financial 
Farmers assets land assets 

Marginal 42153.00 28756.78 7477.94 4531.45 421.53 985.00 

(1 00) (68.22) (17.74) (10.75) (1.00) (2.29) 

Small 207735.48 156320.95 21895.32 15580.16 4362.44 9567.61 

(100) (75.25) (10.54) (7.5) (2.1) (4.61) 

Medium 403786.67 284911.87 46677.78 34321.87 17443.58 20431.00 
and large (1 00) (70.56) (11.56) (8.5) (4.32) (5.06) 

Source: Field Survey, 2001 

Note: Figure In parentheses is percentage to total 

Table 3.16 : Average Value of Assets in Moderately Developed Area 

Classes of Total I Owned Building Livestock 
Farmers assets land 

Marginal 96157.78 68800.89 14760.22 7269.53 

(1 00) (71.55) (15.35) (7.56) 

Small 211303.12 146961.32 30681.21 21806.48 

(1 00) (69.55) (14.52) (10.32) 

Medium and 674844.00 424341.91 57767.65 84760.40 
large (1 00) (62.88) (8.56) (12.56) 

Source: Field Survey 

Note: Figure in parentheses is percentage to total 

Table 3.17 :Average Value of Assets 
(Developed Area) 

Classes of Total Owned Building Livestock 
Farmers assets land 

Marginal 147868.06 109644.12 15718.37 12761.01 

(1 00) (74.15) (1 0.63) (8.63) 

Small 224380.00 135929.40 34913.53 28384.07 

(1 00) (60.58) (15.53) (12.65) 

Medium and 848300.00 621210.00 55478.82 57345.08 
large (1 00) (73.29) (6.52) (676) 

Source: FJeld Survey 
Note:- Figure in parentheses is percentage to total 

(In Rs.) 

Implements Financial 
assets 

2577.03 2750.11 

(2.68) (2.86) 

7395.61 4458.5 

(3.5) (2.11) 

44269.77 63705.27 

(6.56) (9.44) 

( In RS ) 

Implements Financial 
assets 

5175.38 4509.97 

(3.54) (3.05) 

10231.73 14921.27 

(4.56) (6.65) 

36646.56 73377.00 

(4.32) (8.65) 



89 

Table 3.18: Average Value of Assets of all the Farm Families in the Sampled Area 

(In Rs.) 

Classes Total Owned Building Livestock Implements Financial 
of assets land assets 

farmers 

Marginal 95392.95 69067.26 12652.18 8187.33 2724.65 2748.36 
(1 00) (72.40) (13.28) (8.58) (2.86) (2.88) 

Small 214472.87 146403.89 29163.35 2193.57 7329.93 9649.12 
(1 00) (68.28) (13.58) (10.22) (3.42) (4.5) 

Medium 642310.22 418593.54 53308.08 58809.12 32786.64 52504.4 
and (1 00) (65.17) (8.3) (13.12) (5.1 0) (8.17) 
large 

All Farm 317392.01 2177944.4 37198.34 33929.21 12029.16 16440.91 
families (1 00) (68.62) (11.72) (1 0.69) (3.79) (5.18) 
Source· F1eld Survey, 2001 
Note: Figure in parentheses is percentage to total 

By comparing the average value of total assets of the three classes of farmers in 

the three areas we finq tt)at the average value of total assets of all classes is 

increasing when we move from low developed area to developed area. The 

reason for the differences in the average value of assets is due to the differences 

in the prevailing prices of land during the survey period in the three areas. The 

per hectare selling price of land in the three areas during the survey was found to 

be Rs. 300000, Rs.450000, and Rs.800000 respectively. 

It is important to note that the economic status of the same class of farmers 

is also different according to the level of development. The average value of total 

assets of the marginal farmers is Rs.42153 in the low developed area, 

Rs.96157.78 in the moderately developed area and Rs.147868.06 in the 

developed area. This indicates that the borrowing capacity of the farmers in 

different areas is also different. 

It may be seen from the table 3.18 that the value of assets per family 

decreases as we move from large to marginal farmers. Tl:le overall average 

amount of assets of the medium and large· size group is found to be 

Rs.64231 0.22 and that of the small and marginal size groups is Rs. 214472.87 

and Rs.95392.95 respectively. Thus strong economic position of the medium and 

large farmers is clear from the data presented in the table 3.18. 
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Of the total assets owned by the farm families, land constitutes 68.62 

percent. This indicates that land is the most important asset of the farm families. 

It may be noted that the share of land and building is over 80 percent ofthe value 

of total assets for the two groups except medium and large farmers. The 

proportion of value of land decreases as we move from medium and large to 

marginal farmers. 

Generally, livestock and building assume proportionately greater 

importance for small and marginal farmers. For all the three groups, the 

proportion of the value of assets such as financial assets (cash in hand, gold etc) 

is below 6 percent. After land and building, the asset in order of importance for 

the three size groups is livestock, financial assets and implements. The 

proportion of implements is found below 4 percent (Table 3.18), which indicate 

that the farmers are not using adequate modern techniques of production in their 

farms. The proportion of the value of implements decreases with the decline in 

the size of cultivated holdings. Similarly the proportion of financial assets is also 

decreasing with the .9ecline in the size of cultivated holdings. 

Gross Family Income 

In this section, we propose to examine the gross and net family income among 

the three groups of farmers in the three areas according to their level of 

development. Income from both farm and non-farm is by no means less important 

in determining the economic position of farmers. The share of farm and non-farm 

income of the three classes of farmers according to the level of development and 

the overall income of the farmers are presented in the following tables 3.19, 3.20, 

3.21 and 3.22. 

Table 3.19: Share of Farm and Non-Farm Income on Gross Family Income 

(Low Developed Area) 

(In Rs.) 

Classes of Average Average Average Average Average 
farmers gross gross farm non-farm proportion of proportion of 

family income income farm income In non-farm income 
income gross Income In gross income 

Marginal 27414.11 9536.33 17877.8 34.79 65.21 

Small 42410.12 22667.74 19742.0 53.44 46.55 

Medium 57634.0 43660.67 13973.3 75.76 24.24 
and large 

Source: Field Survey, 2001 
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Table 3.20: Share of Farm and Non-Farm Income on Gross Family Income in the sampled 
area. 

(Moderately Developed Area) 
(In Rs.) 

Classes of Average Average Average Average Average 
farmers gross gross non-farm proportion of proportion of non-

family farm income farm income in farm Income in 

I 
Income income gross income gross income 

I 

Marginal 40990.0 21233.0 17877.8 51.78 48.22 

Small 67436.93 46723.24 19742.0 69.28 30.72 

Medium 94812.0 82588.0 13973.3 87.11 12.89 
and large 

Source: Field Survey 

Table 3.21 : Share of Farm and Non-Farm Income on Gross Family Income in the 
sampled area. 

(Developed Area) 
(In Rs.) 

Classes of farmers Average Average Average Average Average 
gross gross non-farm proportion of proportion of 
family farm income farm income non-farm 

income income In gross income In 
income gross Income 

Marginal 41950.0 21250.0 20700.0 50.66 49.34 

Small 70550.0 48751.0 21799.0 69.10 30.94 

Medium and large 95203.33 83807.0 11396.0 87.78 12.22 

Source: Field Survey, 2001 

Table 3.22 : Share of Farm and Non- Farm Income on Gross Family Income in 
the sampled area. 

(All Farm Families) 

Classes of farmers Average Average Average Average Average 
gross gross non-farm proportion of proportion of 
family farm income farm income Non-farm 

income income in gross income In 
Income gross income 

Marginal 36784.0 17339.78 19444.22 47.14 52.86 

Small 60132.35 39380.66 20751.69 65.49 34.51 

Medium and large 82549.78 70018.0 12531.78 84.82 15.18 

Source: Field Survey, 2001 
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Tables 3.19, 3.20 and 3.21 give share of farm and non-farm income on gross 

family income in three areas and table 3.22 gives the combined share of farm and 

non-farm income of all the farm families in the sampled area. The farm income 

consists of income from crops, livestock and horticulture. Non-farm income 

includes income from wages, land rent, income from salary, house and shop rent, 

interest etc. It may be noticed from the above tables that the annual average farm 

income of the farmers vary in the three areas, low developed, moderately 

developed and developed area. The annual average income of the marginal 

farmers is found to be increasing when we move from low developed area to 

developed area. It is found that this difference in income is due to the difference 

in the cropping intensity of land. In the low developed area, generally the farmers 

grow crop once a year whereas in the moderately developed area they grow 

crops twice a year. Similarly, in the developed area they grow crops three times a 

year. But it i~ also found that only the marginal farmers who own a pair of bullock 

grow crops more than once. Therefore, it is important to note that the ownership 

of the bullock also affects the cropping intensity of the farmers. 

It is important to note that the non-farm income is proportionately more 

important among the marginal farmers. It is ·because their size of land is very 

small and they have to depend on outside income, mainly wage income, for their 

livelihood. The proportion of farm income is 65.49 and 84.82 for small and 

medium and large farmers respectively. As the medium and large cultivators have 

relatively larger size of cultivated holdings, they have higher income from their 

farm business. 

Net Family Income 

Aft~r we have discussed the gross family income, it is important to deal with the 

net family income among the three groups of farmers. The net income of the farm 

families is arrived by deducting the fixed costs from the gross income. Land 

revenue, rent and the cost of permanent labour have been considered as fixed 

costs since these costs are paid on an annual basis and cannot be appropriated 

correctly for different crops grown by the farmers in a year. 
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It may also be noted that the main products, which are easily sold at the 

market, are valued at the then prevailing market price during the survey and the 

value of those products is considered as cashable income. The difference 

between the gross cashable income and the cash costs, is, therefore treated as 

net cashable income. The annual average family net income for all farm families 

is presented in the table 3.23 below: 

Table 3.23 : Annual Average Family Net Income by Size Group 

(In Rs.) 

Classes of farmers Gross income Fixed costs Net income 

Marginal 36784.0 1949.75 34834.25 

Small 60132.85 3975.93 56156.42 

Medium and large 82549.78 5734.77 76815.0 

Source: Field Survey 

Table 3.23 gives data on the annual average family net income among the three 

groups of farmers. It may be seen from the table 2.60 that the annual average net 

family income of the marginal, small and medium and large farm families during 

the survey period stood at Rs. 34834.25, Rs.56156.42 and 76815.01 

respectively. 

The annual average fixed cost of the medium and large farm families is the 

highest (Rs. 5734.74) followed by small farmers (Rs.3975.93) and marginal 

farmers (Rs.1949.75). It is interesting to note that there is a close relationship 

between the net family incomes and the size of cultivated holding. The annual 

average family net income decreases substantially from medium and large to 

marginal farmers. Like the net family income the fixed cost also decreases from 

the medium and large to the marginal cultivators. 

Thus, we have assessed the economic position of these three groups of 

farmers on the basis of assets; gross family income and net family income. It is 

clear from the discussion that the medium and large size farm families are better 

off as compared to small and marginal farmers. 

The predominance of the medium and large cultivators over the small, and 

that of the small over the marginal farmers has been adequately proved by the 

data discussed above. 
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3.5: A Resume 

In the light of the above discussion, the salient agro-economic features of the 

economy, the district and the sampled area may be recapitulated here. These 

features are: 

• Agriculture is the mainstay of the economy. But it is characterized by the 

dominance of food crops in the cropping pattern. 

• Nepalese agriculture is of subsistence nature. 

• There is predominance of marginal and small farmers among the peasantry. 

• The adoption of scientific farming is very low. 

• The productivity of crops is also very low. 

• The farmers are in need of credit for agricultural operations and for 

consumption purpose also. 

• The average income of the same size class of farmer is different in 

different areas according to level of development. 
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CHAPTER-IV 

OPERATIONAL AND FINANCIAL PERFORMANCE OF RURAL CREDIT 

INSTITUTIONS IN NEPAL 

4.1 Introduction 

Institutional finance is essentially needed for agricultural development. The lack of 

adequate institutional credit is considered to be the most important factor, which if 

suitably provided will go a long way to put the economy of the farmers specially the 

marginal and small farmers on a sound footing. An attempt has been made in this 

chapter to examine the development of institutional finance in Nepal and to assess 

the operational and financial performance of the rural credit institutions on the basis 

of the secondary information available to us. An attempt has also been made to 

examine the problems encountered by the rural credit institutions in delivering credit 

to the farmers and also the problems encountered by the farmer borrowers in availing 

credit from the rural credit institutions. 

4.2 The Evolution of Rural Credit Institutions in Nepal 

The banking system in Nepal was introduced with the establishment of the Nepal 

Bank Ltd (NBL) in 1937. However, the activities of the bank were confined to 

accepting deposits and providing loans only to the commercial sector in Kathmandu 

and other limited urban areas. The country's central bank of Nepal, namely, Nepal 

Rastra Bank (NRB) was established in 1956, after nearly two decades. Traditionally, 

most of the credit needs of the people have been met by private sources such as 

merchants, moneylenders, relatives and friends. The institutionalisation of rural credit 

began in 1956 only, when credit cooperatives were established in Chitwan with a 

view to providing credit support to the farmers. 

4.2.1 Cooperative Societies 

Initially, cooperatives were introduced in Nepal as credit cooperatives. They worked 

under the Cooperative Societies Act, 1959. The financial support to the cooperatives 

came from the Cooperative Development Fund created with a token amount of 

money provided by the Government. It was only in 1963 that the Cooperative Bank 
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(which was converted into the Agricultural Development Bank in 1968) was 

established with a view to providing credit support to the cooperatives. Since then, 

numerous multipurpose cooperatives have been established to provide credit as well 

as other services to farmers. However, it had been reported that they had worked in 

the interest of few rural elites only and the loans provided by the Cooperative Bank 

and the Cooperative Development Fund had been grossly misused (NRB: 1994). A 

fact-finding mission was commissioned in 1968 to study the functioning of the 

cooperatives all over the country. It found that most of the cooperatives were dead 

and their funds misappropriated by few members. Thus, it recommended for the 

liquidation of most of the 1 ,489 cooperatives existing at that time. 

The Government, in its effort to strengthen and improve the operations of the 

cooperatives, launched the 'Cooperative Revitalization Programme' in 1971. The 

Agricultural Development Bank (ADB/N) was authorized to run 101 cooperatives 

under its guidance and management. Subsequently, 155 more cooperatives were 

brought under the control of ADB/N. In terms of loan disbursement, collection, use of 

funds, number of beneficiaries and other services, the guided cooperatives were 

found much better than the previous ones. 

In 1976, the Government introduced a new programme known as 'Sajha 

Programme' in 30 districts of the country. The cooperatives were renamed as 'Sajha 

Societies'. There was one Sajha Society for every two to three panchayats (now 

VDCs). The 216 guided cooperatives and 3598 village committees were converted 

into the Sajha Societies and 487 new Sajha Societies were established. The basic 

feature of the programme was that the compulsory savings collected under the Land 

Reform Programme of 1964 were transferred as share capital of the Sajha Societies 

and all the farmers holding compulsory savings were made the members of the 

Sajha Societies. After nearly two years, the Government decided to withdraw the 

management of cooperatives from ADB/N and handed it over to their respective 

Management Committees. But the concerned people were not properly informed of 

the decision. Besides, they were not prepared for the take-over. ADB/N also imposed 

restrictions in the flow of credit due to poor repayment performance. Most of them 

started to operate in losses due to rampant increase in manipulations and heavy 

overhead cost. Then again, a process of merging two to three cooperatives into one 

had begun. Gradually, they were again returned to the administrative control of the 

Department of Cooperatives. 
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There were growing concerns over the ineffectiveness of the lending operations 

of the cooperatives and their general failure to contribute to rural development. 

However, at the same time, the need for promoting and strengthening the 

cooperative sector was also emphasized in subsequent development plans and 

programmes. A benchmark survey was conducted in 1983/84 by NRB to assess the 

situation of the cooperatives. It indicated that 94 percent of the cooperatives were in 

agricultural inputs transaction and 85 percent were in credit operations as well. It was 

also reported that 75 percent of the outstanding loans of the cooperatives were 

overdue for more than one year and majority of them were in losses (NRB: 1985). 

Various measures have been taken to revitalize the cooperative movement in 

Nepal. After the political change in 1990, a seven member National Cooperative 

Consultation Committee (NCCC) was appointed to formulate concrete 

recommendations for promoting and strengthening the cooperatives. Following the 

recommendations of the Committee, the Government dissolved the Sajha Central 

Committee; constituted an 11 member National Cooperative Development Board 

(NCDB), enacted a new Cooperative Act, and formed a Central Sub-committee to 

study the problems and potentials of the existing cooperatives. The sub-committee, 

after the study of 856 primary cooperatives and un.ions, found a large number of 

them in non-active stage, only 13.79 percent of them running in profit. It was also 

found that 83.25 percent of the loan extended to the members was delinquent. 

However, the Eighth Plan emphasized the role of cooperatives as an important 

medium for providing credit facilities and other services to the rural people. The 

Government is working towards improving the operations of the cooperatives through 

democratisation of their management and creating congenial condition for the 

promotion of new cooperatives. 

4.2.2 Rural Credit Institutions in Nepal 

Formal Institutions 

In view of existing insecurity situation of the country, more flexible policy is being 

adopted with a number of commercial bank branches either merged or relocated or 

closed. As a result, total number of branches declined from 413 in mid-July 2002 to 

383 by mid-April 2003. Of the total commercial bank branches, Rastriya Banijya Bank 

(RBB) has the highest number of branches with 138, and Nepal Bank Limited was 

second with 15. Altogether there were 18 commercial banks by mid-April 2003. Other 
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commercial banks have outsourced their rural credit function and have limited rural 

outreach. The formal credit institutions by mid-April, 2003 were,as follows: 

• Among 16 development banks, Agricultural Development Bank is the largest 

with extensive network of more than 650 rural branches in 75 districts. 

• 5 Regional Rural Development Banks (RRDB). They focus on women in the 

farm sector through loans of up to Rs. 5000. 

• 34 Cooperative Societies licensed by Nepal Rastra Bank (Central Bank). 

• 37 NGOs (Non-Cooperatives) having limited banking functions in micro finance. 

• 500 plus cooperative societies registered under Cooperative Department 

They are a mix of single purpose and multipurpose. 

Informal Institutions 

Informal institutions. consisting of individuals and groups, have traditionally played a 

dominant role in rural credit system. The individuals include moneylenders, landlords, 

traders, friends and relatives. The groups include informal self-help groups and other 

local level organizations. 

The dependence of smallholders, marginal farmers, poorer households and 

landless labourers is high on informal sources for credit supply. The demand for 

credit is largely for consumption and social purposes rather than for productive 

·investments. Moreover, informal credit institutions tend to be exploitative. In 1991/92 

more than 80 percent of the borrowing households in the country had borrowed from 

informal institutions (NSCA: 1991/92). Such institutions fulfilled almost 70 percent of 

rural credit needs. The National Census of Agriculture, 2001/02 (NCA) found that 

almost 60 percent households reported as having obtained credit from the informal 

institutions. This indicates that there is still dominance of moneylenders and landlords 

in the rural credit system. 

4.2.3 Targeted Rural Credit Programmes 

The Government has introduced a number of targeted rural credit programmes since 

1970s. Their rationale is based on the policy thinking that Government intervention 

was required to ensure sufficient flow of rural credit Their objective is to expand 

access to formal institutional sources of credit for rural poor. Major programmes that 

are currently being implemented are discussed below. 
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The Priority Sector Credit Programme (PSCP) 

In order to make commercial banks socially responsible, Nepal Rastra Bank since 

1975 has given directive to commercial banks to invest in priority sector credit 

programme. The rates of investment to be made in the priority sector by the 

commercial banks have been changing from 5 percent of deposits in 1975 to 7 

percent of deposit in 1976, to 12 percent of outstanding loans and advances since 

1990. This programme covers agriculture, cottage industry and service sectors. It is 

an umbrella credit programme covering all the targeted rural credit programmes. 

Small Farmers' Development Programme (SFDP) 

It was launched in 1975 by ADB/N with the assistance of Asian Development Bank. It 

is targeted to cater to the credit needs of rural poor. Its purpose is to organize small 

farmers into groups to provide credit on a group- guarantee basis. This programme is 

viewed as the government's major poverty reduction program. It now covers the 

entire country. 

SFDP, by the end of July 2001, had mobilized group savings of Rs. 78 million 

and disbursed cumulative loans of Rs.6490 million to 165679 group members. (NRB: 

2001) 

The total outreach of SFDP has been less than 10 _percent of rural population. 

The concept of group guarantee became " double guarantee" in practice. Borrowers 

are required to provide physical collateral. Loan recovery p~rformance was also 

about 40 percent in 2000/2001.The programme has tended to be financially costly 

and unsustainable (ADB/N: 2003). 

Intensive Banking Program (IBP) 

Nepal Rastra Bank launched this program in 1981. Its objective is to increase the 

coverage of poor families to priority sector programme in rural areas. It provides for 

group-based, collateral-free lending to low-income families. The programme lacks 

savings component. 

The commercial banks regarded IBP as a costly programme imposed upon 

them. They never practiced collateral-free lending. Most of the loans went to non

agricultural sectors in urban areas. Lending procedures are inefficient and 

transaction-borrowing costs are high. Loan recovery is poor and loan losses are high. 
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Monitoring and supervision of loans is weak. Staff incentives for fieldwork are poor 

(ADB/N: 2003) .. 

Production Credit for Rural Women (PCRW) 

Ministry for Local Development initiated the programme in 1982. It is women focused 

rural credit programme. It is a socio-economic programme which 

• Organizes poor rural women in groups of 4 to 10 members. 

• Provides training to the group on feasible income generating activities. 

• Provides credit for income generation activities on a group-guarantee basis. 

• Engages members in monthly group savings. 

The implementing agencies for PCRW are Agricultural Development Bank, Nepal 

Bank Limited and Rastriya Banijya Bank. By July 1997, PCRW covered 55 districts, 

disbursed Rs. 360 million to 45,481 members. 

The PCRW programme suffers from low recovery rates. Financially, it is not 

viable and sustainable .The actual coverage of the programme is also low. Viable 

and profitable investment schemes are also lacking in rural areas (ADB/N: 2001 ). 

Rural Self-Reliable Fund (RSRF) 

The Government initiated this fund in 1991. Its executing agency is Nepal Rastra 

Bank. It works through NGOs and cooperatives to raise economic and social status 

of rural poor and marginal farmers by financing their employment activities. 

However, its outreach is limited due to small size of core capital. It also suffers from 

procedural delays in loan approval and disbursement (NRB: 1999). 

Micro Credit for Women Project (MCWPP) 

The Ministry of Local Development (MLD) initiated this project in 1994 with loan 

assistance from Asian Development Bank and Grant assistance from Japan and 

Norway. It involves NGOs as conduits for service delivery to poor women. The target 

clients are poor women in rural and urban areas. Agricultural and non- agricultural 

activities are financed. 

By July 2001, in 67 districts 25,023 women groups were formed and Rs. 663 

million were disbursed to 127,390 women borrowers. The loan recovery rate was 58 

percent. However, its impact has been limited because of reluctance of bank 
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branches to supply credit without physical collateral. Moreover, NGOs lack 

institutional capacity and experience of saving and credit management. The interest 

margins are not enough to sustain their costs of operations (Upadhya: 1997). 

Grameen Bikas Banks 

The five Grameen Bikas (Rural Development) Banks represent an innovative 

outreach model for assisting the poorest among women living in remote areas. They 

open up the only source of institutional credit to the poor women to take up locally 

worthwhile economic activities. While the focus is on the low income group 

households, the distinctive features of the bank's operations are the group approach 

to providing credit, and imparting knowledge of credit disciplines to group members 

as a pre-condition for providing credit. While loans are made without collateral and on 

group guarantee basis, group mechanism is used to an extent to bring about mutual 

supervision for proper use of credit and its repayment as well as for group savings. 

The concept of market/service center is proposed to be followed in order to ensure 

that raw materials are available for the production activities of beneficiaries and 

markets for their products. 

4.3 Need for Expansion of Rural Credit Institutions in Nepal 

Basic concern of any developing country is 'Rural Development'. The term 'Rural' 

essentially means an area, which is characterized by non-urban style of life, 

occupational structure, social organization, and settlement pattern. When we talk 

about the rural system, we can immediately summarize the rural scenario as un

developed or under-developed having inadequate infrastructures (i.e. roads, 

electricity, irrigation, communication, hospitals, schools, drinking water etc.) non

monetised and agro-dominating economy, illiteracy, traditional culture, superstition 

etc. These features of rural economy, to some extent, are common in undeveloped or 

developing countries all over the world. So basic thrusts of the rural credit institutions 

is to eradicate and reform this type of traditional, rigid and backward condition of the 

rural economy and achieve modernized and dynamic stage. 

Nepalese farmers generally suffer from acute poverty. Nearly 38 percent of the 

people are below the poverty line (Tenth Plan). Because of poverty of the farmers, 

they could not use the better seeds, manures, modern implements and other basic 

requirements to increase the agricultural productivity. As there is acute shortage of 

credit institutions in the country, they are not able to avail the required credit in time. 
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The process of lending credit is also very tiresome and big time consuming so most 

of the farmers are deprived of loan by such institutions. Basically the farmers are 

illiterate and so they find it easy to take loan from the village moneylenders who 

charge exorbitant rate of interest. The terms and conditions of the credit are such that 

the farmers have to sell their produce at a very cheap rate soon after the harvest is 

over to repay the loan to the moneylenders. Hence they do not get the right price for 

their produce. As a result the farmers are to be the debtor for whole of their life. In 

order to free them from the clutches of local traders and village moneylenders, the 

government has to make provision for credit facilities by establishing rural credit 

institutions in the rural areas. These rural credit institutions may provide credit to the 

needy farmers at the time of their need with low rate of interest. 

Credit is the lifeblood of all economic activities.. In the production of 

commodities, the requirement for capital credit arises for the purchase of land, the 

construction of buildings, the purchase of raw materials, machinery and other inputs, 

and for the hiring labour. However in the case of agriculture credit refers to the 

amount of money that the farmers borrow to meet their production requirements as 

well as their current consumption needs. Farmers may borrow to purchase new 

agricultural land or to release mortgaged lands, to make permanent improvement of 

lands and to purchase various inputs of production. The money that is borrowed by 

farmers to meet all such requirements is termed as 'agricultural credit'. 

It is clear therefore that credit plays a vital role in accelerating agricultural 

productions. Provision of technical services alone is not enough to attract farmers to 

modern agricultural technology. They also need financial support for the shift from 

the low-yielding traditional agriculture to more costly but highly productive modern 

agriculture. Modern agriculture comprises the use of improved inputs like high 

yielding varieties (HYV) of seeds, chemical fertilizers and pesticides, irrigation and so 

on, all of which require capital investment. Even after new production techniques 

have been adopted, agricultural credit also has the potential to remove many of the 

economic constraints that continue to be faced by the rural population, including 

small and marginal farmers. This is true for both farm and non-farm activities. 

In Nepal like in many other developing countries, the majority of the poor 

farmers cannot afford to undertake these investments. The only solution that can 

benefit them is the smooth flow of agricultural credit in adequate amounts. 
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Agricultural production can be raised in two possible ways: Firstly, through 

extensive agriculture that brings more land under cultivation, and secondly, through 

intensive agriculture involving the introduction of improved technologies in 

agriculture. In Nepal, the area of agricultural lands is limited since almost all

cultivable land has already been brought under cultivation. Thus, the use of modern 

scientific methods of agriculture on wide scale is the only way for increasing 

production. Adoption of modern agricultural methods including crop rotation and 

multiple cropping involves huge capital investment. Since a vast majority of the 

farmers in Nepal are extremely poor, and cannot undertake the required capital 

investment from their personal savings, adequate credit has to be provided to them. 

But still today the overall performance of the rural credit institutions in Nepal is not 

that extensive and satisfactory. Since 1992, due to insecurity situation in the rural 

areas of Nepal, the situation has even more deteriorated. The outreach of formal 

sector in the rural areas has been very poor. Also it is seen that the formal sector 

banks generally cater only to the needs of rich and bankable borrowers who have 

collateral and other tangible assets to offer as security. 

On the other hand the semi-formal sector, namely, non-governmental 

organizations (NGOs) and community-based organizations (CBOs) have been 

successful in reaching the poor people. But these organizations offer a very limited 

coverage of credit services. It is because most of the NGOs are wholly dependent on 

the grants and subsidies provided by international donors. Other than these, the 

NGOs target one section of the rural poor and disburse loan to them for common 

traditional activities. They do not in general address the problems of finance in 

agriculture which in fact is the principal problem in the agricultural sector of Nepal. 

Their investment pattern is not directed towards individual needs of the farmers. 

Many NGOs charge high interest rates at least to cover the cost of their services. In 

many cases it happens to be more than 30 percent. 

The informal source of credit still plays a very significant role in rural Nepal. The 

successful existence of informal sector is due to the fact that formal credit sector is 

not easily accessible to the rural poor. The informal sector is popular among the rural 

poor not because it is to their advantage from the point of view of cost of borrowing 

but because it is in the same locality where they live and free of any formalities. But 

this sector is also has critical problems. It is widely known that the moneylenders and 

landlords charge high interest rate; sometimes 100 percent or more. So taking credit 
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from this sector is not at all cost-effective for the rural people, specially for the 

marginal and small farmers. 

Considering the nature of purpose of credit and categories of beneficiaries, 

rural finance programmes should cover two groups, namely, the agricultural group 

and the non-agricultural group. Agricultural credit is needed for the farmers for 

increasing agricultural production, which is the prime concern of Nepal to develop the 

agricultural sector. Non-agricultural credit is needed for the rural poor for increasing 

income, savings and self-employment oppoS:unities to alleviate poverty from the rural 

areas. The above analysis shows that the purpose of non-agricultural group is served 

by the semi-formal and informal sectors successfully. It is also true that semi-formal 

sector provides some real services to the rural poor who are deemed to be credit

unworthy by the formal sector banks. The informal sector satisfies the immediate 

consumption demands of the large section of the rural people. But the formal one, 

i.e., agricultural finance has not been appropriately taken care of by semi-formal 

sector. And this is also not possible for this sector because of its fund constraint. 

Informal sector on the other hand, is a necessary evil in the sphere of agricultural 

finance. So it is important to expand the formal sector for agricultural finance in the 

rural areas. 

The following points highlight why there is an urgent need of expanding rural credit 

institutions in Nepal. 

• To mobilize the uncaptured micro saving. 

• To develop the agricultural sector. 

• To supply the required amount of credit to needy people on project viability 

basis. 

• To augment the production, productivity, and income and generate 

employment by which economic condition of the poor could be boosted up. 

• To put into best use the relevant rural technology in the appropriate 

production process. 

• To develop the small markets from pocket to pocket for mutual exchange of 

their goods and services by rural people. 

• To provide support for the development of rural economic and social 

infrastructure. 



• To transform the rural economic system into semi-urban economic system 

gradually. 

• To link the rural economy with urban economy thereby to help in the 

economic integration arid ultimately make a single featured economy i.e. 

developed and dynamic economy. 

105 

• To reduce the regional and sectoral imbalances by providing more financial 

opportunities to low developed areas. 

4.4 Operational Performance of ADB/N 

Agricultural Development Bank of Nepal has been occupying a premier position in 

the institutional rural credit system in Nepal. Started initially with 14 branches and 

about 125 staff members, handed over as the legacy of the then Cooperative Bank, 

ADB/N presently operates through seven Supervision and Control Offices at regional 

level and the 556 delivery networks consisting of main branches, branches, sub

branches, Small Farmers Development Project (SFDP) offices at field level with total 

of 4,135 officials and staff. It stands to be the single largest organization supplying 

credit to the agricultural and rural sectors. It shared 93.5 percent of total institutional 

rural credit supply in the Sixth Plan period (1980/81-1984/85) and 80.9 percent in the 

Seventh Plan period (1985/86-1989/90). Its share in the institutional lending in the 

years 1999/00 and 2000/01 remained 77.7 percent and 84.6 percent respectively 

(ADB/N: 2002). 

4.4.1 Loan Policies 

ADB/N has laid down comprehensive policies and procedures for conducting its 

lending operations. The main policy mandate of the bank is to provide loans for 

agricultural production activities, agro-based business and enterprises and rural 

industries that promote employment opportunities for rural people. It has classified its 

loan operations into various purposes, like cereal and cash crops, farm 

mechanization, irrigation, biogas, land development, agro-inputs marketing, agro and 

cottage industries, godowns and cold stores, agro- business, tea and coffee, rural 

housing and in terms of loans, like short-term, medium-term and long term. The 

clientele is classified as individual cooperatives, corporate bodies and small farmers. 

The bank generally makes loans against collateral security and up to the limit of 60 to 

80 percent of the value of the collateral. 
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4.4.2 Loan Disbursement 

ADB/N has a system of setting target for loan disbursement and recovery in 

aggregate level and also at branch level for each fiscal year taking into account the 

previous years' achievements, new opportunities and potentials, and resources to be 

available for lending. Its lending performance during the years 1997/98 -2001/02 

was about 96 percent of the target on an average. The highest growth rate 34.1 

percent was recorded in 2001/2002 and the growth rate in 2000/2001 was negative 

(MOF: 2002/03). 

Purpose-wise, agri-business accounted for 20 percent, cereal crops 17 percent, 

agro and cottage industries 16 percent, cash crops 12 percent, irrigation 10 percent 

and each of farm equipments and agri-inputs eight percent of the total loan disbursed 

in 2001/2002. From 1997/98 to 2001/2002, the volume of credit to cereals and cash 

crops increased by 54 percent and 67 percent, respectively; but the prices of fertilizer 

and other inputs also increased by over 50 percent. The livestock loans also could 

not expand to the desired extent due to the lack of better prices for products and the 

absence of proper marketing facility (MOF: 2002/03). 

4.4.3 Loan Recovery and Overdue Situation of ADB/N 

The recovery performance against the set target remained between 75 percent and 

105 percent with average of 90 percent achievement during 1997/98 to 2001/2002 

(NRB: 2002/03). The recovery in 2001/2002 was recorded to be the highest in 

amount with an increment of Rs. 391 million over the previous year and the growth 

rate of 52 percent. In relation to the increasing loan overdue, however, the recovery 

rates are yet low and need attention of the bank. 

In 2001/2002 the average growth rate of overdue was 15.5 percent during the 

period 1997/98-2001/02. The share of overdue in the outstanding (principal only) was 

over 40 percent during the years 1999-2001 {NRB: 2002). The mounting overdues 

can be attributed to both internal factors, such as improper selecting of borrower or 

project, defective repayment schedule, lack of adequate follow-up and supervision, 

inadequate collection efforts and delayed actions against wilful defaulters, and 

external factors that are beyond the control of ADB/N, such as crop failure, natural 

calamities, lack of market support for produces, lack of technical support from line 

agencies, poor management of enterprises, non-viability of raw materials and 

inconsistency in Government policies. 
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4.4.4 Network Expansion of ADB/N 

ThE;) expansion of ADB/N network mainly took place in 1975/76, when 64 new depot 

offices and 11 SFDP offices were established, increasing the total network strength 

to 131 from 54. The continued expansion reached its peak in 1990/1991, when the 

'number of offices reached 690 consisting of 14 zone offices, 59 branches, 101 sub

branches, 56 depots, 18 banking branches, 435 SFDP offices, 5 Regional Training 

Centres and 4 Appropriate Technology Units. At present it has 650 rural branches in 

75 districts of the country. (ADB/N:2003) 

4.4.5 Supervision and Follow-Up 

ADB/N loan recovery procedure has specified that all borrowers should be 

supervised and followed-up by the concerned field office at least once in a year. The 

bank staff should make personal contact with the borrower one month before a loan 

is due for repayment. However, supervision and follow-up is generally weak and 

inadequate. A tendency is noticed among the staff to reach borrowers only after a 

loan is found to be overdue (NRB: 2003) 

4.5 Commercial Banks in Nepal 

4.5.1 Organizational Structure 

The Nepal Bank ltd. and the Rastriya Banijya Banks are the two major commercial 

bi:mks in Nepal. The former is fully owned by the Government whereas the 

Government holds over 50 percent of the shares of the latter. Both the banks are 

based on a three - tier organizational structure, consisting of head office, regional 

offices and branches. 

4.5.2 Operational performance of Commercial Banl<s 

4.5.2.1 Loan Policies and Procedure 

The priority sector loans are broadly categorized into three sub-sectors, namely, 

agriculture, cottage industry and services. The target groups are classified as low 

income and high-income families. The borrowers, in general, are required to make 20 

percent contribution to total project cost, but it is relaxed for the low-income 

borrowers and up top the loan size of Rs. 15000. The banks generally make loans 

with a collateral security (NRB: 2002). 
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As a process,· the banks have to conduct household surveys to identify the 

target group and potential activities for financing under PSLP. But it is not followed 

and household information is collected only from the farmers who come for loan. 

During the survey conducted by the researcher most of the marginal and small 

farmer borrowers reported that they were also unaware of the terms and conditions 

of loans, such as rate of interest, penal interest, and repayment date. The efforts for 

collection of loans are also inadequate. The reminders for loan repayment to 

borrowers are not sent on time and personal contact for loan collection is late. The 

borrowers complained that loan instalments are not provided as per the need of the 

project. This had forced them to borrow from local moneylenders at higher interest 

rates. 

4.5.2.2 Loan Disbursement 

The disbursement of loan, which increased till 1990/91, decreased from 1991/92, 

mainly due to decrease in the disbursement by NBL The share of NBL in the total 

disbursement was 77.5 percent in 1987/88, which decreased to 36 percent in 

2001/02, whereas RBB's share improved from 22.5 percent in 1987/88 to 60.7 

percent in 2001/02(NRB: 2002). Recently, a passive tendency has been noticed 

among the commercial bank officials towards the priority sector lending. There is a 

lack of adequate efforts and initiatives among the branches for the exploration of new 

lending opportunities and identification of potential clients (Ibid). 

4.5.2.3 Loan Recovery 

The loan recovery performance deteriorated especially after 1990/'91. The recovery 

rate, which was recorded at 56.5 percent in 1987/88, declined to 45.9 percent in 

2001/02. The declining recovery performance was due, among others, to reasons 

such as the trade impasse with India, political situation, and, above all, inadequate 

efforts for collection made by branches (Ibid). 

4.5.2.4 Overdue Situation 

' 
The growth rate of outstanding loan, which was 34.5 percent in 1997, went down to 

7.1 percent in 2001/2002. The growth rate of overdue was recorded at 89.7 percent 

in 1998/99 and 46.7 percent in 2000/01(NRB: 2002). The ratio of overdue to 

outstanding loan increased from 14.3 percent in 1997/98 to 28.8 percent in 2001/02, 

and that of overdue to total principal due also increased from 43.5 percent in 1997/98 

to 54 percent in 2001/02. Cottage industry loans showed the highest overdue rate of 
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59.7 percent followed by agriculture (53 percent) and services sector (44.6 percent) 

in 2001/02 (ADBN: 2002). The main reasons for large overdues are lack of timely 

follow-up visits, delayed sending of reminders, poor appraisal of loan, defective 

repayment plan and delayed actions against wilful defaulter. 

4.5.2.5 Staffing and Productivity 

As of 2001/02, NBL had 7,567 staff consisting of 30 percent support staff and RBB 

with 6,365 staff consisting of 35 percent support staff, mainly guards and peons. The 

staff productivity in terms of disbursement, recovery and outstanding loans and 

deposits had increased substantially over the years between 1997/98 and 2001/02. 

However, due to continuous increase in staff, the total income of the banks could not 

increase commensurate with the expenses. At the field level, most of the rural 

branches of the banks were found to be in losses, mainly due to high personnel cost 

and inadequate volume of loan operations. However, staff provision for priority sector 

operation was very inadequate. The level of staff motivation in both the banks was 

very low. The priority sector branches seemed to have made negligible efforts for 

exploring new business opportunities at the local level. Besides, provision of training 

for field managers and staff had been found to be grossly inadequate (NRB: 2002). 

4.6 Financial Performance of Rural Credit Institutions in Nepal 

Financial performance of three major credit institutions viz., NBL, RBB, and ADB/N 

has been examined through analysis of various financial indicators. The sources of 

information are the published annual reports as well as provisional financial 

statements of those institutions and information obtained through various sources. 

4.6.1 Credit-Deposit Ratio of Banks 

Credit-deposit ratios are calculated considering separately the outstanding advances 

against the total deposit liabilities and total fund deployed (i.e. advance plus 

investments in Government securities against the total deposits). The table 4.1 

shows that NBL had very much maintained a consistent ratio of over 60 percent over 

the years but for 2000 when the ratio declined to 54.7 percent. Conversely, RBB's 

position was deteriorating. However, since NBL's advances figures are also inclusive 

of interest receivable amounts and as such the ratio is window-dressed. Though 

NBL's financial statements did not disclose the extent of interest receivable clubbed 

into the 'advances' information available from NRB for the last three years disclosed 



110 

that the amount of outstanding interest receivable in the case of NBL amounted to 

Rs.1505._9 million, Rs.1195.1 million and Rs.132'7.5 million respectively. Excluding 

these amounts from advances, the credit/deposit ratio for NBL would come to only 

48.3 percent, 44.9 percent and 51.4 percent,. which was far more less than that of 

RBB. Therefore, compared to the credit/deposit ratios maintained by the other banks, 

the performance of NBL was not satisfactory. 

Banks 

NBL 

RBB 

ADBN 

Table 4.1: Credit/Deposit Ratio of Banks 

(FY 199798 -2001/02) 

July1997/98 1998/99 1999/00 2000/01 

61.6 61.0 62.4 54.7 

64.6 60.9 54.7 t 51.2 

102.3 88.5 82.0 73.3 

Source: Balance sheets of respective banks. 

(In Percent) 

200102' 

51.3 

50.2 

68.2 

Note: The Fiscal Year (FY) in Nepal commences from 15th July and ends on 14th 

July; FY 1997-1998 for instance, covers the period between 15th July 1997 to 14th 

July 1998. 

ADB/N's credit/deposit ratio is calculated including loans and refinance it had 

received. The impressive ratio of 102.3 percent since 1997/98 consecutively went 

down to 68.2 percent in July 2001 implying the slowing down in its lending activities. 

4.6.2 Credit Disbursement 

Attempt has been made to analyse the credit disbursement by commercial banks 

against the total disbursable fund. The disbursable fund has been defined as the · 

aggregate of recoveries made during the year and net increase in loanable deposits 

(i.e. net increase in deposits minus minimum amount required to be set aside liquid 

funds in the form of Cash Reserve and Statutory Liquidity Ratios). The resultant 

ratios of disbursed amount to total disbursable fund are given in the table 4.2 below. 

Table 4.2: Ratio of Disbursed Amount to Total Disbursable Fund 

(In percent) 

Banks July1999/2000 2000/01 2001/02 

NBL 91.6 97.2 93.9 
RBB 94.7 93.9 91.5 

ADB/N 65.5 72.0 70.7 

Source: ibid 
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Though a uniform credit extension in the last years is visible from the table 4.2, both 

NBL and RBB could achieve better result in 2001/2002 in that they were able to 

extend credits more than they accumulated. In other words, part of previously 

unutilised funds had also been used. However, one particular point to be reckoned 

here with has been the imposition of additional statutory' liquidity ratio (SLR) of 24 

percent by NRB in that year restricting severely the lending capacity of the banks. 

Therefore, on account of deduction of deposits by additional 24 percent in that year 

with relation to earlier years, the total disbursable fund had come down which 

resulted in the exhibition of higher ratio for that year. 

In order to examine the actual improvement in credit extension, attempt has 

also been made to analyse the total disbursement vis-a-vis recoveries only, which is 

shown in table 4.3. The table has indicated that the net additional credit 

disbursement over and above the recoveries made during the year was very much 

nominal in the case of both NBL and RBB though there were improvements in 

2001/2002. This implies that the banks were not successful in deploying adequately 

the new resources generated through deposit collections. In other words, the liquidity 

in the banking sector was increasing. The result is that of lower credit/deposit ratio 

and ultimately low returns. In the case of ADB/N, the proportion is much higher which 

implies its continuous credit expansion. 

Table 4.3: Percentage of Amount Disbursed Against Total Recoveries 

Banks July1999 2000 2001 2002 

NBL 107.1 104.4 103.0 110.7 

RBB 106.1 100.3 106.4 110.2 

ADBN 143. 7 144.6 155.0 145.8 

Source: Ibid 

4.6.3 Credit Recovery and Overdue 

The volume of credit outstanding with the banks was on the rise though not in 

proportion to the growth in deposits. Increased volume of credit is absolutely 

necessary for ensuring profitability. However, the increase in the volume of credit is 

one aspect; the quality of the same is another. Credit recovery is related to the 

credit, which becomes due. Therefore, for the analysis of recovery ratio, precise 

information as to the recoveries made against loans which have become due will be 

required and it can not be related fruitfully to the outstanding credits at the year-end 

or for that matter a particular period. Such information was not available. In the 
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absence of such information, therefore, no attempt was made to analyse the 

adequacy of loan recoveries. 

According to table 4.4 the overdue portion is increasing. As for NBL and RBB, 

the reduction in the proportion in 2001/2002 was largely due to the release of 

payment (in the form of bonds) by Government against non-performing credits to 

public enterprises, which resulted in reduction of the outstanding credit as well as the 

overdue amount. The increasing amount of overdue is very much indicative of the 

deteriorating state of financial health of the banks. The increment in overdue loans 

despite clearance of overdue credits to public enterprises is the indication that the 

quality of private sector credits was also worsening. 

Table 4.4: Ratio of Overdue to Total Credit 

(In Percentage) 

Banks 1997/98 1998/99 1999/00 2000/01 2001/02 

RBB 20.1 23.0 30.5 25.6 21.9 

NBL 23.0 22.4 34.8 29.9 14.2 

ADB/N 38.7 34.3 40.8 44.9 41.5 

Source: Ibid 

4.6.4 Overdue and Non-Performing Loans 

The analysis of the sector-wise overdue is produced in table 4.5. NBL was successful 

to contain the overdue loans particularly in commercial and consumption sector 

whereas the ratio increased in the case of industrial loans. So far as the agricultural 

sector is concerned the ratio increased drastically in 2001. One particular noteworthy 

point here is that, while the annual disbursement in this sector had fallen significantly, 

the overdue amount was increasing. The ratio is alarmingly high in the case of 

commercial loan and this contributed to increase the proportion of overdue loans in 

aggregate. 
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Table 4.5: Sectoral Overdue Loans 

(Percentage of Outstanding Loan) 

1997 1998 1999 2000 2001 

Agricultural Sector 

NBL 50.5 37.4 10.8 17.5 28.1 

RBB 24.7 25.3 17.7 19.2 21.8 

Industrial Sector 

NBL 16.4 22.7 26.9 20.9 23.4 

RBB 15.6 13.9 29.4 23.5 19.6 

Commercial + services 

NBL 32.4 24.9 21.7 11.3 11.0 

RBB 31.6 39.4 47.5 35.5 30.1 

ConsumQtion+ Social 

NBL 15.6 16.9 22.3 14.1 11.1 

RBB 11.1 12.4 13.9 16.0 10.8 

Source: Economic Report, NRB, 2002 

The sector-wise overdue loans of ADB/N are presented in the table 4.6 below. 

Table 4.6: Sector-Wise Overdue Loans of ADB/N 

(In percent) 

Particulars 1997 1998 1999 2000 2001 

Cereal and Cash Crop 59.7 59.2 64.6 69.3 71.3 

Farm Mechanization/irrigation 34.5 35.2 35.9 3i5 28.4 

Agro-Business 31.2 31.7 32.5 34.3 36.2 

Agro-lndustries 36.3 37.1 41.3 41.6 43.1 

Horticulture, Tea/coffee 11.9 11.1 8.6 8.7 9.5 

Housing - - 1.5 12.5 21.2 

Source: Ibid 

The highest amount ADB/N lends is in the cereal and cash crop sector and this 

sector also had got the highest overdue loans, which reached 71.3 percent as of July 

2001 (Table 4.6). Similarly overdue portions is found to be increasing in other sectors 

also. 
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4.6.5 Profitability Ratios 

The main findings on different aspects of operational and financial activities of the 

three institutions do not produce a satisfactory result. It is, therefore, inevitable that 

the profitability of these institutions would suffer, as is the situation. The profitability of 

these institutions has been examined through the use of various ratios. 

4.6.5.1 Deposit Interest Payout vs. Interest Income on Advances 

As a matter of fact, commercial banks have been maintaining a good spread 

(exceeding six percent) in interest rates. The maximum aggregate rate of interest on 

deposits comes to less than ten percent while the lending rates varied from 14 

percent to 16 percent. Therefore, simply calculated on the basis of six percent 

spread, the interest they pay in deposits could easily be realized with deployment of 

55 percent of the deposits in advances. But despite attaining this level of 

credit/deposit ratio they have not been able to break even the interest expenses, as 

indicated in table 4. 7. 

Table 4.7: Ratio of Interest Paid on Deposits to interest Income from Advances 

(In Percent) 

1997/98 1998/99 i999/00 2000/01 2001/02 

RBB 78.0 92.8 102.1 116.3 124.0 

NBL 111.5 115.7 107.8 100.0 170.1 

ADB/N 58.1 56.0 58.3 64.5 58.3 

Source: Obtained from Nepal Rastra Bank, Kathmandu, Nepal 

The ratio of more than 100 percent indicates the excess of i'nterest payout in deposits 

than the interest receipt in advances. Therefore, as a matter of fact, the higher ratio 

indicates the use of income received by way of other sources (e.g. interest received 

on investment) towards interest payment to deposit holders. Therefore, the lesser is 

the ratio, the more comfortable position for the banks. However, as the table has 

indicated, the situation of both NBL and RBB is deteriorating on this count. While 

there was a continuous increase in the ratio for RBB, the position for NBL became 

more alarming in 2001/02. In the case of ADB/N, the interest paid amount is 

calculated inclusive of interest on borrowings since borrowings consist of a sizeable 

amount of available fund for that bank. The position of the bank is seen comfortable 

so far as this ratio is concerned. 

On the basis of the above analysis we find that the payback situation and the 

volume of overdue of the credit supplied by the rural credit institutions in rural sector 
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present disappointing trend. It is a difficult situation where neither the credit supply 

can be stopped, which will affect economic development of the country, nor can the 

supply of loan be continued without the recovery of past loans. 

4.7 Problems Encountered by Farmer Borrowers and Rural Credit 

Institutions in the Sampled Area 

In this section we have made an attempt to discuss the problems faced by farmer 

borrowers and rural credit institutions on the basis of our field investigation. For this 

purpose personal interview method was adopted by us with the bank officials and 

personal interview method was adopted to elicit views from the farmer borrowers 

through questionnaires prepared for the survey. The results of the survey obtained 

from each of the respondents are mentioned below. 

4.7.1 Farmer Borrowers 

Timely and Adequately Supply of Inputs 

Supply of farm inputs in adequate quantities and in time is an essential requirement 

of the farmer borrowers. It is seen that the majority of the farmers had not received 

the farm inputs timely and in adequate quantities. This is seen from the table 4.8 

Table 4.8: Supply of Farm Inputs to Farmer Borrowers on the Basis of Timeliness and 
Adequacy 

Area Received timely Not received timely Neutral Total 
and adequately and adequately 

LOA 22 (29.33) 45 (60) 8(1 0.67) 75 (1 00) 

MDA 31 (41.33) 39(52) 5(6.67) 75 (1 00) 

DA 46(61.33) 22(29.33) 7(8) 75 (1 00) 

All 99 (44) 106 (4 7.11) 20 (8.89) 225(1 00) 

Source: Field survey 2001 

Note:- Figures in brackets indicate percentage to the total 

LOA= Low developed area; MDA = Moderately developed area ; DA = Developed area 

The table 4.8 indicates that only 44 percent of the total farmer borrowers agreed that 

they had received farm inputs timely and adequately to undertake agricultural 

operations. On the other hand about 47 percent of the farmer borrowers confirmed 

that they had not received farm inputs in time and in adequate quantities. The 

remaining farmer borrowers constituting about 8,89 percent of the total borrowers, 

however, maintained a neutral stand. If we compare area wise we see that the 

proportion of farmers who did not receive farm inputs timely and adequately is 
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decreasing from low developed area (LOA) to developed area (DA). It indicates that 

there is less concentration of the input supplying agencies in the low developed area 

of Morang district. 

Supply of Loan in Time and in Adequate Quantity 

Farmer borrowers require credit befo"re the beginning of agricultural season. This 

would help them to complete the cycle of production. The response on this issue by 

farmer borrowers was mixed one. This is seen from table 4.9 

Table 4.9: Supply of Loans to Farmer Borrowers by Formal Credit Institutions on the Basis of 
Timeliness and Adequacy 

Area Received timely and Not received timely and Neutral Total 
adequately adequately 

' LOA 17 (22.67) "47(62.67) 11(14.67) 75(100) 

MDA 24(32.0) 43(57.33) 8(10.67) 75 (100) 

DA 31(41.33) 36(48.0) 8(1 0.67) 75 (1 00) 

All 72 (32.0) 126( 56.0) 27(12.0) 225(100) 

Source: Field survey, 2001 

Note:- Figures in brackets indicate percentage to the total 

The table 4.9 indicates that about 56 percent of total farmer borrowers agreed 

that they had not received credit from formal institutions in time and in adequate 

amount. The supply fell short of their requirements. On the other hand, only 32 

percent of the total farmer borrowers agreed to have received credit in time and in 

adequate amount. During the survey it was reported that majority of the medium and 

large farmers were able to receive credit in time and in adequate quantity. Majority of 

the marginal farmers were not able to get the formal credit timely and adequately due 

to the lack of security to offer to get loans. The table 4.9 also indicates that the 

proportion of farmer borrowers is increasing from low developed area to developed 

area implying that the availability of formal credit institutions is more in developed 

area than in moderately and low developed area. 

With regard to the difficulties faced for receiving credit, 52 (23.11 %) farmer 

borrowers out of total conceded to have received credit after paying several visiting 

to banks. 
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Rate of Interest on Agricultural Loans 

The objective behind supplying credit to farm sector is to enable the farmer 

borrowers to receive credit at a cheap and moderate rate of interest. On the contrary 

some of the farmer borrowers had the feeling that the prevailing rate of interest was 

unhelpful in nature. The response of the farmer borrowers on the issue of rate of 

interest is shown in table 4.10 

Table 4.10: Rate of Interest on Agricultural Loans 

Farmers R.I." is cheap R.I. is neither cheap Indifferent Total 

and moderate nor moderate 

Marginal 42(77.78) 8(14.81) 4(7.41) 54(100) 

Small 92(72.0) 24(32.0) 10 (7.94) 126(100) 

Medium and large 16 (35.56) 24 (53.33) ' 5(11.11) 45(1 00) 

All 150"(66.67) 56 (24.89) 19(8.44) 225(100) 

Source: Field survey, 2001 

Note: Figures in brackets indicate percentage to the total; R.I. = Rate of interset 

The table 4.10 indicates that nearly 66.67 percent of the total farmer borrowers 

responded that the prevailing rate of interest was cheap and moderate. On the other 

hand, 24.89 percent of the total respondents viewed that the rate of interest on 

agricultural loans was neither cheap nor moderate. The remaining 8.44 percent of the 

total farmer borrowers had no answer to this vital problem. 

It is interesting to examine here that the prevailing rate of interest charged by 

banks was cheap and moderate to 77.78 percent of the marginal farmers. During the 

survey the marginal farmers reported that the rate of interest charged by the 

moneylenders ranged from 36 percent to 60 percent per annum. Majority of the 

marginal farmers borrow from moneylenders due to the lack of collateral. The rate of 
' 

interest charged by the banks ranged from 14 to 16 percent. When they compare the 

rate of interest of moneylenders with the rate of banks, they feel the rate charged by 

banks to be very low. But, majority of the medium and large farmers borrow from the 

banks and they gave the view that the bank rate is still higher and should still be 

reduced to increase the profitability of their investments. During the survey marginal 

and small farmers reported that many medium and large farmers borrow from the 
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banks for undertaking agricultural operations, but they lend the borrowed money to 

the marginal and small farmers at a higher rate of interest than they are charged by 

the banks. 

Repayment of Loans 

Farmer borrowers who have received credit are required to repay the loan in time. 

About 185 farmer borrowers i.e., 82.22 percent of the total farmers maintained that 

they were aware of this problem and were serious about this matter. Only 30 farmer 

borrowers i.e., 13.33 percent were not aware of this problem and did not take the 

matter seriously. The remaining farmer borrowers had no answer on this issue. 

With regard to the difficulties faced by the farmer borrowers repaying the loan, 

they mentioned the following factors. This is shown in table 4.11 

Table 4.11: Factors Accounting for Poor Repayment of Loans 

Area Drought Low Diversion of loan for Govt. policy of No reply Total 
condition income other purposes exemptions 

LDA 10(13.33) 17(22.67) 41(54.67) 4(5.33) 3(4.0) 75(1 00) 

MDA 8(1 0.67) 12(16.0) 36(48.0) 14(18.67) 5(6.67) 75(1 00) 

DA 4(5.33) 1 0(13.33) 32(36.0) 26(22.67) 3(1.33) 75(1 00) 

All 22(9.78) 39(17.33) 109(48.44) 44(19.56) 11(4.89) 225 (1 00) 

Source: Field survey, 2001 

Note: Figures in brackets indicate percentage to the total 

It is seen from the table 4.11 that 9. 78 percent of the total farmer borrowers 

mentioned that continuous drought affecting production of crops as one of the factors 

for poor repayment of loan. On the other hand nearly 17.33 percent of the total 

mentioned that they had not repaid the loan due to low income. About 48.44 percent 

of the total could not repay due to the use of credit for purposes other than 

agricultural production. In this connection they mentioned about the repayment of old 

loans, marriage of daughters, repairs of houses and consumption purposes as the 

proximate causes for the diversion. As against them, 19.56 percent of the total 

borrowers frankly confessed that they had not repaid the loan on the anticipation that 

the government would exempt them from repayment of past dues. The remaining 

4.89 percent of total farmer borrowers had no answer on this issue. 
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Processing of Loan Proposal 

In Nepal, instit.utionallending agencies take much time in sanctioning of the loan after 

getting loan applications. There is every possibility that the sanction of loan would be 

delayed because of many complications. For example, loan applications are not 

normally called for in every season, unless the borrowers desire to obtain loan for his 

season requirements. Applications for loan are called generally within a short span of 

time, before the sowing operations. In quite a few cases the farmers have no 

knowledge about the basic and condition of the loans such as rate of interest, undue 

loan repayment punishment and other related conditions. 

During the interviews conducted with selected farmers in Morang district most 

of the farmers were of the opinion that the institutional agencies took 16 to 20 days, 

to clear their applications while the final approval of loan took 17 to 90 days in case 

of the Rastriya Banjiya Bank branches. 

It indicates that the branches of these mentioned three banks take more time in 

processing the loan applications. The farmers do not wait for such a long time. 

Ultimately they have to go to the private moneylenders for meeting their seasonal 

credit requirements. 

It is significant to note that during the survey some farmers reported that they 

had to pay extra charges for processing the loan applications. It has been reported 

that they have to pay 3 per cent to the site engineer and 2 per cent to the manager of 

the bank of the total amount disbursed. This amount is fixed in percentage of the total 

disturbed amount to the farmers. It creates many problems such as the feasibility and 

profitability of loan. 

Problem of Agricultural Marketing 

About 58.5 percent of the total farmer borrowers pointed out that they had faced 

difficulties in marketing their products on account of lack of opportunities. Among 

them, lack of roads, absence of transport and communication network, distance to 

urban markets, payment of various commissions and charges in outside markets, 

and dearth of finance etc, are some of the factors preventing marketing scope in rural 

areas. On the other hand, 28.9 percent of the total farmer borrowers confirmed that 

poor marketing opportunities are due to the absence of governmental help and 

patronage. About 11.4 percent of the total cited several other reasons for low 

demand of their products, which affected their marketing prospects. Among them, 
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,inferior quality of products, defecting handling and packing were the most important. 

The remaining 1.2 percent of the farmer borrowers had no answer to the problem of 

agricultural marketing. 

4.7.2 Problems Encountered by Rural Credit Branches in the Sampled Area 

The bank officials working in bank branches were also interviewed to understand 

their problems at the grass-root level. The bank offices operating in the three areas 

are: Agricultural Development Bank, lndrapur Branch, Rastriya Banijaya Bank Karsia, 

Branch and Nepal Bank Limited, Biratnagar, Old Airport. The views Collected through 

opinion survey are presented below. 

Almost all the bank officials operating in the areas complained about poor 

recovery of loans. This is shown in table 4.12 

Table 4.12: Recovery of Loans from Farmer Borrowers According to Size Class of 
Holdings 

(In Percent) 

Size Class ADB/N RBB NBL All banks 

Marginal 30 32.5 36.4 32.97 

Small 42 40.0 38.0 40.0 

Medium and large 28.4 26.5 27.5 27.47 

All 33.47 33.0 33.47 33.31 

Source: Respective bank branches, July 15, 2002. 

The table 4.12 shows that from marginal and small farmers the amount recovered by 

banks are 32.97 percent and 40 percent respectively. Recovery from medium and 

large farmers is 27.47 percent. Bank wise there is no significant difference in the 

recovery rate of all the bank branches. From the table 4.12 we see that the 

repayment rate of small farmers is higher than that of marginal and medium and 

large farmers. It is clear from the table 4.12 that the recovery rate from medium and 

large farmers is poorer than the recovery rate from small and marginal farmers. 

Bank officials are of the opinion that continuous drought accompanied by poor 

income generation of farmers in low developed area of Morang district was the main 

cause for non-repayment of loan by farmers. Almost all the banks admitted their 

failure in undertaking supervision and follow up action for effective monitoring of the 

use and recovery of loans due to dearth of field level staff in branches. 
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The bank officials also gave their opinion that they are often faced with the 

problem of proper identification of the economic status of the borrowers. According to 
' 

them, those farmers who ha·ve other sources of income are having small pieces of 

land in villages avail the benefits of the various schemes which are designed for the 

welfare of the poor section of the community. 

According to the bank officials, one of the major problems, which has emerged 

out of the implementation of the multi-agency approach, is the lack of co-ordination 

among different credit institutions, extension services and development agencies. 

In view of this potential and personal working experience, the respondent bank 

managers were also asked to provide suggestions on how rural banking services 

might be improved. The managers of all the selected branches give highest 

importance to institutional development, which can be implemented administratively. 

All branch managers accept the need for better staff deployment. 

4.8 Major Issues in the Rural Financial Sector of Nepal 

On the basis of the analysis made above we can state the major issues in the rural 

financial sector of Nepal point wise as the following: 

• Limited outreach. 

• Poor operational and financial performance 

• Predominance of informal sector. 

• High Transaction Costs. 

• Weak financial viabiUty and sustainability. 

• Inadequate legal and regulating framework. 

• High rate of growth of overdues 

• Problem of co-ordination. 

• Problem of proper Identification of borrowers. 

• Neglect of low developed areas. 

• Lack of infrastructure facilities. 

• Lack of trained and competent staff in the banking sector 
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CHAPTER-V 

SUPPLY OF AND DEMAND FOR FARM CREDIT IN NEPAL 

5.1 Introduction 

The purpose of this chapter is to explain the major sources of supply of farm credit to 

farmers with the help of existing available secondary data. An attempt is made to 

project the supply of credit by major sources and match with the total requirement of 

credit by the farmers at the national level. The relationship between price of inputs 

and demand for short-term farm credit is studied on the basis of secondary data. 

Factors influencing the demand for farm credit are discussed in detail. A separate 

study is made on the basis of field survey data to study the relationship between rate 

of interest and demand for short-term farm credit. 

5.2 Sources of Agricultural Credit in Nepal 

In general, households resort to borrowing when their earnings or incomes do not 

meet their consumption and investment needs. Two sources of credit - formal and 

informal- have co-existed in varying extent in Nepal, as elsewhere in Asia (Ghate P. 

et al: 1993) 

Agriculture in Nepal is financed through different sources. These can be broadly 

classified into: 

a. Institutional sources, and 

b. Non-Institutional sources. 

During 1997/98, the total rural credit requirement was estimated at Rs. 18 billion. 

The total credit supplied by the formal sector in 1997/98 was around Rs. 5 billion 

(Chatterjee and Agrawal: 2000). This indicates that only about 28 percent of rural 

credit demand was fulfilled by the formal sector. The lion's share of rural credit is still 

provided by the exploitative informal sector. There exists a considerable gap between 

demand and supply for rural credit in Nepal. 

Institutional sources of credit are the Agricultural Development Bank, commercial 

banks and cooperative societies, while non-institutional sources are professional 
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moneylenders, village moneylenders, landlords, traders, friends, relatives, and 

others. 

Table 5.1 shows the share of formal financial institutions in total outstanding 

credit of formal financial institutions in total rural credit. For commercial banks, it is 

less than 10 percent. This means that commercial bC;Jnks sector has not been able to 

meet the NRB directive of 12 percent priority sector loans of total credit disbursed by 

these banks The Agricultural Development Bank has been playing the dominant role 

by providing 72 percent of its total loan as rural credit. So are Regional Rural . 

Development Banks and NRB recognized NGOs, whic_h provide 65 percent of total 

credit as rural credit mainly to non-farm sector. Reliable data are not available to 

assess the role of Cooperatives in rural credit. 

Table 5.1: Share of Rural Credit in Total Credit of Formal Financial Institutions 

(Rs. million) 

Total credit Rural credit Rural credit as percent 
of total credit 

July 1997 Oct 2001 July 1997 Oct 2001 July1997 Oct2001 

Commercial 20,974 115,707 1,930 11 '194 9.2 9.7 
Banks 

ADB/N 12,034 21,149 8,840 15,208 73.5 71.9 

RRDB and 296 - 193 - 65.2 -
NGOs 

Cooperatives - 1,270 - - - -
(licensed by 
NRB) 

Source: Banking and Finance Statistics, Oct.2002, No.38, NRB, pp.3-23 

Note:-RRDB = Regional Rural Development Banks 

However, in Nepal the non-institutional sources have dominated agricultural credit 

sector. They usually charge high rates of interest, which, vary from place to place. A 

moneylender's method of lending business is very simple, yet elastic; he is easily 

accessible any time during the day and develops a close business relationship with 

his borrowers. A moneylender can accommodate tl1em even without tangible security 

and yet protects himself against a possible loss because of his local knowledge and 

experience of his borrowers who stay in his neighbourhood. It is an undisputed fact 
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. that bulk of agricultural finance in Nepal is still supplied by these non-institutional 

services. 

Among these sources of non-institutional credit, the moneylender still practices 

several questionable methods of lending. However, the institutional lenders have so 

far not been able to dislodge them from the money lending trade despite the 

comparative merits that they command. This is clearly brought out in their operations 

as displayed in table 5.2 below. 

Table 5.2: Percentage Share of Different Financing Agencies in Agricultural Credit in 
Nepal 

(1971/72-2001/02) 

(Percentage) 

Credit Agency 1971/72 1991/92 2001/02 

A Institutional Agency 18.08 29.64 36.28. 

1. Agricultural Development Bank 0.24 15.93 28.34 

2. Commercial Banks 2.54 11.6 3.88 

3. Others- - - -

WardNillage Committee 12.35 - -

Cooperative Societies/Sajha 2.95 - 4.05 

8 Non-Institutional Agencies 81.92 70.36 63.72 

4. Money Lenders 43.42 28.45 -

5. Land lords 2.78 0.93 -

6. Traders 3.27 16.53 -

7. Friends and Relatives 30.9 24.35 -

8. Others 1.55 - -

Total (A+B) 100 100 100 

Source: National C.ensus of Agriculture, 2001/02, Nepal 
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It may be observed from the table 5.2 and figure 5.1 that the share of institutional 

agencies in the total agricultural credit increased from 18 per cent in 1972 to about 

30 percent in 1991-92. Among the institutional sources; ADB/N's role has 

significantly changed from 0.24 percent in 1972 to 16 percent in 1991-92 and 28 

percent in 2001/02. It has emerged as a major source of institutional credit recently. 

The share of commercial banks, which was 2.54 percent in 1972, went up to about 

12 per cent in 1991-92 and decreased to 3.88 percent in 2001/02. They are the 

second major institutional credit suppliers. But the share of cooperative societies is 

almost stagnant. 

The share of the non-institutional agencies declined from 82 per cent in 1972 to 

70 percent in 1991-92 and 63.72 percent in 2001/02. Among the private agencies, 

share of money- lenders was the highest, about 44 per cent in 1972 which came 

down to 28 percent in 1991-92, followed by friends and relatives. Their share 

declined from about 31 per cent in 1972 to 24 per cent in 1991-92. 

From the Table 5.2 we may conclude that in Nepal private money lending 

system has played a vital and predominant role. Most of the villages in Nepal are 

fully affected by this private source of credit facility even today. The private money

lending process is the oldest and most popular throughout Nepal. In some villages, 

the private money- lending process is so convenient and reliable that no villager likes 

to request funds from the institutional credit agencies. 

5.2.1 Role of Informal Source of Credit in Rural Economy of Nepal 

It is generally known that in the unorganised sector, village moneylenders, 

merchants and traders and to some extent big landowners are providing credit to the 
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marginal and small farmers at exorbitant rates of interest. Even today, these private 

credit agencies are the chief sources of agricultural financE! in rural economy. 

Not only in the farming sector, it is of the same natu~e in other sectors also. In 

addition to availing finance from the financial institutions, entrepreneurs frequently 

access some amount of credit from private moneylenders and indigenous bankers. 

Though a system of financing in the rural sector is in vogue today, it is constrained by 

a host of problems (Rhynme and Otero: 1994). Financing problems not only differ 

according to the characteristics of the small establishment, but also depending on the 

stage of development, type of capital required, existing policy frame work, 

complexities in lending processes and others. When there is lack of familiarity of 

financial institutes with farmers, it is difficult and expensive for a formal lender to 

identify the risks of the projects, especially when documentation is deficient (Fischer: 

1995). 

In all developing countries, the share of the informal sector in credit/finance is 

higher than 50 percent on average (Pareek,: 1978). Interestingly, t~ose farmer 

borrowers, who have received loans from financial intermediaries (Fis), also have 

accessed moneylenders (Mls) and friends/relatives. In Nepal, the informal money 

market is fragmented and has very weak base due to its illegality and is inadequate, 

in addition to high interest charged. Money lending business in the Terai is more 

organized as compared to hills and mountains. The Indian moneylenders visit the 

rural people on the bordering VDCs of Nepal regularly and learn about the needs of 

villagers and their financial problems. In other parts of the country, lending is more 

demand based. The rieedy go to the Mls and ask for credit. It is observed despite 

the lack of financial intermediation; the Mls play a very important role in rural life. 

Distinct private money lending and borrowing culture has set in. As the business is 

illegal and the cultural barrier is strong, it will be quite impossible to break this 

practice. Here are few statements of Mls in relation to their business "Money-lending 

is a good business, You make 100 percent profits. If you have money, there is a big 

market. It is better to lend in smaller amount as you can serve more borrowers and . 

the risk is less." 

In financial intermediation, the informal sector, especially the moneylender has 

played an important role. Many studies Aleem (1993), Hossain (1988), Siamwalla 

(1993), Hook (1995) and others have brought up repeatedly the issues of Mls in the · 

rural credit system and their weaknesses and the interest rates charged by them. but 
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none have published any details studies on it. Here we try to analyze why rural 

people prefer moneylenders to banks for borrowing despite the very high interest 

rates changed by moneylenders. 

It is generally known that farmers find it much easier to access loan from 

moneylenders rather than from the financial institutions. The most important factor is 

the personal relation between borrowers and Mls. The b.orrowers, who is known to 

ML, does not need to put up any application or fill up f0rms or put the assets as 

collateral. The ML disburses the loan either immediately or within the next two days. 

Quick accesses with relatively ease makes borrowersgo to Mls although the interest 

rates charged by Mls are sky high, averaging more than 80 percent per annum. 

Often as regular borrowers, borrowers bargain for interest rates and Mls do grant a 

few percent less also making the borrowers happy about the transaction. 

Since, most of the farmers have little time and also hold low reserves in hand, the 

Mls greatly facilitate the farmers because the entire transaction to concluding the 

deals takes only a few hours followed by release of loan .. Unlike the borrowing from 

Fls the transaction cost and the time are saved through such a quick service of the 

Mls and, therefore, the borrowers do not bother of such high interest rate charged by 

Mls. 

Borrowers also have easy mode of repayment when they take loan from the Mls. 

If they are unable to pay in time, which is often negotiable with a short notice. The 

cash needs of the farmers are often mixed with their production needs and 
\ 

consumption needs; the loan is used for both the purposes. The borrowers do not 

have to justify the need for the loans nor are they restricted to use it only in farms. It 

enables them to be flexible with the utilization of the loan. Unlike Fls, the poor · 

borrowers stand a good chance for borrowing from Mls. The equation for the poor is: 
\ 

Poor borrowers = needy person, trustworthy, closely known. There is no compulsion 

that borrowers need collateral of 1.5 to 2 times the loan amount, project report, credit 

rating or other documents in case of borrowing from MLs. Mls function on face-to

face relation, which probably is the most advantageous point in favor of Mls. 

Although money lending is called a social evil, yet it cannot be wiped out unless 

the formal financial sector comes into addressing the needs of the poor in the rural 

sector. Even the most effective operation in the rural sector by the Grameen Bank in 
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Bangladesh, the money lending business is still prevalent among the poorer section 

of the society (Chhetri: 2001 ). 

5.3 Nature of Institutional Credit 

Ordinarily credit is classified into various forms viz., period-wise, purpose-wise, 

security-wise and creditor-wise. But our discussion is based on only three types of 

credits namely, period-wise, term-wise and purpose-wise according to the availability 

of secondary data. 

Period wise Institutional Credit 

The general basis of classifying agricultural credit is the length of time for which 

credit is required. Of course, the length of the period of the loan is closely related to 

the purpose arid the degree of performance or fixity of the capital required to be 

financed. In other words, it is also related to the anticipated gestation period of the 

proposed investment. 

According to the basis of the period, agricultural credit has been classified as: 

(i) Short-term credit 

(ii) Medium-term credit and 

(iii) Long-term credit. 

Short-Term Credit 

This type of credit is one, which provides farmers with the working capital to run their 

farm efficiently, to raise the crop in the best possible manner and to hold the produce 

until it is marketed. The period of this type does not normally exceed 15 months. 

Medium-Term Credit 

Medium-term credit is one which provides the farmer with capital to purchase 

livestock and farm machinery, as also to carry out improvements which usually 

involve an investment period longer than one year. Such credits are given normally 

for a period longer than 15 months but nqt more than seven years. 

Long-Term Credit 

Long-term credit is one which offer farmers the means required for purchasing small 

and medium holdings, or to effect permanent improvement e.g., reclamation of new 

land, purchase of machines,_ drainage, construction of wells, embankments and the 
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erection of livestock-quarters, store-houses and other farm buildings and liquidation 

of old debts etc. The period of such debt varies from country to country and place to 

place. Such loans are repayable after 7 years but not exceeding 20 years. 

5.4 Supply of Institutional Credit in the Agricultural Sector 

Adequate and timely supply of credit is necessary for the development of agriculture 

in a developing country like Nepal. Obviously, the supply of agricultural credit 

depends upon the level of savings, the degree of risk and uncertainty, the alternative 

opportunities for investment and the perspective angle of the lending institutions. In 

most of the developing countries including Nepal, large farmers generally claim a 

lion's share of institutional credit. The principal objective of the Government is the 

progressive institutionalisation of agricultural credit and thereby reducing the 

dominance of the non-institutional credit agencies already existing in the agrarian 

structure. However, this objective centres mainly on the fact that the supply of credit 

disbursed by institutional agencies would be adequate to meet the credit needs of the 

cultivators. 

5.4.1 Existing Supply of Institutional Credit in Nepal 

Existing supply of institutional credit is contributed by ADB/N and commercial banks 

in Nepal, in order to increase agricultural growth as well as economic development 

as a whole. 

5.4.1.1 Agricultural Development Bank and Agricultural Credit 

The Agricultural Development Bank of Nepal has occupied a premier position in 

institutional rural credit system in Nepal. Presently, it is supplying a major share of 

institutional credit to the agriculture and rural sectors. It provides finance for 

agricultural production activities and other agro-based business, industries, 

individuals, co-operatives, corporate bodies and small farmers. An attempt has been 

made in table 5.3 to present a picture of credit supplied by the Agricultural 

Development Bank by purpose during the period 1988-89 to 2002-2003. 



Year 
Crops- cereal and 

cash prod. 

1988/89 335.5 

1989/90 383.8 

1990/91 300.3 

1991/92 435.0 

1992/93 561.6 

1993/94 811.5 

1994/95 894.8 

1995/96 1015.6 

1996/97 993.6 

1997/98 1170.0 

1998/99 1465.9 

1999/00 1756.3 

2000/01 1913.2 

2001/02 1891.9 

2002/03 1054.9 

Annual trend 110.581 

Average 
Annual 

Growth(%) 11.37 
-

Table 5.3: Loan Disbursement by ADB/N -by Purpose 

(1988/89 to 2002/03) 

Agri tools and 
Agri business 

Agri ind., marketing · Horti- Tea, coffee 
irrigation and godowns Culture cultivation 

158.8 217.1 257.5 36.8 7.5 

157.4 276.4 287.6 40.2 5.9 

182.2 280.3 273.5 44.5 9.9 

274.8 299.6 421.5 27.1 7.8 

451.9 371.2 542.6 29.0 21.2 

557 699.5 725.9 35.3 37.3 

678.4 694.5 972.3 36.4 50.7 

661.5 768.5 1224.0 37.1 43.5 

609.1 795.4 1387.8 33.5 43.7 

580.4 866.6 1559.1 36.0 41.8 

823.0 1029.3 1969.9 30.1 83.6 

1027.7 1221.7 2772.5 61.5 138.0 

1084.0 1349.8 3448.8 36.8 141.9 -
958.7 1570.1 4150.1 38.2 97.5 

425.8 1117.8 3071.4 85.1 29.0 

54.6 91.12 266.13 1.53 7.4 

11.79 14.7 21.06 13.34 25.51 
---- --- --

Source: Economic Survey 2003, Ministry of Finance, HMG, Nepal. 

(In Rs. million) 

Housing and 
Total 

land Dev. 

36.3 1049.5 

19.4 1170.7 

4.6 1095.3 

4.2 1470.0 

7.8 1985.3 

21.4 2887.9 

106.6 3433.7 

146.6 3896.8 

160.3 4023.4 

176.2 4430.1 

160.6 5562.4 

107.0 7084.7 

115.3 8089.8 

182.4 8888.9 

246.4 6030.4 

15.13 546.72 

45.8 15.03 

Note: The trend values are calculated by using the method of least squares; Agri. =Agriculture; Dev. = Development; Prod. = Production; Ind.= 
Industry 

I 
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The table 5.3 reveals that the amount disbursed went up from Rs. 1049.6 million 

rupees in 1988-89 to Rs.6030.4 million in 2002-03, representing a substantial 

growth of 474.5 percent. The annual growth trend was registered as Rs. 546.72 

million. The growth rate on an average over the period 1988/89 to 2002/03 was 

.15.03 percent (Table 5.3). Portfolio wise, highest disbursement was in 

Agricultural industries, marketing and godowns followed by cereal and cash crops 

and lowest in horticulture. The disbursement of loan to crops has gone up from 

Rs. 335.5 million in 1988/89 to Rs.1 054.9 representing a growth of 214.43 

percent. The growth rate of disbursement of loan to cro,Ps on an average was 

11.37 percent over the period. The total amount disbursed declined in the year 

·1990/91 due to the political disturbance and the general election held during the 

year. The highest negative growth of total disbursement was observed in the 

fiscal year 2002/03. The rate of decline was 32 percent (Table 5.3). The negative 

rate of growth in the year was due to the insecurity situation in the rural areas 

during the year. Therefore, the rural bank branches were closed and merged in 

the urban bank branches. The table 5.4 below shows the share of credit 

disbursement by ADB/N. 

In 2002/03 the percentage share of short-term credit (Cereal and Cash 

Crops) disbursed by ADB/N was found to be 17.5 percent of the total, which was 

32 percent in the fiscal year 1988/89 (Table 5.4). It indicates that although the 

disbursed amount has been increasing, the share of short-term credit needed for 

marginal and small farmers has been declining over the years. The share of 

credit flow to Agri-industries, marketing and godowns has been increasing which 

is clear from the table 5.4. The share of credit to this sector was 24 percent in the 

year 1988/89 which increased to 50.9 percent in the year 2002/03. It is clear from 

the table 5.4 that the share of credit is decreasing to other portfolios except agri

industries, marketing and godowns and housing and land development. The table 

5.5 (in page 140) below shows the flow of credit by Agricultural Development 

Bank term-wise, type of borrowers and region. 



Year_,· 

1988/89 

1989/90 

1990/91 

1991/92 

. 1992/93 

1993/94 

1994/95 

1995/96 

1996/97 

1997/98 

1998/99 

1999/00 

2000/01 

2001/02 

2002/03 
- --

Table 5.4: Pattern of Credit Disbursement by Agricultural Development Bank 

(By Purpose) 

(From 1988/89 to 2002/03) 

Crops-Cereal and Agri Tools and Agri Agri Ind. marketing and Horti- Tea, coffee 

cash prod. irrigation business god owns Culture cultivation 

32.0 15.1 20.7 24.5 3.5 0.7 

32.8 13.4 23.6 24.6 3.4 0.5 

27.4 16.6 25.6 25.0 4.1 0.9 

29.6 18.7 20.4 28.7 1.8 0.5 

28.3 22.8 18.7 27.3 1.5 1.1 

28.1 19.3 24.2 25.1 1.2 1.3 

26.1 19.8 20.2 28.3 1.1 1.5 

26.1 17.0 19.7 31.4 1.0 1.1 

24.7 15.1 19.8 34.5 0.8 1.1 

26.4 13.1 19.6 35.2 0.8 0.9 

26.4 14."8 18.5 35.4 0.5 1.5 

24.8 14.5 17.2 39.1 0.9 1.9 

23.6 13.4 16.7 42.6 0.5 1.8 

21.3 10.8 17.7 46.7 0.4 1.1 

17.5 7.1 18.5 50.9 1.4 0.5 
-- -- L.__ - --L. ------L_ -- -- - -· -

Source: Economic Survey 2003, Ministry of Finance, HMG, Nepal. 

(Distribution-Percent) 

Housing and 
Total 

land dev. 

3.5 100.0 

1.7 100.0 

0.4 . 100.0 

0.3 100.0 

0.4 100.0 

0.7 100.0 

3.1 100.0 

3.8 100.0 

4.0 100.0 

4.0 100.0 

2.9 1-0D-.0 

I 1.5 100.0 

1.4 100.0 

2.1 100.0 

4.1 100.0 

-" 
(J.) 
(J.) 



Table 5.5: Loan Disbursement by Agricultural Development Bank 

(By Terms, Type of Borrowers and Regions) 
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Particulars 1988/89 1995/96 2002/03 

Term Rs.in million Percent Rs.in million Percent Rs.in million Percent 

Short 335.87 32.0 993.4 26.1 1055.3 17.5 

Medium 375.75 35.8 1396.9 36.7 1543.8 25.6 

Long 337.97- 32.2 1416 37.2 3431.3 56.9 

Total 1049.6 100.0 3806.3 100.0 6030.4 100.0 

Type of Borrowers 

Individual 872.13 83.09 3300.06 86.71 5306.76 88.00 

Cooperative 171.07 16.30 479.6 12.60 512.58 8.50 

Others 6.39 0.61 26.64 0.70 211.06 3.50 

Total 1049.59 100.00 3806.3 100.01 6030.40 100.00 

~egion 

Eastern 261.87 24.95 953.85 25.06 1692.13 28.06 

Central 413.01 39.35 1495.67 39.29 2283.72 37.87 

Western 216.32 20.61 671.65 17.65 1477.44 24.50 

Mid-Western 93.42 8.90 399.66 10.50 305.74 5.07 
-

Far-Western 64.97 6.19 285.47 7.50 271.37 4.50 

Total 1049.59 100.00 3806.3 100.00 6030.40 100.00 

Source: Economic Survey 2003, Ministry of Finance, HMG, Nepal. 

Term-wise, the flow of short-term loan went up from Rs, 335.87 million (32% of total) 

in 1988/89 to Rs.1055.32 million (17.5% of total) in 2002/03 as shown in table 5.5. 

In terms of composition of total disbursement, the short-term loans decreased from 

32 percent in 1988/89 to 17.5 percent in 2002/03 indicated by table 5.5. The increase 

in medium and long-term loans had been caused by the emphasis of the bank to lend 

more in irrigation, agri-industries, biogas, and cold storage. The composition of loan 

disbursement to various categories of borrowers, which was 83.1 percent to 

individuals, 16.3 percent to co-operatives and 0.6 percent to other institutions in 

1988/89 changed to 86.7 percent to individuals, 12.6 percent to cooperatives and 0.7 

percent to other institutions in 1995/96. The flow of loan~ to individuals, which was 

Rs. 872.13 million in 1988/89 increased to Rs. 5306 million in 2002/03 (508 % 

increase). However, the loan to cooperatives went up from Rs.171.07 million to 
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512.58 million (199 percent increase) only in a period of 15 years. The share of loan 

disbursement to cooperatives which stood at 70 percent of the total disbursement 

(NRB: 1994) in 1976/77 came down to 12.6 percent in 1995/96 and 8.5 percent in 

2002/03. The decrease in the share of loans to cooperatives in total disbursement 

has been caused by the increase in the number of defunct cooperatives despite the 

policy declaration of the Government to promote and develop cooperatives as basis 

of socio-economic development relying on the mobilization of local resources and 

skills and the participation of local people (HMG: Ninth Plan). 

Out of the 840 primary cooperatives, only about 1 00 were working at normal 

condition (NRB: 2002). The dominating role of cooperatives in the delivery of small 

production loans to farmers living far and wide in the country has been now a matter 

of_the past history. 

The structure of disbursement of loans in various development regions gives a 

critical picture of Mid-Western and Far-Western development regions (table 5.5). The 

volume of disbursement which were recorded· Rs.281.87 million, Rs. 413.01 million, 

Rs.216.32 million, Rs.93.42 million and Rs.64.97 million in 1988/89 in Eastern, 

Central, Western, Mid-Western and Far Western regions respectively increased to 

Rs.1692.13 million, Rs.2283.72 million, Rs.1477.44 million, Rs.305.74 million and Rs. 

271.37 million respectively in 2002/03.But the share of disbursement in different 

regions which stood 24.9 percent of the total in Eastern region, 39.3 percent in 

Central, 20.6 percent in Western, 8.9 percent in Mid-Western and 6.2 percent in Far

Western regions in 1988/89 was not Ghanged much. The Mid-Western and Far

Western regions, which are relatively backward in socio~economic terms, received 

only 10 percent and 7.5 percent in 1995/96 and 5.07' percent and 4.5 percent 

respectively in 2002/03. The main factors responsible for the skewed distribution of 

credit in different regions are the absence of infrastructures such as roads, irrigation, 

school etc. and non-availability of support services in agriculture and inadequate 

intervention efforts by credit institutions in Mid-Western and Far-Western regions. 

The Mid-Western and Far-Western regions are more affected areas of insecurity, 

which have caused low economic activities in these areas. 

5.4.1.2 Commercial Banks and Agricultural Credit 

The pioneering commercial banks of Nepal i.e., Nepal Bank Ltd. (NBL) was instituted 

in 1937 and the second commercial bank, an entirely government owned commercial 

bank, namely Rastriya Banijya Bank (RBB) was established in 1966. These 
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commercial banks began to finance the agricultural sector after NRB gave directives 

to lend a certain portion of their deposits in the rural sector in 1974 (NRB: 1994). 

In 1974 Nepal Rastra Bank (NRB) issued directives to the commercial banks to 

invest five percent of their deposits in the "small Sector'' which was later in 1976 · 

designated as the "Priority Sectors". Subsequently in 1981 the NRB initiated the 

Intensive Banking Program (IBP) as a strategy to boost up the Priority Sector 

Lending (PSL). The requirement for lending to Priority Sector was fixed at 10 percent 

of deposit liability of the concerned bank. In 1984, the limit of priority sector lending 

was changed to 8 percent for commercial bank's loan and advances, which was 

further raised to 12 percent in 1989 (NRB: 1994). The credit supplied by the 

commercial banks has been shown in the table 5.6 below: 
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Table 5.6: Total Credit Disbursement by Commercial Banks 

(From 1988/89 to 2002/03) 
(Rs. in million) 

Fiscal Year Agricultu Industrial Com me General use Service Total 
ral rei a I and social credits 

purpose 

1988/89 553.2 2575.2 2512.0 2190 333.8 8164.3 

1989/90 1157.8 3134.7 2829.8 ' 2733 501.2 10357 

1990/91 1531.6 3817.6 3371.7 2785 292.5 11799 

1991/92 1850.3 4545.6 4150.0 3133 330.4 14009.0 

1992/93 2432.1 5389.3 6801.8 3629 545.1 18798 

1993/94 3144.2 6621.1 7235.2 . 3741 735:5 21477 

1994/95 3395.6 11046.9 9508.1 4117 1271.8 29339 

1995/96 4923.8 15877.6 13305.7 4786 1697.7 40590 

1996/97 3972.8 24212.6 17010.3 4750 2674.4 52620 

1997/98 5599.9 26393.9 20401.0 5652 2927.0 60974 

1998/99 6095.9 31775.2 23963.9 5970 3439.1 71244 

1999/00 7868.5 38062.1 27654:9 6256 4240.9 84083 

2000/01 8863.7 44885.3 32753.3 7138 5713.6 99354 

2001/02 9999.4 51008.9 36200.2 8049.0 7603.2 112861 

2002/03 10156.0 53995.3 36928.6 8238 9110.3 118428 

Annual 
Average 

_Growth (%) 25.9 25.3 22.0 10.2 30.2 21.4 

Source: Economic Survey 2003, Ministry of Finance, HMG, Nepal. 

The table 5.6 indicates that the industrial sector has traditionally been the largest 

recipient of credit from the commercial banking system, followed by the commercial 

sector. On the other hand, agriculture has only represented a relatively small amount 

of credit from the commercial banks. The total credit disbursed by the commercial 

banking sector was Rs. 8164.3 million in the fiscal year 1988/89 which increased to 

Rs.118428 million in 2002/03. The annual average rate of growth was found to be 

21.4 percent. In fact, over the period, the service sector experienced the fastest rate 

of growth in credit supply growing at over 30 percent per year. Table 5.7 presents a 

clear picture of the distribution of credit disbursed as a percentage of the total 

disbursed by commercial banks to different sectors of the economy. 



Fiscal 
Year 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93 

1993/94 

1994/95 

1995/96 

1996/97 

1997/98 

1998/99 

1999/00 

2000/01 

2001/02 

2002/03 

Table 5.7: Loan Disbursement by Commercial Banks 

(From 1988/89 to 2002/03) 
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(Distribution-percent) 

Agricultural Industrial Commercial General use and Services Total credits 
social purpose 

6.8 31.5 30.8 26.8 4.1 100.0 

11.2 30.3 27.3 26.4 4.8 100.0 

13.0 32.4 28.6 23.6 2.5 100.0 

13.2 32.4 29.6 22.4 2.4 100.0 

12.9 28.7 36.2 19.3 2.9 100.0 

14.6 30.8 33.7 17.4 3.4 100.0 

11.6 37.7 32.4 14.0 4.3 100.0 

12.1 39.1 32.8 11.8 4.2 100.0 

7.6 46.0 32.3 9.0 5.1 100.0 

9.2 43.3 33.5 9.3 4.8 100.0 

8.6 44.6 33.6 8.4 4.8 100.0 

9.4 45.3 32.9 7.4 5.0 100.0 

8.9 45.2 33.0 7.2 5.8 100.0 

8.9 45.2 32.1 7.1 6.7 100.0 

8.6 45.6 31.2 7.0 7.7 100.0 

Source: Economic Survey, 2003, MOF, HMG, Nepal 

The table 5. 7 shows that the share of agricultural credit disbursed by the commercial 

banks is less than the other sectors of the economy except service sector. The share 

of agricultural credit supplied by the commercial banks was 6.8 percent of the total in 

the year 1988/89 whereas the shares of industrial, commercial and general use and 

social purpose were 31.5, 30.8 and 26.8 percent respectively in the same year. The 

table 5.8 shows the annual growth of credit in different sectors of the economy 

disbursed by the commercial banks. 



Table 5.8: Loan Disbursement by Commercial Banks 

(1988/89 to 2002/03) 

139 

(Annual growth-percent) 

Fiscal Year Agricultural Industrial Commercial General use and Services Total Credits 

social purpose 

1988/89 - - - - - -

1989/90 109.3 21.7 12.7 24.8 50.1 26.9 

1990/91 32.3 21.8 19.1 1.9 -41.6 13.9 

1991/92 20.8 19.1 23.1 12.5 13.0 18.7 

1992/93 31.4 18.6 63.9 15.9 65.0 34.2 

1993/94 29.3 22.9 6.4 3.1 34.9 14.3 

1994/95 8.0 66.8 31.4 10.0 72.9 36.6 

1995/96 45.0 43.7 39.9 16.2 33.5 38.3 

1996/97 -19.3 52.5 27.8 -0.7 57.5 29.6 

1997/98 41.0 9.0 19.9 19.0 9.4 15.9 

1998/99 8.9 20.4 17.5 5.6 17.5 16.8 

1999/00 29.1 19.8 15.4 4.8 23.3 18.0 

2000/01 12.6 17.9 18.4 14.1 34.7 18.2 

2001/02 12.8 13.6 10.5 12.8 33.1 13.6 

2002/03 1.6 5.9 2.0 2.4 19.8 4.9 

Source: Computed from table 5. 7 

The annual growth percent of agricultural credit disbursed by commercial banks was 

109.3 percent in the year 1989/90 which declined to 32.3 over the preceding year. It 

again decreased to 20.8 percent in 1991/92 over the preceding year. The reason 

behind the decreasing trend of disbursement of credit to agriculture was general 

elections took place in Nepal in the year 1990/91. The annual growth percent of 

credit to agricultural sector was 1.6 percent in 2002/03 over the preceding year. The 

reason was that most of the bank branches were closed and merged in the urban 

bank branches due to insecurity situation in rural areas. 

However, Nepal Bank Limited has fixed a target of 40 percent recovery for its 

branches for continuing lending to agricultural sector. This step has severely affected 

the lending operations of the bank, because most of its branches failed to achieve 

·the target of recovery. Although Rastriya Banijya Bank did not issue such instructions 

to its branches but due to mounting overdues situation its branches could not achieve 

the target fixed for them for disbursement (NRB: 2003). 
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It may be said that most of the rural branches of commercial banks are not 

providing adequate amount of credit to farmers and other agri-business activities 

because they are facing many problems such as lack of trained and motivated staff, 

job description and orientation, lack of regular inspection and evaluation and 

performance based reward and incentive schemes. 

5.4.2 Existing Supply of Institutional Agricultural Credit in Nepal 

Table 5.9 presents the combined picture of total existing supply of institutional 

agricultural credit for a period of fifteen years from 1989/90 to 2002/03 

Table 5.9: Existing Supply of Institutional Agricultural Credit 

(Rs.in million) 

Fiscal Year Commercial Banks Agricultural Development Bank 

1988/89 553.2 1049.5 

1989/90 1157.8 1170.7 

1990/91 1531.6 1095.3 

1991/92 1850.3 1470.0 

1992/93 2432.1 1985.3 

1993/94 3144.2 2887.9 

1994/95 3395.6 3433.7 

1995/96 4923.8 3896.8 

1996/97 3972.8 4023.4 

1997/98 5599.9 4430.1 

1998/99 6095.9 5562.4 

1999/00 7868.5 7084.7 

2000/01 8863.7 8089.8 

2001/02 9999.4 8888.9 

2002/03 10156.0 6030.4 

Source: Computed from table 5. 4 and 5. 5 
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Table 5.9 and figure 5.2 reveal that the agricultural credit supplied by the major credit 

institutions, namely, NBL and RBB has been increasing. This implies that the total 

supply of agricultural credit has also been increasing. But here the question is that if 

this trend is followed, whether the formal credit institutions will be able to fulfil the 

demand for credit in the agricultural sector in coming years. To get the answer of this 

question, we have made an attempt in the next section to project the supply of and 

the demand for farm credit and the credit gap if any. 

5.5 Demand for Credit - A Macro Level Study 

Credit demand in agriculture has increased with the adoption of new agricultural 

technology. In the early stage of technological change, the new financing needs 

commonly represent only a small percentage of expansion in total needs. This is 

particularly true of short-term credit for single cropping system. These needs mount 

rapidly with successive technological advance (Mellor: 1969). 

Therefore, the demand for new inputs such as high-yielding varieties for seeds, 

chemical fertilizers, insecticides and pesticides, tools and equipments and irrigation, 
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etc. are bound to rise at a faster rate which, in turn, leads to higher demand for credit. 

It is quite obvious that the farmers who might be adopting such an improved 

technology at later stage would be requiring the larger inputs than those who adopted 

it in earlier years. 

An attempt is made in this section to estimate the total demand for credit in Nepal 

for the period 2004/05 to 2013/14.The basic data for this exercise comes from the 

cost of production data collected from a sample of households at the time of the rural 

credit survey, 1991/92 conducted by Nepal Rastra Bank. 

In the case of rural credit, distinction has to be made between financial 

requirements on the one hand and credit demand on the other. Former is a 

comprehensive concept indicating what will be the credit needs if all the rural 

households obtained from outside sources all the credit needed for all their economic 

activities and other purposes. Effective credit demand, on the other hand, is what the 

households actually wish to borrow from the institutional and non-institutional sources 

taking into account what they would not borrow, considering their own resources. 

Credit demand used here, thus, is a much more precise concept than financial 

requirements. 

The future demand for agricultural credit will depend on the expected course of 

agricultural development. This will, among other things, involve estimating the growth 

of agriculture in terms of different crops and regions, keeping in view, among others, 

the regional variations, technological development and the government strategies 

and programmes. Also, one has to explicitly take into account the credit requirements 

of different size classes of farmers. The credit absorption capacity will, in turn, 

depend on the development of infrastructure facilities and the extent of monetisation 

and commercialisation of agriculture. 

It has to be kept in mind that agricultural development is a dynamic process in 

which technological change and shifting demand structures are key elements. While, 

for each of these, the past experience provides a rough base for estimating the 

future, it is not closely predictable. Growth in agricultural· production will induce the 
! 

development of agro-processing, warehousing etc. which in turn; will increase the 
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demand for credit. Also, agricultural prosperity will generate demand for a variety of 

non-agricultural goods and services, which in turn will create demand for credit for 

other rural-based secondary and service sector industries. 

5.5.1 Household Financial Requirements for Crop Production in 1991/92 

The basic relationship between value of output and cost of production varies from 

crop to crop: and for the same crop, it may differ under different technologies, agro

climatic conditions and among different size classes of farmers. The total value of 

cash and kind expenditure in the cultivation of a crop can be deemed as the short-

. term financial requirement for raising the particular crop. Adding the imputed value of 

family labour to the total cash and kind expenditure arrives at the short-term total cost 

of production. Using the cost of production data collected through the rural credit 

survey (1991/94) for 1991/92, an attempt has been made to estimate the cash and 

kind· expenditure and the imputed value of family labour along with the value of 

output, crop wise and size class wise for the country as a whole. 

Per hectare estimates of the value of output, cash and kind expenditure and the 

total cost of production for ten major crops are worked out on the basis of sample 

data. For each crop, these estimates are made separately for different size classes. 

These are presented in tables 5.1 0, 5.11 and 5.12 respectively. The ten crops for 

which detailed analysis has been made are paddy, wheat, maize, millet, barley, 

potato, jute, sugarcane, ~ustard and lentils. While the first five crops, all cereals, are 

grown mainly for home consumption, especially by small and marginal farmers, the 

latter five are principally grown as cash crops. 

A comparison of per hectare value of output of various crops indicates 

substantial intercrop variations. The value of output of potato is as much as Rs. 29, 

412 per hectare followed by that of sugarcane at Rs.25, 500. At the other extreme, 

the average value of output per hectare of barley is as low as Rs.3, 500 (Table 5.1 0). 
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Table 5.10: Average Value of Output per Hectare of Major Crops in Nepal, (I 99 I /92) 

(Amount in Rs. /ha) 

Crop All Large Medium Small Marginal 
households· 

Paddy 13,973 12,628 13,445 13,789 15,436 

Wheat 8,624 7,789 8,492 8,867 8,685 

Maize 7,359 6,227 6,627 6,829 9,399 

Millet 5,582 4,882 6,032 5,121 6,355 

Barley 3,501 2,654 2,788 3,432 4,674 

Potato 29,412 30,249 24,140 48,484 36,118 

Jute 4,737 4,986 5,277 4,281 -

Sugarcane 25,505 26,204 22,077 29,483 20,534 

Mustard 6,703 11,269 6,533 5,748 5,600 

Lentil 6,210 5,020 5,971 6,800 6,491 

Source: Ibid 

The variation in cash and kind expenditure per hectare for different crops is even 

more significant than that for value of output. While millet and barley costs are only 

around Rs.1, 500 per hectare, it is as high as Rs. 12,000 in the case of potato and 

sugarcane. Cash crops as well as paddy and wheat have higher cash and kind 

expenditure per hectare as compared to others. Also it may be noted that per hectare 

expenditure is inversely proportional to the size of the holding in the case of most of 

the crops (Table 5.11). 



Crop 

Paddy 

Wheat 

Maize 

Millet 

Barley 

Potato 

Jute 

Sugarcane 

' Mustard 

Lentil 

Source: Ibid 

Table 5.11: Average Cost of Production per Hectare 

(Excluding Imputed Value of Family Labour) in Nepal, (1991/92) 

(Amount in Rs./ha) 

All households Large Medium Small 

4,692 5,568 4,472 4,319 

3,663 4,300 3,919 3,523 

3,209 3,406 3,358 3,052 

1,666 2,466 2,207 1,435 

1,542 1 '1 08 1,014 1,796 

12,796 13,453 9, 220 11,986 

4,284 2,270 3,618 6,128 

11,529 17,034 8,246 7,542 

2,126 2,868 2,060 1,830 

1,898 1,816 1,913 1,617 
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Marginal 

4,985 

3,460 

3,376 

1,564 

1,592 

17,600 

-

7,190 

2,426 

2,157 

The table 5.12 presenting the average cost of cultivation, i.e., cash and kind 

expenditure plus imputed value of family labour per hectare exhibit certain important 

~ariations across crops and size classes of farmers. 

While returns to cultivation as measured by the difference between value of 

output and cost of cultivation per hectare is positive and substantial in the case of 

most crops, it is found to be negative in the case of barley and jute. Also, even in the 

case of millets the returns are found to be negative for small and marginal farmers. 

These findings can be explained in terms of the use of family labour. The opportunity 

cost of family labour being well below the market wage rates, employment of 

excessive family labour and its evaluation at the market wage rate can create such 

apparent inconsistencies. 
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Table 5.12: Average Cost of Production per Hectare (Including Imputed 

Value of Family Labour) in Nepal 

(1991/92) 

(Amount in Rs./ha) 

Crop All households Large Medium ·Small Marginal 

Paddy 9,559 9,109 8,851 9,473 10,558 

Wheat 7,705 7,167 7,636 7,757 7,889 

Maize 6,577 6,054 6,538' 6,392 7,172 

Millet 5,837 5,314 5,858 5,501 6,590 

Barley 5,245 3,057 3,268 5,834 6,503 

Potato 18,826 18,479 15,109 18,151 24,462 

Jute 10,054 4,909 11 '1 07 13,386 -

Sugarcane 13,244 18,256 10,052 9,308 10,819 

Mustard 5,287 6,067 5,217 4,987 5,571 

Lentil 4,040 3,168 4,000 4,191 4,714 

Source:: Ibid 

The per hectare estimates have been multiplied by the corresponding total area at 

the national level to arrive at the total value of output, cash and kind expenditure and 

total cost of production for each of the ten crops in different classes and across the 

ecological regions. The estimates are presented in tables 5.13 and 5.14. A 

comparison of the relative significance of different crops according to the total value 

of output of different crops indicates that paddy has the prominent position in 

Nepalese economy. Wheat and maize are next to importance and have more or less 

same level of value of output. Among the cash crops, potato is most important in 

t~rms of value of output. These four crops together with sugarcane account for the 

major share of cash and kind expenditure also. For crops like millets, barley, mustard 

and lentils, more than half of the total cost of production is in terms of imputed value 

of family labour. As such, cash requirements of these crops are limited (Table 5.12). 
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Table 5.13: Value of Output of Major Crops Grown in Nepal, 1991/92 

(Rs. in Million) 

Crop All households Large Medium Small Marginal 

Paddy 18,495.7 4,346.8 4,245.5 8,065.1 1.838.3 

Wheat 5,120.0 1,288.1 996.4 2,251.0 584.5 

Maize 5,101.1 612.3 802.3 2,907.0 774.4 

Millet 1.150.2 99.9 295.5 591.2 163.5 

Barley 87.7 8.7 18.1 48.4 13.4 

Potato 2,242.6 574.9 284.7 937.7 409.2 

Jute 76.8 50.6 16.2 10.0 -

Sugarcane 920.2 574.9 207.5 120.3 17.5 

Mustard 1,076.8 409.3 209.9 390.8 66.9 

Lentil 1,529.4 573.3 349.7 556.6 85.8 

Source:: Ibid 

The ten crops considered above, account for about for about 93 percent of the 

cropped area. Assuming that the crops which account for the remaining seven 

percent of the cropped area also have tne same average per hectare value of output 

and cost structure, the total value of output of all crops are arrived at by aggregating 

across the ten crops and adjusting for the left out crops. These aggregate figures are 

presented in tables 5.15 and 5.16. 

These summary tables reveal a number of important characteristics of Nepalese 

agriculture, which are important in assessing the rural credit demand and in 

designing appropriate credit delivery system that are noted below. 

Table 5.14: Value of Output of All-Crops in Nepal in 1991/92 

(Rs.in million) 

Regions All households Large Medium Small Marginal 

Mountains 2,450.0 214.4 407.2 1,380.0 447.4 

Hills 15,471.1 1,765.4 2,678.2 8,699.9 2,327.6 

Terai 20,575.1 7,163.0 4,899.4 7,033.4 1,479.2 

Nepal 38,496.2 9,142.8 7,984.7 17,114.3 4,254.3 

;;,:~»· - · Source: Ibid 
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Table 5.15: Cash and Kind Expenditure for Cultivation of All Crops in Nepal 

(1991/992.) 

(Rs.in million) 

Regions All households Large Medium Small Marginal 

Mountains 898.0 102.5 130.1 525.7 139.7 

Hills 5,647.4 718.4 1,021.6 3,133.1 774.3 

Terai 8,688.8 3,689.0 1,870.6 2,468.4 660.6 

Nepal 15,234.1 4,509.9 3,022.4 6,127.2 1,574.6 

Source: Ibid 

Table 5.16: Cash and Kind Expenditure+ Imputed Value of Family Labor for All 
Crops Cultivation in Nepal 

(1991/92) 

(Rs.in million) 

Regions All households Large Medium Small Marginal 

· Mountains 2,084.9 191.4 310.1 1,208.5 375.0 

Hills 11,853.7 1,254.1 2,053.3 6,871.5 1,674.8 

Terai 15,478.7 5,722.7 3,464.0 5,108.0 1,184.2 

Nepal 29,417.3 7,168.1 5,827.3 13,188.0 3,234.0 

Source: Ibid 

From table 5.14 it is evident that small farmers are the backbone of the Nepalese 

agriculture who account for about 45 percent of the value of agricultural production. 

The contribution to value of output by large farmers is only about 24 percent. The 

medium farmers account for about 21 percent share and the remaining 11 percent 

comes from marginal farmers. While the Terai contributes about 54 percent of the 

value of agricultural output in the country, the contributions of the Hills and the 

Mountains are 40 percent and 6 percent respectively. 

Table 5.15 reveals that small farmers account for about 40 percent of the cash 

and kind expenditure in crop production whereas large farmers' share is as much as 
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· 30 percent. A comparison with the figures in the previous paragraph clearly indicates 

that the financial requirements of large farmers are disproportionately higher than 

their share in output whereas reverse is the case with the small farmers. Indeed, this 

·is only a reflection of the varying levels of com-mercialisation between large and small · . 

framers in the country. A similar comparison across the regions indicates that the 

·share of financial requirements of Terai is significantly higher than its contribution to 

output. Again, this is an indication of a higher level of commercialisation of agriculture 

in the Terai as compared to the other regions. These findings also imply that with 

·increasing monetization and market orientation, the credit requirements of small 

farmers as well as the hills and the mountains can be expected to steadily increase. 

5.5.2 · Estimation of Incremental Financial Requireme1nt for Crop Production 

Incremental financial requirements for improved seeds and fertilizers have been 

worked out for each year for the period 2004/05 to 2013/14. 

A summary picture of the estimates of incremental financial requirements for 

crop production for the years is presented in table 5.17. While the requirements of 

improved seeds increase from Rs.276 million in 2004/05 to Rs. 437 million in 

2013/14, the requirements of fertilizer go up from about Rs.5, 567 million to as much 

as Rs. 8,437 million. The requirements of other cash and kind expenditure are 

projected to increase from Rs.3, 615 million in 2004/05 to Rs. 6,300 in 2013/14.The 

total incremental financial requirements for crop production are expected to increase 

from Rs.9, 454 million in 2004/05 toRs. 15,275 million in 2013/14. 



Table 5.17: Incremental Financial Requirement for Crop Production 

(At 1991/92 prices) 
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(Rs. in million) 

Year Improved seeds Fertilizer Other cash and cind Total 
costs 

2004/05 276 5,567 3,615 9,454 

2005/06 294 5,886 ~.913 10,093 

2006/07 312 6,205 4,212 10,732 

2007/08 329 6,523 4,510 11,371 

2008/09 347 6,842 4,808 12,010 

.2009/10 365 7,161 5,106 12,649 

2010/11 383 7,480 5,404 13,287 

2011/12. 401 7,800 5,703 13,927 

2012/13 419 8,119 6,002 14,556 

2013/14 437 8,437 6,300 15,205 

Source: Computed from Nepal Rural Credit Survey, NRB, 1994 

The above projections are based on the following assumptions: (i) The distribution of 

improved seeds will increase substantially in coming years, (ii) fertilizer use will grow 

at a compound rate per annum and (iii) total area cropped will increase. 

5.5.3 Total Incremental Financial Requirements during 2004/05 to 2013/14 

The total incremental financial requirements of rural households during 2004/05 to 

2013/14 are presented in table 5.18.The requirement at constant 1991/92 prices 

it;1creases from Rs19, 694 million in 2004/05 to Rs.33, 498 million in 2013/14. 
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Table 5.18: Total Incremental Financial Requirements of Rural Households for All 
Economic Activities 

(At 1991/92 Prices) 

(Rs.in million) 

Year Crop Irrigation, land Agri- Agro and Marketing Long Total 
Prod. dev. and farm business cottage and cold· term 

equip. industries storage credit 

2004/05 9,454 1,239 4,407 2,330 1031 397 19,694 

2005/06 10,093 1,319 4,738 2,484 1100 428 21,074 

2006/07 10,732 1,399 5,069 2,638 1168 459 22,455 

2007/08 11,371 1,479 5,401 2,792 1237 489 23,835 

2008/09 12,010 1,559 5,732 2,946 1305 520 25,216 

2009/10 12,649 1,639 6,063 3,100 1374 550 26,596 

2010/11 13,287 1,719 6,395 3,254 1442 581 27,976 

2011/12 14565 1,879 7,057 3,562 1,580 642 30,737 

2012/13 15,204 . 1,959 7,388 3,716 1,648 673 32,118 

2013/14 15,843 2,039 7,720 3,871 1,717 703 33,498 

Source: Based on Rural Credit Survey, 1994. 

From table 5.18 it is clear that crop production will continue to be the principal 

economic activity in the rural areas requiring the maximum finances. As percentage 

of total requirements the share of crop production, however, is projected to come 

down from about 48 percent in 2004/05 to 47.5 percent in 2010/11 and 47.3 percent 

in 2013/14. 

s:s Household Borrowing during 1991/92 

The rural credit Survey, 1994 revealed that only eight percent of the rural households 

borrowed from formal or Institutional sources during that year 1991/92. The 

percentage varied considerably across ecological regions and size classes as 

indicated in table 5.19 below . 
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Table 5.19: Proportion of Sample Households Reporting Borrowing from Institutional 
Sources during 1991/92 

(In percent) 

Region · All households Large Medium Small Marginal Landless 

Mountains 4 13 7 3 5 0 

Hills 8 11 13 9 6 6 

Terai 9 16 15 10 6 2 

Nepal 8 14 14 8 6 3 

Source: Rural Credit Survey, 1994, NRB 

Table 5.20 below presents the average institutional borrowing per rural household 

during 1991/92. Using the estimated number of rural households of about 2,767,900 

in the country and the overall average institutional borrowing per household of 

Rs.983, the total amount of institutional borrowing worked out to be Rs. 2,721.0 

million in 1991/92. 

Table 5.20: Average Institutional per Household Borrowing during 1991/92 

(In Rs.) 

Region All households Large Medium Small Marginal Landless 

Mountains 1,083 1,635 326 1,721 360 0 

Hills 1,085 4,883 2,916 1 '1 00 395 278 

Terai 819 2,657 1,780 808 373 121 

Nepal 983 3,224 2,068 1,102 382 150 

Source: Ibid 

The table 5.20 shows that the average borrowing was the highest in the hills and the 

mountains (Rs.1, 085 and 1 ,083) and the lowest in the Terai (Rs.819). Within a 

region, the larger. the size of operational landholding, the larger was the average size 

of borrowing, with an exception in the mountains. In the mountains, about 94 percent 
. ' •' 

of the institutional loan was supplied by ADB/N . 
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Average borrowing per rural household including both institutional and non

institutio!Jal sources in 1991/92 is presented in table 5.21.The average for all 

housenolds was Rs.3, 309. Among the regions, the lowest average was for the 

~oGntains at Rs. 2,789 and the highest was for the hills at Rs.3, 721. Across the size 

/<classes the average borrowing varied from Rs. 13,510 for large farm household to 

Rs.1, 015 for the landless household. 

Table 5.21: Average Borrowing per Rural Household Including both Institutional and 

Non-Institutional Borrowing during 1991/92 

(In Rs.) 

Region All households Large Medium Small Marginal Landless 

' 
:Mountains 2,789 9,026 3,041 3,328 1,689 909 

Hills· 3,721 19,008 5,692 3,768 2,155 2,243 

Terai 2,975 11,531 5,040 2,672 1,773 809 

Nepal 3,309 13,510 5,098 3,376 1,952 1,015 

Source: Ibid 

As ·per the rural credit survey 1994, the total borrowing of the rural households from 
' . 

the institutional and non-institutional sources added up to Rs. 9,158.4 million. The 

same survey estimated the total financial requirements for various economic 

activities at Rs.26, 263.6 million. These two figures imply that about 35 percent of the 

financial requirements for rural households were met by borrowings in 1991/92. 

There was significant variation in this percentage across size classes and regions. It 

was the highest at 51 percent in the case of marginal farmers in the hills and the 

lowest at nine percent in the case of landless households in the mountains. On the 

whole, higher percentage of the financial requirement of small and marginal farmers 

was met by borrowings. It may, however, be mentioned in this context that these are 

known to use a considerable share of informal borrowings for ~ocial and religious 

purposes as well as for consumption. 

5.7 Forecast of Agricultural Credit to Rural Sector from Formal 

Institutions 

The major source of institutional credit for the rural sector has been Agricultural 

Develop111ent Bank of Nepal. Various productive activities related to agriculture and 
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allied activities are being financed by ADB/N. More than 80 percent of ADB/N loans 

are disbursed to individuals directly. ADB/N provides short, medium and long-term 

credit. An attempt is made here to forecast the future credit supply by ADB/N using 

the time. series data available since 1974/75. Semi-log time trends have been fitted 

for time series, using the criterion of least residuals between the fitted and the actual 

.values; the best fit was decided for each series. Using these, the ADB/N credit 

supply, component-wise has been projected for the period, 2004/05 to 2013/14. The 

projected figures are presented in table 5.22.The implied compound rate of growth 

per annum varies from a low of 7.1 percent in "the case of credit supply to horticulture 

to a high of 35.5 percent of credit supply to housing and land development. 

Table 5.22: Projected Credit Supply from ADB/N - Component Wise 

(At 1991/92 Prices) 

(Rs.in million) 

Year Food Agri- Agri- Agri- Horticulture Tea/coffee Housing and 
grains and tools and business industries, cultivation land 

cereal irrigation marketing development 
crops and 

production god owns 

2004105 2396.67 4800.47 1380.55 2590.95 90.4~ 122.11 531.82 

2005/06 2735.68 5981.39 1547.60 3015.87 96.85 147.14 720.62 

2006{07 3122.65 7452.81 1734.85 3510.47 103.73 177.31 976.43 

'2007/08 3564.35 . 9286.21 1944.77 4086.19 111.09 213.66 1323.07 

2008/09 4068.52 11570.61 2180.09. 4756.32 118.98 257.46 1792.76 

2009/10 4644.01 14416.98 2443.88 5536.36 127.42 310.23 2429.19 

2010/11 5300.91 17963.56 2739.59 6444.32 136.47 373.83 3291.55 

2011/12 6050.72 22382.60 3071.08 7501.19 146.16 450.47 4460.05 

2012/13 6906.60 27888.71 3442.68 8731.39 156.54 542.81 6043.37 

2013/14 7883.54 34749.34 3859.24 10163.34 167.65 654.09 8188.76 

Implied 14.1 24.6 12.1 16.4 7.1 20.5 35.5 
Annual 

Compound 
rate of 

growth(%) 

Source: Based on Nepal Rural Credit Survey, 1994, NRB 

The total credit supply from ADB/N for all purposes is projected independently and 

the figures are given in table 5.23 along with the total of component-wise projections. 
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Table 5.23: Projected Total ADB/N Credit Supply 

(Rs.in million) 

Year Projection of Total Total of the Component Wise 

' 
Projections 

2004/05 9,970.10 11,913.00 

2005/06 11,565.31 14,245.15 

2006/07 13,415.76 17.078.5 

2007/08 15,562.29 20,529.34 

2008/09 18,052.25 24,744.74 

2009/10 20,940.61 29,908.07 

' 
2010/11 24,291.11 36,250.23 

i 
2011/12 28,177.69 44,062.27 

2012/13 32,686.12 53,712.10 

2013/14 37,915.90 65,665.96 

Source: Based on table 5.22 

. . 

Besides ADB/N, the other sources of institutional credit for rural sector are 

commercial banks. Under priority sector lending programme the commercial banks 

are stipulated to lend a certain minimum percentage of loanable funds to agriculture, 

cottage and small Industries and services. Using the methodology used for projecting 

the ADB/N credit supply, credit supply from commercial banks has also been 
' 

projected and the figures are presented in table 5.24. 

The total institutional credit supply projections, that is, the total of ADB/N and 

commercial banks credit supply projections are given in tables 5.23 and 4.24 

respectively. Two sets of projections, namely, one based on component-wise 

projections and the other based on projections of the totals are presented. It is 

interesting to note that projection of totals give the lower figures as compared to the 

totals of component-wise projection for each of the ten years in the case of 

c;ommercial banks and for all years in the case of ADB/N. Unless significant 
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Table 5.24: Projected Credit Supply by Commercial Banks 

(Rs.in million) 

Year Agriculture Cottage and Services Total of the Projection 
small component of total 

industries wise 
projections 

2004/05 8420.51 190.04 1364.45 7,577.33 3466.68 

2005/06 11232.96 201.07 1715.11 9,975.00 4135.74 

2006/07 14984.77 212.73 2155.89 13149.14 4933.94 

2007/08 19989.69 225.06 2709.96 17353.39 5886.19 

2008/09 26666.24 238.12 3406.41. 22924.71 7022.23 

2009/10 35572.76 251.93 4281.86 30310.77 8377.52 

2010/11 47454.07 266.54 5382.30 40106.55 9994.38 

2011/12 63303.73 282.00 6765.55 53102.91 11923.30 

2012/13 84447.17 298.36 8504.30 70351.28 14224.49 

2013/14 112652.50 315.66 10689.90 93249.83 16969._82 

Implied 33.4 5.8 25.7 19.3 
annual 

compound 
rate of 

growth(%) 

Source: Computed from Rural Credit Survey, 1994, HMG, Nepal 

~olicy changes are introduced in the ADB/N and commercial banks lending in the 

coming years, these two sets of projections can· be considered as the uppe,r and 

lower bounds of institutional credit supply to the rural sector and the true figure can 

. be expected to be between these figures for each year. 

A simple average of the projections of the total and total- of component wise 

projections for each year is taken as the preferred projections in the case of both 

ADB/N and CBs. These figures are given in columns 2 and 3 respectively of table 

5.25.Adding the projected figures of ADB/N and CBs credit supply; we obtain the 

total institutional credit supply projections for the period 2004/05 to 2013/14, which 

are g·iven in column 4 of table 5.25. The projections, however, are at current prices, 

which involve an inbuilt inflation rate of about ten percent per annum. Since the credit 
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demand figures for 2004/05 to 2013/14 have been worked at 1992/93 prices, we 

have deflated the projected institutional credit supply also to the 1992/93 price levels 

and presented in column 5 of table 4.25. Projected amount of institutional credit 

supply at 1991/92 prices increases from Rs.13, 122. 80 million in 2004/05 to' Rs. 

33,136.10 million in 2013/14. It may, however, be noted that these are purely based 

on projections based on the past trend and without any· of the anticipated policy 

interventions: 

Table 5.25: Projected Institutional Credit Supply to the Rural Sector 

(2004/05 to 2013/14) 

(Rs.in million) 

Total at Total at 1991/92 
Year ADB CBs 

prices . current prices 

2004/05 10941.55 5522.01 16463.56 13122.80 

2005/06 12905.23 7055.37 19960.60 14,040.54 

2006/07 13415.76 9041.54 22457.30 15,163.78 
-

2007/08 18045.82 . 11619.79 29665.61. 16376 .. 88 

2008i09 21398.50 14973.47 36371.97 17,693.58 

2009/10 25424.34. 19344.15 44768.49 19,286.00 

2010/11 30270.67 25050.47 55321.14 21,600.00 

2011/12 36119.98 32513.11 68633.09 24,840.00 

2012/13 43199.11 42287.89 85487.00 28,814.00 

2013/14 51790.93 55109.83 106900.76 33,136.10 

Source: Ibid 

Note:- CBs = Commercial banks 

5.7.1 Projected Demand and Supply Gap in Rural Lending 

Table 5.26 presents the projected demand and supply of credit and the credit gap in 

the rural sector for the period 2004/05 to 2013/14. 



158 

Table 5.26: Projected Demand and Supply of Credit and the Credit Gap 

(Rs.in million) 

' 
Year Credit demand Credit supply Credit gap Credit gap as 

%of demand 

2004/05 14,155.35 13122.80 1,032.55 7.29 

2005/06 16,561.45 14,040.54 2,520.91 15.22 

2006/07 19,401.15 15,163.78 4,237.37 21.84 

2007/08 22,767.50 16376.88 6,390.62 28.07 

2008/09 26,868.34 17,693.58 9,174.76 34.15 

2009/10 31,742.25 19,286.00 12,456.25 39.24 

2010/11 37,614.20 21,600.00 ·16,014.20 42.57 

2011/12 44,611.56 24,840.00 19,771.56 44.31 

2012/13 53,109.54 28,814.00 24,295.54 45.74 

2013/14 63,279.65 33,136.10 30,143.55 47.63 

·source: Based on table 5.25 

The rural credit demand and institutional credit supply as projected in the table 5.26 

show divergent trends over the relevant period. The projected figures in table 5.26 

indicate that the institutional credit supply is likely to fall short of the credit demand. 

And, indeed, the credit gap is likely to increase overtime: As we see from the table 

5.26 that the credit gap as a percentage of total demand 'in 2004/05 is 7.29 percent 

whereas it is likely to increase to 47.63 percent in 2013/14. 

The main problem about rural credit in Nepal over the coming years is that of 

strengthening the rural credit institutions to meet the credit demand. This will require 

considerable effort at developing the rural financial markets. The institutional sector 

of rural credit market as it exists today is unsustainable and, to a large measure, 

i~efficient and non-responsive (NRB: 2002). Because of the high cost involved in 

servicing small loans to households in remote areas and the high rate of repayment 

defaults, the formal financial institutions as they function today cannot remain viable 

f~r long. This is not a problem specific to Nepal. Experience of other developing 

countries in South Asia and elsewhere in the case of target-oriented rural lending by 

formal institutions is not different (NRB: 2002). 
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5.8 Demands for Credit- Micro Level Study 

5.8.1 Factors Affecting Demand for Credit 

F;arm credit is required to supplement other sources of income and to fill the gap 

between the requirement and supply of purchasing power of farm families. It is 

demanded to buy resources for production and consumption. Thus the demand for 

farm credit is a derived demand. This derived demand is influenced by various 

exogenous and endogenous factors. Therefore, a complex interplay of economic 

relationships exists between the quantity demanded of farm credit on the one hand 

and these variables on the other. 

Theoretically, the demand for farm credit like that of any other factor is 

dependent on its marginal value productivity and the rate of interest. This theory of 

demand has important simplifying assumptions, which become important in empirical 

derivation of demand function. These assumptions are related to the values of the 

variables considering being unchanging in the situation to which theory is related. 

Thesevariables can broadly be grouped into (a) production function variables and (b) 

other variables. 

Falling under the first category are (i) operational size of farm (ii) extent of 

irrigation (iii) cropping intensity (iv) value of purchased inputs (v) rate of interest and 

(vi) price of inputs and variables in the second group include (i) family consumption 

expenditure (ii) value of farm assets (iii) availability of institutional credit and (iv) risk 

aversion. These variables, which can influence the demand ~or farm credit, are 

discussed below. 

5.8.1.1 Operational size of Farm 

Farm size measured by land area cultivated per farm defines the basic unit of 

operation on which other inputs are applied. The use of other inputs like seeds 

fertilizer, weedicides, labour, irrigation etc., is positively correlated with the size of the 

farm. Therefore, the expenses as inputs and the consequent requirement of 

operating capital are directly linked to the farm size. Generally, there seems to be a 

positive relation between the size of operational area and volume of capital used. 

·Therefore, a plausible hypothesis will be, 

0 = 0 (OE) and dO/d (OE) > 0 
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That is the demand for credit (D) increases with the increase in operational 

expenses (OE). Indirectly, therefore the demand for credit is positively related to the 

.size of the farm. That is 

D = D (OE) and OE = OE (S) with OE' > 0 ..... (1) 

Where, S represents the size of farm. dD/d(OE) represents the derivative of 'D' with 

respect to OE and the prime (*) indicates first derivative. 
. . 

5.8.1.2 Extent of Irrigation 

Availability of irrigation facilities influences the demand for farm credit in three 

ways: (i) Pumping and guiding water to crops adds to the cost of cultivation (ii) 

irrigation facilitates the intensive use of other farm inputs and (iii) it permits greater 

intensity of <:;rapping and better cropping pattern. On an irrigated land multiple 

cropping becomes a feasible proposition. Further the cultivation of cash crops is 

made possible by the availability of irrigation. Therefore, variations in irrigation will 

vary the farm expenditures and the demand for farm credit. In other words, 

percentage of area irrigated (IR) may be expected to exert a positive influence on the 

demand for farm credit. That is, 

D = D (IR), D' > 0 ...................... (2) 

5.8.1.3 Value of Purchased Inputs 

New farm technology relies on the use of purchased inputs such as high yielding 

seeds, fertilizers and chemicals, in large quantities. These inputs though costly are 

more productive. Consequently, the use of purchased inputs has two effects on the 

demand for farm credit. First, the need for higher levels of cash expenses to buy the 

costlier inputs directly increases the demand for farm credit. Second, when farmers 

use these costlier inputs, the productivity of crops will increase and they are more 

induced to use additional credit to have still more output even at higher rate of 

interest. Therefore. it is reasonable to expect a positive r·elationship between the 

value of purchased inputs (v) and the demand for farm credit. That is, 

D = D (v), D'> 0............ (3) 

5.8.1.4 Cropping Intensity 

Cropping intensity is another important variable that determines the demand for farm 

credit. By cropping intensity is meant more than one crop on the same land during 

the year. When farmers grow crop more than once, then it is assumed that they need 
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credit for each crop. Therefore, a positive relationship can be assumed between 

demand for farm credit and cropping intensity. 

Thus, 

D = D (CI), D'> 0 ............. (4) 

Where, Cl represents cropping intensity. 

5.8.1.5 Farm Assets 

Farm assets in the form of land, farm buildings, equipments and livestock influence 

the borrowing decisions of the farmers in three distinct ways: (i) It provides the 

necessary confidence to the farmers to borrow and repay from outside agencies, (ii) 

assets determine the repaying capacity and creditworthiness of the farmer and the 

amount of credit provided by the agencies is directly related to this repaying capacity 

and (iii) where the provision of credit is security linked, farm assets can be offered as 

good securities. These securities can act as risk absorbers because lenders' risk will 

decline as the estimated value of the security offered first approaches and then 

~xceeds the value of loan. Farm assets, thus providing the security base, can reduce 

lenders' risk and increase their willingness to lend more. All these connections 

between farm assets and demand for farm credit imply a positive relationship 

between them. If so, the postulated relationship will be 

D = D (A), D' > 0 .................. (5) 

Where, A represents value of farm assets. 

5.8.1.6 Family Consumption Expenditure 

Most of the farmers need credit not only for meeting their production activities but 

also for consumption expenditure. The reason is that their current level of income is 

below the minimum necessary for the family. If consumption credit is not provided, 

production credit is easily diverted to meet consumption expenses, resulting in loss of 

potential gain in farm income. Therefore, total demand for farm credit includes 

consumption credit also. Thus, there emerges a direct relationship between demand 

for farm credit and level of consumption expenditure (F). That is, 

D = D (F), D' >0 ...................... (6) 

Where, F represents family consumption expenditure. 
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· 5.8.1. 7 Availability of Institutional Credit 

Since institutional credit is usually cheaper and devoid of usurious practices, it is 

expected that a rational farmer will borrow more from this source. Therefore, in this 

·model a positive relationship is hypothesized between the availability of institutional 

:credit and the demand for farm credit. Availability of farm credit is measured by its 

percentage share in total credit (ic)- Thus, 

D = D (ic). D' > 0 ................................ (7) 

Where, lc represents proportion of institutional credit in total credit borrowed. 

5.8.1.8 Rate of Interest 

The rate of interest adds to the total cost of production by reducing the profit of the 

borrower farmers. Higher the rate of interest, lower will be the profit from the realized 

output because a substantial part of output is made for the repayment. It becomes 

difficult for the farmers to repay the loan if the rate of interest is high. Therefore, we 

can make the assumption that there is negative relationship between rate of interest 

and demand for farm credit. Thus, 

D = D (r), 0'< 0. (8) 

5.8.1.9 Farmer's Risk Aversion 

Farming in general is risky business. Uncertainty in climate, rainfall and market 

conditions affecting prices of farm products and inputs are beyond the control of 

farmers. Most of them are small and marginal operators and are too ·poor to 

experiment Therefore, they are averse to new methods of farming. Conservatism 

seems to be their best strategy against risk. This conservatism is reflected in their 

aversion to risk and consequent reluctance to avail credit for adoption of new 

technology. Therefore, demand for farm credit and risk aversion(R) can be expected 

to have a negative relationship. That is, 

D =D(R), D'< 0 ...................... (9) 

Having determined the major determinants of demand for farm credit, next step is to 

specify the functional relationship between them. A study of scattered diagrams has 

~trongly suggested a linear relationship between demand for credit and the 

explanatory variables discussed above (the diagrams are not presented here). 

Hence, with the classical normal linear assumptions, the following linear model is 

specified for the demand for farm credit, 



Where, 

0 = demand for farm credit in rupees, per hectare 

S = operational size of farm in hectares 

IR =extent of irrigation in percentage 

V = value of purchased inputs rupees, per hectare 

Cl = cropping intensity in percentage 

A= value of farm assets in Rs., per hectare 

F = family consumption expenditure in rupees, per farm 

lc = share of institutional credit in total credit received in percentage 

r = rate of interest in percentage 

R = risk aversion 

U = error term 

fSo ............ fS 9 are the regression coefficients (parameters) to be estimated 
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The relationship between risk aversion behaviour of farmers and demand for farm 

credit, rate of interest and demand for farm credit and price of inputs and demand for 

farm credit have been studied separately. So they are not included in the regression 

equations estimated below. 

5.9 Regression Results- Demand for Farm Credit 

The inter size group differences are significant in demand for farm credit and in 

various variables considered to be influencing the demand. Therefore, the three 

groups are studied separately. First study relates to the demand function for farm 

credit, which is fitted separately for each group of farmers according to the level of 

development. Estimated functions are presented and discussed below. 

A sample of 225 farmers was selected of which 54 were marginal farmers, '126 

were small farmers and 45 were medium and large farmers. Among them 18 

marginal, 42 small, and 15 medium and large farmers were selected in the low 

qeveloped, moderately developed and developed area respectively. The same 

riumber of farmers was selected for each group in each of the area according to the 

level of development. 
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5.9.1 Credit Demand Function- Marginal Farmers 

With a sample of 18 marginal farmers in the low developed area, 18 marginal farmers 

, in the moderately developed area and 18 marginal farmers in the developed area, 

credit demand function is fitted for each group and for each area. The results 

obtained are presented in tables 526, 5.27, 5.28, and 5.29. A careful examination of 

simple correlation coefficients among independent variables indicated the absence of 

multicolinearity problem. 

The variable cropping intensity is not included in estimation of demand for farm 

credit in the low developed area because all classes of farmers in this area were 

found to be practicing only one crop during ·the year of survey due to the lack of 

·Irrigation facilities. 

Similarly, the variable percentage of irrigated area to total cropped area is not 

included in the low developed and the developed areas because in the developed 

area it is found that there are sufficient irrigation facilities available all the year round 

and all types of farmers do not have to pay additional money for irrigation and in the 

low developed area there are no irrigation facilities. 

Credit Demand Function- Marginal Farmers- Low Developed Area 

The results obtained for the marginal farmers in the low developed area are 

presented in the table 5.27 below: 

Table 5.27: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Marginal Farmers in Low Developed Area 

Description of variable Regression SD error t value Significance 
coefficient 

Operational area 2468.090 36346.3 0.068 N.S 

Value of farm assets 0.105 0.145 0.724 N.S. 

Value of purchased inputs 0.540 0.235 2.297 * * 

Family consumption expenditure 0.796 0.251 3.17 * 

% of institutional credit in total credit -833.270 312.777 -2.664 * * 

R'"' 0.465 R =0.684 N = 18 d.f. =11 
N.S. = Not Significant; ·* = Significant at I % level of Significance;* * = Significant at 5 
%level 

Source: Computed from field survey data, 2001. 
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The table 5.27 above shows that there is positive correlation between the size of 

operational area and the demand for farm credit. Similar is the explanation for value 

of farm assets, value of purchased inputs and family consumption expenditure. The 

regression coefficients of these variables have expected signs, and only the 

:regression coefficients of the variables value of purchased inputs and family 

consumption expenditure are statistically significant. 

Family consumption expenditure appears to be positively related to the amount of 

credit required and it is statistically significant at 1 percent level. The regression 

coefficient of family expenditure implies that for an increase of Rs. 100 in family 

expenditure the demand for credit will increase by 79.60 rupees, when other things 

are kept at their mean level. This means that a credit support of about 80 paisa is 

required for every additional rupee on consumption. Marginal farmers with bigger 

families having low returns are necessary to borrow even to maintain the subsistence 

living. Th_erefore, an increase in their family expenditure will be followed by an 

increase in demand for farm credit. 

The availability of institutional credit has no influence on the demand for farm 

credit, which is indicated by the negative sign of the coefficient. This is because in 

the low developed area it was found that about 90 percent of the marginal farmers 

borrowed from the moneylenders and landowners. The share of institutional credit of 

the marginal farmers in the low developed area on the average was found to be 15 

percent. They reported that they had to travel a long distance to reach the bank to 

apply for the credit. The marginal farmers were unable to borrow from the banks 

because the banks demanded security from them. 

The coefficient of purchased input is positive and sig'nificant. It shows that one 
I 

unit increase in the value of purchased inputs increases the demand for credit by 

0.54 paisa. Thus, every additional rupee spent on purchased inputs requires a credit 

support of 54 paisa. In other words, nearly 54 percent of additional expenditure on 

purchased inputs by marginal farmers is met by credit. The result not only reveals the 

dependence of marginal farmers on production credit, but also that credit may be an 

important constraint in the adoption of purchased inputs like fertilizers, improved 

seeds and more of hired labour. 
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Credit Demand Function- Marginal Farmers- Moderately Developed Area 

The results obtained for the marginal farmers in the moderately developed area are 

presented in the table 5.28 below: 

Table 5.28: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Marginal Farmers in Moderately Developed Area 

Description of variable Regression SO error t value Significance 
coefficient 

Operational Area 4219.83 3959.25 1.065 N.S. 

Value of Farm Assets 0.156 0.049 3.195 * 

Value of purchased Inputs 3.435 1.256 2.734 * * 

Cropping Intensity 104.720 82.438 1.27 N.S. 

Family Consumption Expenditure 0.692 0.250 2.768 * * 

% of Institutional Credit in total -649.039 178.494 -3.636 * 
credit 

% of Irrigated Area in Total -71.329 
I 

164.83 -0.433 N.S. 
Cropped Area 

R2 = 0.796 R = 0.892 d.f. =11 N = 18 
N.S. = Not Significant; * =Significant at I % level of Significance; * * = Significant at 5 % level 

Source: Ibid 

All explanatory variables have the a priori expected sign except the coefficient of 

percentage of institutional credit and percentage of irrigated area to total cropped 

area. The value of R2 (0. 796) is high and is significant. The coefficient of the 

percentage of irrigated area in total cropped area is not statistically significant. 

In the moderately developed area also, the regression coefficient of operational 

area is positive implying that there is positive correlation between operational area 

and demand for farm credit. But when compared with the low developed area the per 

hectare demand for credit of marginal farmers is higher in moderately developed 

area. 

The negative sign of percentage of institutional credit implies that due to the small 

size of land holding marginal farmers are not willing to borrow from the formal 

institutions. The demand for farm credit is not affected by the presence of formal 

credit institutions unless they are motivated towards them by attractive methods. 

They still depend on moneylenders and landowners for their credit requirements. 
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The regression coefficient of cropping intensity in the moderately developed 

area is found to be positive which implies that cropping intensity has positive 

influence on the demand for farm credit. But the coefficient is not statistically 

significant.. In moderately developed area the farmers practice cropping twice a year. 

This indicates that farmers need more credit for more crops. 

In the moderately developed area, the regression coefficient of value of farm 

assets is found to be positive and. significant at 1 percent level of significance. It 

implies that there is a strong relationship between the value of farm assets and the 

demand for farm credit. The higher the value of farm assets higher will be the 

demand for farm credit because marginal farmers can offer their assets as security to 

the formal credit supplying institutions. 

Credit Demand Functions - Marginal Farmers - Developed Area 

The results obtained for the marginal farmers in the developed area are presented in 

the table 5.29 below. 

Table 5.29: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Marginal Farmers in Developed Area 

Description of variable Regression. SO error t value Signific 
coefficient ance 

Operational Area 1215.56 1685.67 0.72 N.S. 

Value of Farm Assets 0.0207 0.06 0.035 N.S 

Valueof purchased Inputs 0.288 0.128 2.25 * * * 

Cropping Intensity 61. 337 98.44 0.62 N.S 

Family Consumption 0.492 0.240 2.05 * * 
Expenditure 

% Of Institutional Credit in total credit -5.372 267.62 -0.02 N.S 
RL = 0.463, R =0.581, N = 18, d.f=11 

* * = Significant at 5 % leve; N.S. = Not Significant; 
* * *=Significant at 1 0 % level 

Source: Ibid 

In the developed area, it is found that all the variables except the value of percentage 

of institutional credit have expected signs. 

For the marginal farmers living in the developed area the size of oper:3tional area 

has positive influence on the demand for farm credit. When compared with low 
' 
developed and moderately developed area, per hectare demand for credit is lower in 

developed area because in developed area the productivity of crops per hectare is 
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:higher which reduces the need to borrow from outside for farm operations. Though 

the sign of the coefficient is positive, it is statistically not significant. 

The positive and significant coefficient of value of purchased inputs implies that 

in developed area also the marginal farmers depend on borrowed funds to purchase 

farm inputs. 

In the· developed area, the regression coefficient of family consumption 

expenditure of marginal farmers is positive and significant at 5 percent level of 

significance. It implies that due the small size of land, the marginal farmers are not 

able to produce sufficient output to maintain their families even though they are hard 

working all the year round on their farms. It indicates that there is positive relationship 

between family expenditure and demand for farm credit in the developed area of 

Morang district. 

The regression coefficient of cropping intensity is positive for the marginal 

farmers in the developed area but is statistically not significant. 

Credit Demand Function- All Marginal Farmers 

The regression results of all 54 marginal farmers is presented in the table 5.30 below 

Table 5.30: Estimates of value of Coefficients and Test Statistics of the 
Demand Function for All Marginal F.armers in Morang District 

Description of variable Regression SO error Z value Significance 
coefficient 

Operational Area -11046.9 19336.34 0.571 N.S. 

Value of Farm Assets 0.01329 0.024 0.554 N.S. 

Value of purchased inputs 0.305 0.125 2.44 * * * 

Cropping Intensity 42.863 21.653 1.53 N.S. 

Family consumption Exp. 0.219 0.110 1.990 * * 

'% Of institutional credit -125.46 106.26 -1.181 N.S. 

·% of irrigated area 19.615 61.88 1.980 * * 

R<= 0.467, R= 0.684, N =54, N.S. = Not Significant 
* * = Significant at 5 % level * * * = siqnificant at 10 % level 

Source: /b1d 

The regression coefficient of operational area of all the marginal farmers is negative 

and not significant. It implies that operational area has no influence on the demand 

for farm credit for the marginal framers in Morang District. 
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The sign of regression coefficients of all the variables except operational area 

'and percentage of institutional credit is positive implying positive relationship 

between the variables and demand for farm credit. The coefficient of family 

expenditure is significant at 5 percent level of significance. It indicates that for every 

additional one rupee increase in family consumption expenditure 22 paisa is to be 

supported by. credit. The negative coefficient of institutional credit implies that 

marginal farmers resort to moneylenders and other sources for their increased 

demand for credit but they do not approach to formal credit institutions. 

The coefficient of value of purchased inputs is positive and significant at 10 

percent level. It also verifies that not only in different areas but also in the whole 

district the value of purchased inputs has significant influence on the demand for 

farm credit of marginal farmers. 

The relationship between percentage of irrigated area and demand for credit is 

found to be positive and significant at 5 percent level. A significant and positive 

coefficient of percentage of irrigated area shows that increase in total area of crop 

would increase demand for farm credit. Increase in irrigation facilities. helps higher 

intensity of cropping and more intensive cultivation. The coefficient of cropping 

intensity is also positive for all the marginal farmers implying that there is positive 

~elationship between demand for farm credit and cropping intensity. 

5.9.2 Credit Demand Function- Small Farmers 

Out of 225 farmers selected, 126 farmers were small farmers. 42 small farmers were 

selected from each area; low developed, moderately developed and developed area 

respectively. The credit demand function for each group is fitted for each area. The 

results obtained are presented in tables below. 

Credit Demand Function- Small Farmers- Low o·eveloped Area 

The estimates of value of coefficients and test statistics of the demand function for 

small farmers in the low developed area of Morang district are presented in the table 

5.31 below: 



Table 5.31: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Small Farmers in Low Developed Area 
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Description of variable Regression SO error t value Significance 
coefficient 

:Operational area 1308.321 4504.549 0.290 N.S. 

:Value of farm assets -0.009 0.008 -1.178 N.S. 

Value of purchased inputs 0.1620 0.374 OA33 N.S. 

'Family consumption expenditure 0.08901 0.045 1.978 * * 

% of Institutional Credit 74.544 54.736 1.374 N.S. 

.R< = 0.442, R = 0.665, N = 42, N.S. = Not Significant; * * = Significant at 5 % level 

Source: Ibid 

The above table 5.31 shows that the sign of all regression coefficients is positive as 

expected except the sign of the coefficient of value of farm assets. The positive sign 

of the regression coefficients imply that there is positive relationship between the 

variables and demand for farm credit for the small farmers in the low developed area. 

It is found that there is strong relationship between family consumption 

expenditure and demand for farm credit in the low developed area. It was reported by 

· the farmers in this area that their production was not sufficient for them to maintain 

their lives for the whole year. For food and other purposes in addition to their farm 

operations they had to depend on outside finance. This is also verified by the positive 

regression coefficient that is significant at 5 percent level of significance. 

The correlation coefficient between percentages of institutional credit in total 

credit received and demands for farm credit is positive which is indicated by the 

positive regression coefficient. It indicates that· small farmers in the low developed 

area resort to formal credit institutions for credit. But strong conclusion cannot be 

made because the regression coefficient is not statistically significant. 

Credit Demand Function-Small Farmers-Moderately Developed Area 

The results obtained for the small farmers for the moderately developed area are 

presented in the table 5.32 below. 



Table 5.32:Estimates of Value of Coefficients and Test Statistics of the Demand 

Function for Small Farmers in Moderately Developed Area 
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Description of variable Regression SO error t value Significance 
coefficient 

op-erational area -765.218 4039.051 -0.189 N.S. 

Value of Farm assets 0.005167 .007 0.738 N.S. 

Value of purchased inputs 0.669 0.164 4.079 * 

Cropping intensity 119.565 60.532 1.975 * * 

Family consumption expenditure 0.118 0.058 2.034 * • 

0/o of institutional credit 102.624 60.654 1.691 *** 

% of irrigated area . 1688.645 823.729 2.050 • * 

RL = 0.460 * = Significant at 1 percent level, R = 0. 678 N = 42 
* * =Significant at 5 percent level; ***=Significant at 1_0 percent level 

N.S. = Not Significant 

Source: Ibid 

The above table 5.32 shows that the sign of all the regression coefficients except 

operational area is positive as expected. The regression coefficient of value of farm 

assets is positive but it is statistically not significant. 

The relationship between value of purchased inputs and demand for farm credit 

is found to be positive and significant at 1 percent level. It shows that one unit 

increase in the value of purchased inputs increases the demand for credit by 0.669 

units. Thus every additional rupee spent on purchased inputs requires a credit 

support of 67 paisa. In other words, nearly 67 percent of additional expenditure on 

purchased inputs by small farmers in the moderately developed area is met by credit. 

This result justifies the dependence of small farmers on outside finance for 

agricultural operations. 

A significant and positive coefficient of family consumption expenditure implies 

that there is direct and positive relationship between family consumption expenditure 

and demand for farm credit. An increase of Rs.1 00 in family expenditure, the demand 

for credit will increase by 11.80 rupees when other things are kept at the mean level. 

This means that a credit support about 12 paisa is required for every additional rupee 

spent on consumption. This result justifies that the small farmers also depend on 

outside finance for their consumption expenditure. 
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The significant and positive coefficients of cropping intensity and percentage of 

irrigated area to total cropped area also show that they influence the demand for farm 

· credit. They are both significant at 5 percent level of significance. 

The regression coefficient of percentage -of institutional credit is significant only at 

10 percent level of significance. But the positive sign points out the need to expand 

the formal credit supply in that area and motivate the small farmers towards formal 

institutional credit. 

The availability of institutional credit exerts a significant and positive influence on 

the credit demand of small farmers in the moderately developed area. One percent 

increase in the share of institutional credit to the total credit is found to increase the 

demand for farm credit by Rs.1 02.62. This is because the institutional credit is 

usually cheaper than private credit and if available, farmers go in for more of this 

credit. 65 percent of the farmers in the moderately developed area reported that they 

.were more .willing to borrow from the formal credit institutions. At the same time 

untimely and inadequate supply of credit and official procedures seem to discourage 

· ,the farmers from borrowing from the formal credit institutions. 

Credit Demand Function -Small Farmers - Developed Area 

The results obtained for the small farmers for the developed area are presented in 

the table 5.33 below. 

Table 5.33:Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Small Farmers in Developed Area 

Description of variable Regression SO error t value Significance 
coefficient 

Operational area - 5765.893 4820.988 -1.196 N.S. 

Value of farm assets 0.01164 0.0059 1.972 * * 

Value of purchased inputs 0.701 0.345 2.031 * * 

Cropping intensity 84.529 42.654 1.981 * * 

Family consumption expenditure 0. 241 0.121 1.991 * * 

% of institutional credit 196.509 95.654 2.055 * * 

R2 = 0.417, R =0.646, N = 42, N.S. =Not Significant 
* * = Significant at 5 percent level 

Source: Ibid 

Operational area has no significant influence on the demand for credit, probably 

'ijithin the group variations by size is small. The sign of the estimated regression 

coefficient of operational area is negative but it is not statistically significant. 
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The sign of all other regression coefficients except the sign of the operational 

area is positive as expected implying that they have positive influence on the demand 

for farm credit. 

Credit Demand Function -All Small Farmers 

The results obtained for all small farmers sampled in the Morang district are 

presented in the table 5.34 below. 

Table 5.34: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for All Small Farmers in Morang District 

Description of variable Regression SO error Z- value Significance 
coefficient 

Operational Area 3936.016 2310.629 1.18 N.S. 

Value of Farm assets 0.000423 0.003 ' 0.141 N.S. 
Value of purchased inputs 0.618 0.115 5.355 * 

Cropping Intensity 9.287 26.622 0.349 N.S. 
Family consumption expenditure 0.140 0.057 2.452 * * 

% of Institutional Credit 14.725 34.693 0.424 N.S. 

% Of irrigated area 12.679 60.845 0.208 N.S. 

RL = 0.489, R =0.699, N.S. = Not Significant, * = Significant at 1 percent level, **= 
Significant at 5 percent level, N = 126 
Source: Ibid 

The above table 5.34 shows that the regression coefficients of all the variables are 

positive. Only the regression coefficients of value of purchased inputs and family 

consumption expenditure are significant at 1 percent and 5 percent levels 

respectively. 

The· value of purchased inputs is positive and significant. It shows that every 

additional rupee spent on purchased inputs by small farmers in Morang district 

requires a credit support of 1;32 paisa. In ot_her words nearly 62 percent of additional 

expenditures on purchased inputs by small farmers is met by credit. This result not 

only justifies the dependence of small farmers on production credit, but also that 

credit may be an important constraint in the adoption of purchased inputs like 

fertilizers, improved seeds, chemicals and more of hired labour. It was reported by 

the farmers during the survey that the demand for credit was more when they had to 

hire labour for farm operations. 

In addition to farm operations small farmers also borrow for family consumption 

expenditure. A positive and significant coefficient of family consumption expenditure 

indicates that family consumption expenditure has also great influence on the 
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'demand for farm credit of small farmers in Morang district. It means that credit is 

demanded not only for farm operations but it is demanded for consumption 

:expenditure also. Unless the farmers are provided the credit for consumption 

expenses, there is a chance of diverting a portion of the production credit to the 

purchase of consumption goods. 

5.9.3 Credit Demand Function- Medium and Large Farmers 

Out of 225 farmers selected, 45 farmers were medium and large farmers.15 medium 

and large farmers were selected from each of the area; low developed, moderately 

developed and developed .areas respectively. The credit demand function for each 

growp is fitted for each area. The results obtained are presented below . 

. Credit Demand Function-Medium and Large Farmers-Low Developed Area 

The results obtained for medium and large farmers sampled in the low developed 

area of Morang district are presented in the table 5.35 below. 

Table 5.35: Estimates of Value of Coefficients and Test Statistics of the Demand 

Function for Medium and Large Farmers in Low Developed Area 

Description of variable Regression SO error t-value Significa 
coefficient nee 

Operational area 631.583 4156.171 0.152 N.S. 

Value of farm assets 0.001938 0.009 0.224 N.S. 

Value of purchased inputs 107.355 151.177 0.710 N.S. 

Family consumption expenditure 0.694 0.199 3.491 * 

% Of institutional credit 115.885 112.399 1.031 N.S. 

R2 = 0.703, N.S. =Not Significant, R = 0.839 * = Significant at 1 percent level. 

Source :Ibid 

The table 5.35 above shows that all the regression coefficients are positive indicating. 

a positive relationship between the variables and demand for farm credit. Only the 

regression coefficient of family expenditure is statistically significant at 1 percent level 

of significance and other variables are not significant. 

The regression coefficient of family consumption expenditure is positive and 

significant at 1 percent level. It indicates that even the medium and large farmers in 

the low developed area have to borrow from outside for consumption expenditure. It 
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is because of single cropping practice in the low developed area where the 

productivity per hectare is very low. 

Credit Demand Function-Medium and Large Farmers Moderately Developed Area 

,The results obtained for the medium and large farmers in the moderately developed 
,. 

area are presented in the table 5.36 below: 

Table 5.36: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for Medium and Large Farmers in Moderately Developed Area 

Description of variable Regression SO error t value Significance 
coefficient 

Operational Area - 3877.830 2687.396 -1.443 N.S. 

Value of farm assets - 0.00361 0.002 -2.408 .. 
Value of purchased inputs 0.799 0.219 3.648 • 

Cropping intensity -72.654 31.800 -2.285 * • * 

Family consumption expenditure. 0.136 0.730 0.186 N.S. 

% of institutional credit 217.802 70.395 3.094 • * 

% of irrigated area -224.652 64.913 -3.461 * * 

R"= 0.784, R = 0.886, d.f.:: 7 N.S. = Not Significant 
* = Significant at 1 percent level. N = 15; * * = Significant at 5 percent level 
* * * = Significant at 10 percent level 

Source: Ibid 

The above table 5.36 shows that, in case of medium and large farmers in the 

moderately developed area, the regression coefficient of operational area is negative 

and statistically insignificant. Although the sign of the regression coefficient of family 

consumption expenditure is positive it is not statistically significant. 

The significant and negative regression coefficient of value of farm assets indicates 

that there is negative relationship between demand for farm credit and value of farm 

assets. This is due to the fact that the value of farm assets includes cash income of 

the medium and large farmers. The value of production of crops of medium and large 

farmers are more than their consumption requirements. Their cash income is more 

than that of marginal and small farmers 

A significant and positive coefficient of value of purchased inputs indicates that 

medium and large farmers borrow for the purchase of inputs like improved seeds and 
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chemical fertilizers. It is also supported by the positive and significant regression 

coefficient of percentage of irrigated area. Medium and large farmers also borrow 

from the formal institutions because the rate of interest charged by the formal 

institutions is cheaper than that of moneylenders. 

It is found that the relationship between the percentage of institutional credit and 

demand for farm credit in case of medium and large farmers in the moderately 

developed area is positive and significant. It was reported during the survey that 

medium and large farmers usually borrow from the formal credit supplying institutions 

at a lower rate of interest (15 percent) and lend it to the marginal and small farmers 

at a higher rate of interest (36 to 60 percent). 

Credit Demand Function -Medium and Large Farmers- Developed Area 

The results obtained for medium and large farmers in the Developed Area are 

presented in the table 5.37 below: 

Table 5.37: Estimates of Value of Coefficients and Test Statistics of the Demand 

Function for Medium and Large Farmers in Developed Area 

Description of variable Regression SO error t value Significance 
coefficient 

Operational area -4277.825 3692.75 -1.158 N.S 

Value of Farm assets -0.000867 0.004 -0.234 N.S 

Value of purchased Inputs 0.915 0.193 4.745 * * 

. Cropping intensity 15.956 37.486 0.426 N. s . 

Family consumption expenditure 0.312 0.249 1.254 N. S 

% of institutional Credit 53.682 94.245 0.570 N.S 

,Rt = 0.894, R = 0.945, N.S. = Not Significant, * = Significant at 1 percent level, d.f. = 
7, * * ::: Significant at 5 percent level, * * * == Significant at 10 percent level 

'rhe results presented in the above table 5.37 for the medium and large farmers in 

1
the developed area show that the regression coefficients of operational area and 

value of farm assets are negative and insignificant. 

The coefficient of value of purchased inputs is significant and positive. It 

indicates that medium and large farmers borrow from the credit institutions to 

purchase the inputs required for their farms. The coefficients of other variables are 
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. positive but not significant. Though they are not statistically significant, the positive 

signs indicate that there is positive relationship between demand for credit and the 

variables as expected . 

. Credit Demand Function- All Medium and Large Farmers 

The results obtained for the entire medium and large farmers sampled in the Morang 

district are presented in the table 5.38 below: 

·Table 5.38: Estimates of Value of Coefficients and Test Statistics of the Demand 

Function for All Medium and Large Farmers in Morang District 

Description of variable Regression SO error Z value Significance 
coefficient 

Operational Area 3905.080 2469.234 1.581 N.S. 

'Value of Farm Assets 0.001189 0.002 0.572 N.S. 

Value of purchased Inputs 0.632 0.110 5.738 * 

Cropping Intensity 8:347 30.828 0.271 N.S. 

Family Con. Exp. -0.401 -0.289 -1.388 N.S. 

% Of Institutional Credit. 60.451 48.956 1.235 N.S. 

%Of Irrigated Area. 7.380 44.619 0.165 N.S. 

Rz= 0.727, R =0.852, N.S. =Not Significant, * = Significant at 1 percent level 

Source: Ibid 

The above table 5.38 shows that there is positive relationship between operational 

area and demand for farm credit though the regression coefficient is found to be 

insignificant. 

The signs of all variables except family consumption expenditure ~re positive and 

only the regression coefficient of value of purchased inputs is significant. It indicates 

that medium and large farmers take credit mostly for purchasing the inputs required 

for their farm operations. 

The positive sign of other variables also indicate that there is positive relationship 

between demand for credit and the variables under study. 

The negative and insignificant regression coefficient of fall)ily consumption 

expenditure indicates that the family consumption expenditure of medium and large 

farmers has no influence on the demand for farm credit in the district under study. 



5.9.4 Credit Demand Function- All Farmers 

The results obtained for all 225 farmers sampled are presented in the table 4.39 

below: 
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Table 5.39: Estimates of value of Coefficients and Test Statistics of the Demand 

Function for All Farmers in Morang District 

Description of variable Regression Standard z- Significance 
coefficient error value 

Operational area 1357.043 1066.34 1.273 N.S. 

Value of farm assets 0.00236 0.00125 1.89 * * * 

Value of purchased inputs 0.476 0.098 4.857 * 

Cropping intensity 9.016 13.031 0.692 N.S. 

Family consumption expenditure 0.195 0.046 4.205 * 

% of Institutional Credit -38.300 17.65 2.171 * * 

% of Irrigated Area 15.521 27.188 0.563 N.S. 

R~ = 0.588, R = 0.767, N = 225, N.S. =Not Significant, *=Significant at I % level of 
Significance, * * = Significant at 5 % level, * * * = Significant at 10% Level of significance 

Source: Ibid 

The table 5.39 above shows that there is positive relationship between operational 

area and the demand for farm credit in the district. Although the coefficient is positive, 

it is not statistically significant. All other regression coefficients are positive except the 

regression coefficient of percentage of institutional credit. The coefficients of cropping 

intensity and percentage of irrigated area are not significant. The regression 

coefficient of value of purchased inputs is significant at 1 percent level of 

significance. A significant and positive coefficient of value of purchased inputs 

indicates that value of purchased inputs has strong influence on the demand for farm 

credit in Morang district. This justifies that farmers have to depend on outside finance 

for farm operations. 

The sanie explanation is applicable to family consumption expenditure. The 

coefficient of family consumption expenditure is also positive and significant. A 

positive and significant coefficient of family consumption expenditure implies that 

family consumption expenditure has strong influence on the demand for farm credit. 
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It justifies that farmers have to depend on outside finance for their consumption 

expenditures. 

· 5.10 Elasticity of Demand for Farm Credit 

The prevailing rate of interest influences the demand for farm credit. Therefore, the 

demand relationships can be summarized in terms of the interest elasticity of 

demand, which measures the responsiveness of demand for farm credit to changes 

in interest rates. The concept of interest elasticity of demand has significant policy 

implications. In the past, several authors have attempted to examine the nature of 

interest elasticity of credit demand in Indian agriculture. They are discussed in detail 

.in chapter one of this research work. 

A linear regression model of two variables was fitted for all the classes of 

farmers in three development areas as the following. 

D =a+ bi + u 

Where, D = Demand for credit in rupees. 

i = Rate of interest in percentage. 

u = Disturbance term assumed to be normally distributed. 

b = Regression coefficient to be determined. 

a = Constant term. 

The interest elasticity of demand for farm credit is calculated using the 

following formula. 

Where, E = Interest Elasticity of demand for farm credit 

i = Arithmetic mean of rate of interest 

b = Estimated regression Coefficient 

D = Arithmetic mean of total credit borrowed 

The regression results obtained and elasticity of demand ·far farm credit for the 

marginal farmers are pre~ented in the table 5.40 below. 
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Table 5.40 : The Estimated Regression Equations of Demand for Farm Credit on the 

Rate of Interest for the Sampled Marginal Farmers 

I . 1. Marginal farmers-Low Developed Area · 
. D =12425.83 + 81i 

' (2.689) (-0.727) 
R2 = 0.032 F = 0.529 n = 18 

The values in the parentheses are t - ratios 
2. Marginal Farmers- Moderately Developed Area 

D = 5090.447+147.301i 
(1.299) (1.432) 

R2 = 0.114 F = 2.050 n = 18 

The values in the parentheses are t - ratios 

3. Marginal Farmers - Developed Area 
D = 9830.486+ 77.048i 

R2 = 0.015 
(1.768) (0.486) 

F = 0.236 n = 18 

The values in the parentheses are t- ratios 

4. All Marginal Farmers 
D = 9615.872+29.042i 

R2 = 0.0.003 
(3.629) (0.418) 

F = 0. 0.0418 n = 54 
The values in the parentheses are Z- values 

Source: Ibid 

All the regression coefficients obtained from using the sample data for marginal 

farmers are positive but insignificant. The positive and insignificant regression 

coefficients indicate that the rate of interest has no influence on the demand for farm 

credit of the marginal farmers. The insignificant regression coefficients indicate that 

most of the marginal farmers in Morang district depend on moneylenders and 

landlords for credit. They have minimum access to formal institutions. The interest 

rate charged by the moneylenders and landlords is very high and they generally do 

r10t reduce the rate. The marginal farmers have to borrow not only for agricultural 

operations but also for consumption purposes. During the survey it was found that 

the rate of interest charged by the landlords and moneylenders was higher for 

consumption purposes than for agricultural operations (36 percent and 60 percent 

respectively). The farmers have to borrow and they have no any other alternatives. 

This has caused the regression coefficients to be positive contrary to the usual 

relationship between demand for credit and rate of interest. Since, the regression 

coefficients are statistically insignificant, we have not calculated the elasticity of credit 

for the marginal farmers. 
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The regression results obtained and elasticity of demand for farm credit for the small 

. farmers are presented in the table 5.41 below. 

Table 5.41 :The Estimated Regression Equations of Demand for Farm Credit on 

the Rate of Interest for the Sampled Small Farmers 

, 1. Small Farmers- Low Developed Area 
D =7076.029 + 40.908i 

(4.350) (1.076) 
R2 = 0.028 F = 1.158 n = 42 

2. Small Farmers- Moderately Developed Area 
D = 19095.382- 104.976 i 

(9.102) (-1.985) 
R2 = 0.087 F::: 3.829 

* = Significant at 5 percent 
E = 0.2457 

n = 42 

The values in the parentheses are t- values 

3.Small Farmers- Developed Area 
D = 18313.955- 43.088i 

. (11.589) (-0.988) 
R2 = 0.024 F = 0.977 n = 42 

The values in the parentheses are t- values 

4.AII Small Farmers 
D = 15625.916 -55.574 i 

R2 = 0.023 
(9.144) (-1.715) 

F = 2.942 n = 126 
The values in the parentheses are Z- values 

Source: Ibid 

The regression coefficients obtained for the small farmers in all the areas including 

Morang distriCt as a whole are insignificant except thy regression coefficient of 

moderately developed area. The value of R2 is very low in all the cases. The 

regression coefficient of moderately developed area is negative and significant at 5 

percent level; It implies that there is negative relationship between demand for farm 

credit and rate of interest for the small farmers in the moderately developed area. 

The reason is that in the moderately developed area the number of owner cultivators 

sampled was greater than that of tenant farmers. These owner farmers generally 

· borrowed credit from the formal institutions. The amount of loan taken by these 

farmers was found to be larger than the amount they took from the moneylenders. 

The rate of interest charged by the formal institutions (mainly ADB/N) was 15 percent 
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whereas the rate charged by the moneylenders varied from 36 percent to 80 percent 

'per annum. At a higher rate of interest these owner cultivators took small amount of 

loan from the landlords and moneylenders. This behaviour of owner cultivators 

caused a negative relationship between demand for farm credit and rate of interest. 

Although there existed the negative relationship between the two variables the value 

·Of elasticity (0.2457) showed interest inelasticity of demand for farm credit. 

The regression results obtained and elasticity of demand for farm credit for the 

medium and large farmers are presented in the table 5.42 below .. 

Table 5.42 The Estimated Regression Equations of Demand for Farm Credit on the Rate 

of Interest for the Sampled Medium and Large Farmers 

1.Medium and Large- Low Developed Area 
D = 22608.963 -207.446i 

(9.144) (-1.848) 
R2 = 0.208 F=3.415 n = 15 

2.Medium and Large Farmers- Moderately Developed Area 
D = 27255.56- 156.954 i 

R2 = 0.073 
(9.13) (-1.012) 
F = 1.025 n = 15 

The values in the parentheses are t- vqlues 

3.Medium and Large Farmers- Developed Area 
D = 24154.33- 102.976i 

R2 = 0.046 
(9.144) (0.793) 

F = 0.629 n = 15 

The values in the parentheses are t- values 

4.AII Medium and Large Farmers 
D = 24184.866 -109.095i 

R2 = 0.039 
(5.344) (-1.715) 

F = 1.746 n = 45 
The values in the parentheses are z- values 

Source :Ibid 

All the regression coefficients are insignificant. Although the regression coefficients of 

all the estimated regressions are negative, they are all insignificant. Most of the 

m·edium and large farmers were owner cultivators and they usually took loan from the 

formal credit institutions. The rate of interest charged by the formal credit institutions 

was very low in comparison to the rate charged by the moneylenders. This is why the 

coefficients were found to be negative for all the medium and large farmers implying 

the inverse relationship between demand for farm credit and rate of interest. 



183 

From the study of the regression results we come to the conclusion that the rate 

of interest has no influence on the demand for farm credit of the marginal and small 

farmers but it influenced the borrowing behaviour of medium and large farmers in 

Morang district. 

5.11 The Relationship between Price of Inputs and Demand for Farm Credit 

.In order to study the relationship between price of inputs and demand for farm credit 

we have utilized the secondarydata relating to credit used in the agricultural sector of 

Nepal and the quantity of fertilizer used together with the .price of fertilizer during the 

.period 1992 to 2002. The relationship was determine'd by calculating the Karl 

Pearson's coefficient of correlation. The figures are presented in the table 5.43 

below. 

Table 5.43: Average Price of Fertilizers, Total Agricultural Credit Used and Use of 

Chemical Fertilizers 

(1992- 2002) 

Year Average price (Per m.t.) 
Agricultural credit used Use of chem!cal fertilizers (In 

Rs. in million m.t.) 

1992 5186.7 1469 84391 

1993 8866.7 1985 83331 

1994 8866.7 2887.9 73812 

1995 8866.7 433.7 90263 

1996 10700.0 3896.8 70154 

1997 10700.0 4023.4 64150 

1998 11773.3 4430.1 47010 

1999 11773.3 5562.4 45669 

2000 14100.0 7084.7 37250 

2001 15795.7 8089.8 23623 

2002 15369.0 8888.9 19713 

Source: Obtained from Economic Survey, MOF, 2003, HMG, Nepal 

The coefficient of correlation between average price of fertilizer and total credit use is 

found to be (-) 0.928. It indicates a high negative correlation between the two 

variables. The correlation coefficient is significant at 1 % level of significance. The 

result indicates that when price of inputs increases, farmers are discouraged to 
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.purchase required amounts of inputs. This will certainly affect the productivity of 

crops. 

To examine the effect of increase in price of chemical fertilizers on the amount 

of credit borrowed we calculated the correlation coefficient between average price of 

chemical fertilizers and total credit used. The coefficient of correlation is found to be 

0.928. It indicates a high positive correlation between price of inputs and the demand 

for farm credit. The coefficient of correlation is significant at 1 percent level of 

significance. This result shows that when the price of inputs increases more credit is 

required to purchase the -earlier levels of inputs. It indicates that among the various 

factors determining the demand for farm credit , price of inputs is also one strong 

variable. 

5.12 Risk Aversion Behaviour of Farmers and Demand for Farm Credit 

Because the risk aversion of farmers was not fitted in the demand for credit model, 

we have made an attempt to analyse the risk behaviour of the farmers and its relation 

with the demand for farm credit. 

One of the questions asked to the farmers during the survey was that why 

they were not using improved variety of seeds and fertilizers on their farms. The 

responses made by them are presented in the following tables 5.44, 5.45and 5.46. 

Table 5.44: Risk Aversion Behaviour of Farmers in Low Developed Area 

Class Did not use Did not use Used Total 
improved variety improved variety improved 

due to risk due to high cost variety 

Marginal 12(66.67%) 4(22.22%) 2(11.11%) 18(1 00%) 

' 

Small 22(52.38%) 14 (33.33%) 6 (14.29%) 42(1 00%) 

Medium and Large 6(40%) 4(26.67%) 5(33.33%) 15(100%) 

Source: Field Survey Data 

In the table 5.44 in the low developed area, out of 18 marginal farmers, majority of 

them (66.67%) were not using modern Inputs because they argued that use of these 
( 

inputs required intensive care with irrigation facilities available whenever required. As 

there were no irrigation facilities in the low developed area, the farmers did not use 

modern inputs like improved seeds and fertilizers according to the recommended 

level. They were using local variety of seeds and manure. Similarly, 52.38 percent of 
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small farmers and 40 percent of the medium and large farmers were not using these 

·modern inputs on their farms showing risk in returns by using these inputs. The 

.figures indicated that farmers in the low developed area were .risk averse. When they 

are risk averse, their demand for credit for production purposes will be low .. This risk 

aversion behaviour of farmers has negative effect on the demand for farm credit. 

Table 5.45: Risk Aversion Behaviour of Farmers in Moderately Developed Area 

Class Did not use Did not use Used Improved Total 
improved variety Improved variety variety 

due to risk due to high cost 

Marginal 9(50%) 3(16.67%) 6(33.33%) 18(100%) 

Small 18(42.86%) 13(30.95%) 11(26.19%) 42(100%) 

Medium and large 5(33.33%) 3(20%) 7(46.67%) 15(100%) 

Source: Fteld Survey Oata,2001 

In the table 5.45 in the moderately developed area, the proportion of farmers using 

modern inputs for all farmers is greater than the low developed area, _yet majority of 

the farmers are found to be risk averse. The same conclusion can be drawn for this 

area also. 

Table 5.46 : Risk Aversion Behaviour of Farmers in Developed Area 

Class Did not use Did not use Used Total 
improved variety improved variety improved 

due to risk due to high cost variety 

Marginal 8(44.44%) 3(16.67%) 7(38.89%) 18(100%) 

Small 16(38.10%) 14(33.33%) 12(28.57%) 42(100%) 

Medium and large 4(26.67%) 4(26.67%) 7(46.67) 15(100%) 

Source: Fteld Survey Oata,2001 

In the developed area, in the table 5.46 the proportion of medium and large farmers 

who were using modern inputs (46.67%) is greater than the proportion of medium 

and large farmers who were not using these inputs. (26.67%) because of risk factor. 

The figures indicated that the farmers in the developed ~rea were less risk averse 

than the farmers of low developed area and moderately developed area. This 

indicates that the risk aversion behaviour of farmers is influenced by the level of 

development, which further justifies that the demand for credit is also dependent on 

the level of development. 
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The figures under the column in all the tables 'did not use due to high cost" 

. indicated that the farmers were willing to use these modern inputs but they could not 

·use them because these inputs were more expensive than the locally available 

inputs. To verify this, the researcher compared the prices of locally available inputs 

and modern inputs. The price of seed per Kg. of paddy of local variety was found to 

be Rs. 10.0 whereas the price of seed per Kg. of high yielding variety was found to 

be Rs. 20.0. Similarly, The price of wheat per Kg. of local variety was Rs. 20.0 

.whereas it was Rs. 40.0 for the HYV. Although they could get higher returns by using 

modern variety, the farmers could not u~e due to the lack of adequate finance to 

purchase these inputs. 

Class 

Marginal 

Small 

:Medium and large 

Table 5.47: Risk Aversion Behaviour of Farmers 

(All Farmers) 

Did not use Did not use Used 
improved variety improved variety improved 

due to risk due to high cost variety 

29((53.70%) 10(18.52%) 15(27.78%) 

56(44:44%) 41 (32.54%) 29(23.02%) 

15((33.34%) 11 (24.44%) 19(42.22%) 

Source: Field Survey Data, 2001 

Total 

54 (100%) 

126 (100%) 

45 (100%) 

On the basis of the table 5.48 a chi-square test was conducted in order to test 

the hypothesis that there is no association between the risk aversion behaviour of 

farmers and the class of farmers. The table 5.48 extracted is presented as following: 

Table 5.48 : Observed Frequencies 

Class Did not Use improved Used Improved Total 
variety due to risk Variety 

Marginal 29 15 44 

Small 56 29 85 

·Medium and large 15 19 34 

Total 100 63 163 

Source: based on the table · 

The table of observed and expected frequency and the calculation of Chi-Square 

alue is presented in the table5.49 below: 
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Table 5.49: Observed and Expected Frequencies and Value of Chi-Square · 

Fa Fe Fa -Fe (Fa- Fe)2 (Fa- FJ2 
Fa 

29 27 2.0 4.0 0.15 

56 52.15 3.85 14.82 0.28 

15 20.86 5.86 34.34 1.65 

15 17 -2.0 4.0 0.24 

29 32.85 -3.85 14.82 0.45 

19 13.14 5.86 34.34 2.61 

Total 5.38 

Here, Fa = Observed Frequency 

Fe = Expected Frequency 

(F - F )2 

Chi - Square (l) = L a " 
Fa 

The calculated value of Chi-square is 5.38 

"The tabulated value of chi-square at 5 percent level of significance for 1 degrees of 

freedom is 5.99. 

Since the calculated value of Chi-square is less than the tabulated value, we 

accept the null hypothesis of no association between risk aversion behaviour of 

farmers and class ·of farmers. Therefote, we can conclude that all farmers are risk 

averse in the sampled area. This result indicates that all farmers in the sampled area 

are conservative and do not want to follow modern techniques of production. 
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PRODUCTIVITY OF FARM CREDIT IN NEPAL 

6.1 Introduction 

In this. chapter we have examined the relationship 'between farm credit and 

productivity on the basis of the data collected by us during the survey. The 

productivity of farm credit is expressed through marginal productivity of credit derived 

usually through Cobb-Douglas production function. Marginal productivity of credit is 

defined as the measure of the increase in total product with addition of one unit of 

·credit above it's mean level, while other resources are held constant at their mean 

.levels. 

In the analysis concerning production of individual crops, it is worthwhile to 

study and assess the contributions and marginal value productivities of each one of 

the various inputs employed in achieving the total output of individual crops grown by 

the borrowers. Accordingly, the productivity of credit utilized for different crops is 

found out keeping in view the following three specific objectives: 

1. To examine the functional relationship between inputs of human labour, 

bullock labour, fertilizer, manures and pesticides, seeds and irrigation, on the 

one hand, and output of different crops, on the other. 

2. To examine the elasticities of outputs with respect to the inputs and the 
\ 

returns to scale. 

3. To estimate the marginal value productivities (MVPs) of each input so as to 

assess the profitability of use of additional credit. 

An evaluation of existing production relationships between the gross output and 

major inputs was made using a log linear Cobb-Douglas production function for 

paddy and wheat. The log linear form has given a better fit to the data and has 

therefore, been used. The Cobb-Douglas production function in its general form is 

expressed as 

}/' ~ b X"'X" 1 Xh,xh•x"s II (1') -a 1 2 3 4 se ............ . 

The function in log linear form can be expressed as 

Log Y = log ba+b1logX1+b2logX2+b3logX3+b4logX4+b5logX5+ U .... . .. .. .. .. .. (2) 



Where, 

Y = Gross value of output in rupees, per hectare 

X1 = Human labour, (man-days), per hectare 

X2 = Bullock labour, (pair-days), per hectare 

X3 = Value of seeds used, Rs. per hectare 

X4 = value of fertilizer, manures and pesticides used, Rs. per hectare 

X5 = cost of irrigation utilized, Rs. per hectare 

U = the error term 
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Where, b1, b2, b3, b4 , and b5 are the regression coefficients corresponding to the 

~variables X1, X2 , X3, X4 and X5 respectively; and bois the constant to be determined. 

Assuming that errors are small and normally distributed, such a logarithmic 

transformation of Variables presumes a nearly normal distribution of errors in the 

data. It also enables the data to approach normality even if the errors are not 

'normally distributed. 

The Cobb-Douglas type equation (1) gives for each one of the five inputs a 

coefficient that represents the percentage increase/decrease in the value of output as 

a result of one percent increase in the use of corresponding input. Accordingly, the 

coefficient of a particular input with a certain value indicates percent increment in the 

output by that value on account of the percent increment in the use of that input. The 

negative coefficient of a particular input with a certain value indicates percent 

decrease in the output by that value on account of one percent increment in the use 

of that input The equation, however, allows diminishing marginal productivity to each 

input factor as well as increasing or decreasing returns to scale. 

6.2 Regression Results 

The Cobb-Douglas production function specified in equation (1) above is estimated 

for the marginal farmers, small farmers and medium and large farmers separately for 

paddy and wheat in low developed, moderately developed and developed areas of 

Morang district respectively using ordinary least squares (OLS) technique 

The cost of production of irrigation is not included in the production function of the 

farmer borrowers in low developed area and developed area. The reason is that in 

low developed area farmers have adopted single cropping pattern due to the lack of 

irrigation facilities and in the developed area farmers get water for irrigation all the 

year round from the rivers. In developed area farmers make only a nominal 
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expenditure for maintenance of irrigation channels. So the cost of irrigation is found 

.to be insignificant in the total cost of production. Hence, cost of irrigation is not 

included in the total cost of production in the developed area. 

6.2.1 Marginal Farmers 

Marginal Paddy Farmers- Low Developed Area 

The results obtained for the marginal paddy farmers in the low developed area are 

presented in the table 6.1 below. 

Table 6.1: Production Elasticities of the Respective Factors of Production for Marginal 

Paddy Farmers in Low Developed Area 

Variable bi so t- value Significance 
error 

X1(Human Labour) 0.0507 0.058 0.867 N.S. 

Xz (Bullock Labour} 0.466 0.164 2.848 • • 

XJ (Seeds} -0.181 0.092 -1.959 ••• 

X4 (Manures) 0.162 0.058 2.812 • * 

.Lbi = 0.498 

y = 3 475x o.oso7x o.4ssx -o.1s1_x o.1s2 
• 1 2 3 4 I 

F= 8.424·, R2 = 0.722, n =18, N.S. = Not significant 

* = Significant at 1 % level of significance, * * = Significant at 5 % level, * * * = Significant at 
10 % level of significance 

Source: Computed from Survey Data, 2001 

Note: - SD = Standard; b; = regression coefficient 

The results of the estimation show that R2 for marginal paddy farmers in low 

developed area of Morang district is statistically significant as indicated by the 

significance of the F-ratio at 1 percent level. The estimated coefficients are the 

elasticities of production with respect to the factors of production showing in average 

the percentage change in the value of output resulting from a given percentage 

change in the given input. Traditional theory of production stipulates that the larger 

the value of the constant term the more technically efficient the farmers are 

(Mwakalobo: 2000). 

Among the specified variables, all have the expected signs except seeds. The 

coefficients of human labour, bullock labour and manures are 0.0507, 0.466 and 
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0.162 respectively implying that bullock labour has the_ potential to contribute more to 

:output than any other variable among the marginal paddy farmers in the low 

·developed area of Morang district. This means that a one percent increase in bullock 

.Jabour is associated with a 0.46 percent increase in output of paddy. The coefficient 

of seeds is negative and significant at 10 percent level implying that a one percent 

increase in seeds will lead to 0.182 percent decrease of output. Although the 

coefficient of human labour is positive it is not statistically significant. The coefficient 

of manures is positive and significant at 5 percent level. 

However, the relatively high elasticity of production with respect to bullock labour 

among the marginal paddy farmers than that of other variables could be due to the 

fact that marginal paddy farmers are using lower levels of bullock labour and 

substantial increase in production can still be realized by these farmers .. The sum of 

the elasticities is positive and less than unity. This implies that the marginal paddy 

farmers are experiencing decreasing returns to scale. It means that if all the inputs 

are simultaneously increased by one percent, output will increase by less than one 

percent. 

Marginal Paddy Farmers - Moderately Developed Area 

The results obtained for marginal paddy farmers in moderately developed area are 
I 

presented in the table 6.2 below: 

Jable 6.2: Production Elasticities of the Respective Factors of Production for Marginal 

Paddy Farmers in Moderately Developed Area 

Variable bj. SO error t- value Significance 

X1 (Human Labour) -0.286 0.228 -1.251 N.S. 

X2 (Bullock Labour) 0.171 0.094 1.819 .. 
X3 (Seeds) -0.149 0.157 -0.950 N.S 

X4 (Manures) 0.169 0.094 1.798 * • 

Xs (Irrigation) 0.122 0.08 1.386 N.S. 

l")i = 0.599 

y = 4_077x
1
-o.2ssx

2
o.171x

3
-o.149x

4
o.1s9x

5
o.122. F= 8.424·, R2 = 0.722, n =18 N.S. =Not 

~ignificant, • = Significant at 1 % level of significance. * * = Significant at 5 % level, * * * = 
Significant at 10 % level of significance 

Source: lbtd 
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The results indicate that on the sampled marginal paddy farms in the moderately 

developed area of Morang district decreasing returns to scale prevailed which is 

indicated by :Z::bi being less than unity. The results of the estimation show that R
2 

for 

marginal paddy farmers in moderately developed area is statistically significant as 

indicated by the significance of the F-ratio at 5 percent level. The negative regression 

coefficients for the variables human labour and seeds indicate that the additional use 

of these variables keeping other associated inputs at their. current levels, would 

decrease total production. Although these coefficients are negative, they are 

statistically insignificant, and hence we should not nece~sarily draw the conclusion 

that these inputs are overused. 

The coefficients of bullock labour, manures and irrigation are positive. Only the 

coefficients of bullock labour and manure are statistically significant at 10 % percent 

level. Although the coefficient of irrigation is positive, it is statistically insignificant. 

From this result we can draw the conclusion that marginal paddy farmers are utilizing 

the bullock labour and manures at a lower level than required. Due to the lack of 

finance they are not using the required level of these inputs. So credit institutions 

yvhile formulating credit policies in this area should pay attention to farmers for 

providing credit to purchase bullock and manures. 

Marginal Paddy Farmers- Developed Area 

The results obtained for the marginal paddy farmers in developed area of Morang 

district are presented in the table 6.3 below: 

)able 6.3: Production Elasticities of the Respective Factors of Production for Marginal 

Paddy Farmers in Developed Area 

Variable bi SO error t- value Significance 

X1 (Human Labour) 0.278 0.342 0.814 N.S. 

X2 (Bullock Labour) 0.0057 0.441 0.013 N.S. 

X3 (Seeds) 0.273 0.309 1.289 N.S 

X4 (Manures) 0.194 0.539 2.278 .. 
Lbi=0.751 

y = 2 460x o.z7ax o.oos7x o.273x o.194 
. 1 2 3 4 , F= 3.092'. R2 = 0.563, n =18 N.S. =Not 

significant, * * = Significant at 5 % level, * * * = Significant at 10 % level of significance 

Source: lbtd 
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The results indicate that on the sampled marginal paddy farmers in the developed 

area of Morang district decreasing returns to scale prevailed which is indicated by L:bi 

.being less than unity. Human labour and seeds are used liberally ·and are not 

contributing much at the margin of production. The coefficients of human labour and 

seeds are positive but not statistically significant. The coefficient of bullock labour is 

positive but insignificant. 

The coefficient of manure is found to be positive and significant at 5 percent 

level. The coefficient of manure is 0.194 implying that a one percent increase in 

manure will increase output by 0.194 percent. This means that sufficient credit should 

be provided to the marg.inal farmers in developed area of Morang district to purchase 

required level of manures so that these farmers can realize optimum level of output. 

All Marginal Paddy Farmers- Combined 

An attempt was also made to study the production elasticities of all the marginal 

paddy farmers of Morang district. The results obtained are presented in the table 6.4 

below. 

Table 6.4: Production Elasticities of the Respective Factors of Production for All 

Sampled Marginal Paddy Farmers in Morang District 

Variable bi SO error Z- value Significance 

X1 (Human Labour) -0.0293 0.073 -0.401 N.S. 

X2 (Bullock Labour) 0.0709 0.083 0.856 N.S. 

X3 (Seeds) 0.103 0.077 1.346 N.S 

X4 (Manures) 0.224 0.043 5.239 * 

Xs (Irrigation} 0.0456 0.008 5.797 * 

y = 3.404x,- o.o293x2o.o?o9x3 o.1o3x4o.224x5 o.o4s6; F= 13_995•. R2 = 0.593 n = 54, N.S. = Not 
significant, * = Significant at 1 % level 

Source: lb1d 

The results of the estimation for all marginal paddy farmers of Morang district 

combined show that R2 is statistically significant as indicated by the significance of 

the F-ratio at 1 percent level. All the coefficients have the positive signs except that of 

human labour. 

The coefficient of human labour is negative and statistically insignificant. The 

coefficients of bullock labour and seeds are positive but not statistically significant. 
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The coefficients of manures and irrigation are positive and significant at 1 percent 

level. It implies that manures and irrigation are the important factors of production, 

which have the potentiality of increasing output of paddy in Morang district. The 

results show t9at l:bi is less than unity, showing that the marginal paddy farmers in 

Morang district are experiencing decreasing returns to scale. This implies that 

marginal farmers are operating on the rational part of the production function. 

Marginal Wheat Farmers- Moderately Developed Area 

The marginal farmers do not grow wheat in the low developed area due to the lack of 

irrigation facilities. In the moderately developed area canal and water pump sets are 

used to irrigate the fields. The cost of irrigation in moderately developed area is found 

to be more than the cost incurred for irrigation in the developed area. So in the 

moderately developed area the marginal farmers borrow from outside for the purpose 

of irrigating when they use pump set for irrigation .. The results obtained for marginal 

wheat farmers in the moderately developed area are presented in the table 6.5 

below. 

Table 6.5: Production Elasticities of the Respective Factors of Production for Marginal 
\ 

Wheat Farmers in Moderately Developed Area 

Variable bi SO error t- Value Significance 

X1 (Human Labour) -0.244 0.317 0.770 N.S. 

X2 (Tractor) 1.615 0.492 3.280 * 

X3 (Seeds) 0.557 0.634 0.878 N.S 

X4 (Manures) 0.313 0.152 2.063 * * 

X5 (Irrigation) -0.00536 0.064 -0.084 N.S. 

Lbi= 2.2.35 

y = 4.075x
1

- o.244X
2
1.s1sx

3 
o.ss7x

4
o.313x

5
- o.oos37, F= 3_121 

. -
R2 = 0.565, n = 18, N.S. = Not 

' 
significant, * = Significant at 1 % level, * * = Significant at 5 % level56 

Source: Ibid 

The results of the estimation show that R2 for marginal wheat farmers in moderately 
r . 

developed area is statistically significant as indicated by the significance of the F

ratio at 5 percent level. The results show that marginal wheat farmers are 

experiencing increasing returns to scale, as the sum of the elasticities l:bi is greater 

than unity. 
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The coefficients of tractor service (X_2) and manures are statistically significant 

at 1 percent and 5 percent respectively. The coefficient of tractor expenditure is 

1.615 and that of manures is 0.31-3, implying that tractor service has the higher 

potentiality to contribute more to wheat production than any other variable among the 

. marginal wheat farmers in the moderately developed area of Morang district. The 

coefficient of seeds is positive but not statistically significant. The coefficients of 

human labour and irrigation expenses are negative but not statistically significant.. 

·Marginal Wheat Farmers - Developed Area 

The results obtained for marginal wheat farmers in developed area of Morang district 

are presented in the table 6.6 below. 

Table 6.6: Production Elasticities of the Respective Factors of Production for Marginal 

Wheat Farmers in Developed Area. 

Variable bi ·SO error t- Value Significance 

X1(Human Labour) 0.0108 0.175 0.0617 N.S. 

X2 (Tractor) 0.404 0.185 2.184 •• 

X3 (Seeds) 0.309 0.140 2.207 .. 
· X4 (Manures) 0.0165 0.108 0.153 N.S. 

l:bi= 0.740 

y = 4.946X1 O.Q10Sx2- 0.404X3 °'303X4°'0165 , F= 3.50. ·, R2 = 0.534, n = 18, N.S. = Not 
significant, * = Significant at 1 % level, * * = Significant at 5 % level 

Source: Ibid 

The function has yielded R2 of 0.534, which is significant as, indicated by the F-ratio 

of 3.50 at 5 percent level. The farmers are experiencing decreasing returns to scale 

since the sum of the el~sticities Lbi is less than unity. The signs of all the coefficients 

are positive The positive and significant coefficient of tractor service on the wheat 

farms of the marginal farmers in the developed area indicates that additional one unit 

investment in this input would result in an increase of about 0.404 percent in. the 

value of total output. 

The coefficient of seeds is positive and significant. It implies that the investment 

in seeds will increase output of wheat by 0_309 percent. During the survey it was 

found that 75 percent of the marginal farmers were not using improved variety of 

seeds of wheat Therefore, they can increase the output of wheat by investing more 
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on this input. There is need to encourage the marginal farmers to use HYV of wheat 

by borrowing from the formal credit institutions. 

All Marginal Wheat Farmers - Combined 

The results obtained for all the marginal wheat farmers combined in Morang district 

are given below 6.7. 

Table 6.7: Production Elasticities of the Respective Factors of Production for All 

Marginal Wheat Farmers Combined in Morang District 

Variable bi SO error z- Value Significance 

X1 (Human Labour) 0.250 0.170 1.468 N.S. 

X2 (Tractor) -0.249 0.206 -1.205 N.S. 

X3 (Seeds) 0.230 0.127 1.812 *** 

X4 (Manures) 0.0667 0.099 0.674 N.S. 

Xs (Irrigation) 0.00437 0.054 0.081 N.S. 

l:bi = 0.302 

y = 3. 7 45x
1 

o.2sox
2 
o.23ox3 o.3o3x4 o.o667x

5 
o.oo437

1 

F= 3.12 
.. 

R2 = 0.534, n = 36, N.S. = Not I 

significant, * = Significant at 1 % level, * * = Significant at 5 % level 

Source: Computed from survey data, 2001 · 

All the coefficients are positive except that of tractor. The coefficient of tractor is 

negative but statistically insignificant. The coefficient of seeds is positive but it is 

·significant only at 10 percent level of significance. 

Although the value of R2 is very low it is significant as indicated by the 

significance ofF-ratio at 5 percent level of significance. The positive coefficients of 

the variables show positive relationship between output of wheat and the inputs. It 

means that applying the more units of these inputs, output of wheat can be 

increased. Although the signs of these coefficients are positive, they are not 

statistically significant. The farmers are experiencing decreasing returns to scale as 

indicated by the sum of elasticities Ibi which less than unity. 

6.2.2 Small Farmers 

Small Paddy Farmers - Low Developed Area 

. The results obtained for small paddy farmers in low developed area of Morang 

district are presented in the table 6.8 below 
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Table 6.8: Production Elasticities of the Respective Factors of Production for Small 

Paddy Farmers in Low Developed Area of Morang District 

Variable bi SO error Z- Value Significance 

X1 (Human Labour) 0.0559 0.167 0.334 N.S. 

X2 (Bullock Labour) -0.202 o:120 1.681 * * * 

X3 (Seeds) 0.059 0.090 0.670 N.S. 

X4 (Manures) 0.127 0.023 5.528 * ' 

l:bi = 0.0399 

Y = 3.881X1 o.osssx2_o.2o2x3 o.osex4o.127, F= 10.749 •. R2 = 0.537, n = 42, N.S. =Not significant, 
* * * = Significant at 10 % level, * = Significant at 1 % level 

Source: Ibid 

The function has yielded R2 of 0.537, which is significant as indicated by the 

significance of F-ratio at 1 percent level of significance. The results indicate that on 

the sample small paddy farmers decreasing returns to scale prevailed which is 

indicated by l:bi being less than unity. 

In the tests for individual regression coefficients only the coefficients of bullock 

labour and manures are significant. The coefficient of bullock ·is negative and 

significant at 10 percent level implying that small paddy farmers are using excessive 

units of bullock labour than required. The coefficient of manures is positive and 

~ignificant at 1 per cent level. 

The relatively high elasticity of production with respect to manures among the 

small rice farmers than that of other variables could be due to the fact that small 

paddy farmers in the low developed area are using lower levels of this input and 

substantial increase in production can still be realized among these farmers by 

increasing the level of utilization of this input. Manures, therefore appears to be 

relatively more important in terms of its contribution to total output. 

Small Paddy Farmers- Moderately Developed Area 

The results obtained for the small paddy farmers in the moderately developed 

area are presented in the table 6.9 below. 
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Table 6.9: Production Elasticities of the Respective Factors of Production for Small 

Paddy Farmers in Moderately Developed Area of Morang District 

Variable bi SO error Z- Value Significance 

X1 (Human Labour) -0.089 0.264 -0.338 N.S. 

X2(Bullock Labour) -0.0547 0.197 -0.277 N.S. 

X3 (Seeds) 0.637 0.367 1.736 * * * 

X4 (Manures) 0.170 0.052 3.258 * 
' 

X5 (Irrigation) 0.0249 0.029 0.869 N.S. 

' :Lbi = 0.688 

y = 2 240x -o.osgx o.os47x o.637x o.11o x o.o249 F= 4.048 
. 

R2 = 0.360 n = 42 N.S. =Not . 1 2 3 4 5 ' 
.significant, * = Significant at 1% level, * * = Significant at 5 % level, * * * = Significant at 10 
%level 

Source: lbtd 

The results indicated that on the sample small paddy farms decreasing returns to 

scale prevailed which is indicated by Ibi being less than unity. The test for the overall 

regression coefficient has yielded significant results. The R2 is 0.360. In the tests for 

individual regression coefficients only the coefficients of seeds and manures are 

significant. The coefficients of human labour and bullock labour are negative but 

statistically not significant. The coefficient of irrigation is positive but not significant. 

This implies that seeds and manures are the only inputs, which have the potentiality 

to increase output by increasing their doses. 

Small Paddy Farmers - Developed Area 

The results obtained for the small paddy farmers in developed area are presented in 

the table 6.10 below. 
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Table 6.1 O:Production Elasticities of the Respective Factors of Production for Small 

Paddy Farmers in Developed Area of Morang District 

Variable bi SD error Z- Value · Significance 

X 1 (Human Labour) -0.0347 0.152 -0.229 N.S. 

X 2 (Bullock Labour) -0.164 - 0.163 -1.006 N.S. 

X3 (Seeds) 0.347 0.302 1.149 N.S. 

X4 (Manures) 0.164 0.037 4.418 • 

2:bi = 0.312 

y = 2_ 723x, -o.o347x
2
· o.164x

3 
a. 347x

4
o.1e4 . F= 5_298 ·. R2 = 0.424, n = 42, N.S. = Not significant, 

* = Significant at 1% level, * * = Significant at 5 % level, * * * = Significant at 10 % level 

Source: Ibid 

The function has yielded R2 of 0.424, which is significant as indicated by the 

significance of F-ratio at 1 percent level of significance. The small farmers in 

developed area of Morang are experiencing decreasing returns to scale as indicated 

by the sum of elasticities L:bi being less than unity. 

In the developed area of sampled small paddy farms only the coefficient of 

manures is positive and significant. The coefficients of human labour and bullock 

labour are negative but statistically insignificant. The coefficient of seeds is positive 

but statistically insignificant. 

. The only important input which is used at lower levels and which can contribute 

to more production is manures. 

All Small Paddy Farmers- Combined 

The results obtained for all the sampled small paddy farmers in Morang district are 

presented in the table 6.11 below. 
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Table 6.11 :Production Elasticities of the Respective Factors of Production for All Small 

Paddy Farmers in Morang District 

Variable bi SO error Z- Value Significance 

X1 (Human Labour) - 0.039 - 0.108 - 0.368 N.S. 

X2 (Bullock Labour) - 0.034 - 0.081 - 0.425 N.S. 

XJ {Seeds) 0.157 0.092 1.706 ... 
X4 {Manures) 0.156 0.018 8.53 • 

Xs (Irrigation) 0.051 0.007 7.347 . 
Lbi = 0.291 

y = 3 432x -o.o3sx . o.o34x o. 1s7x o.1s6 x o.o51 
0 1 2 3 4 5 ' F= 26.009 

' 
R2 = 0.520, n = 126, N.S. =Not 

significant, * = Significant at 1% level, * * = Significant at 5 % level, * * * = Significant at 10 
%level 

Source: lbtd 

The R2 value indicates that the independent variables included in the production 

function explained about 52 per cent of the variations in the production of paddy 

among the all sampled small paddy farmers. The R 2 is significant as indicated by the 

significance of the F-ratio at 1 percent level. The sum of the elasticities being less 

than unity depicts decreasing returns to scale. 

The results show that the coefficients of human labour and bullock labour are 

negative but insignificant. The coefficients of seeds, manures and irrigation are 

positive and significant at 10 percent, 5 percent and 5 percent respectively. 

The relatively high elasticity of production with respect to manures and irrigation 

among the sampled small paddy farmers in Morang district could be due to the fact 

that farmers are using lower levels of these inputs and these farmers can still realize 

substantial increase in production by increasing the level of utilization of these inputs. 
' 
Manures and irrigation, therefore, appears to be relatively more important inputs, 

which can make more contribution to total output if farmers increase their use in farm 

operations even from borrowing. 

Small Wheat Farmers - Moderately Developed Area 

The results obtained for the small wheat farmers in moderately developed area are 

presented in the table 6.12 below. 



201 

Table 6.12: Production Elasticities of the Respective Factors of Production for Small 

Wheat Farmers in Moderately Developed Area of Morang District 

Variable bi SO error Z- Value Significance 

X, (Human Labour) 0.108 0.087 1.244 N.S. 

X2 (Tractor) 0.125 0.235 0.532 N.S. 

X3 (Seeds) 0.102 0.161 0.633 N.S. 

X4 (Manures) 0.156 0.052 1.894 ... 
Xs (Irrigation) 0.051 0.034 0.250 N.S. 

. l:bi = 0.542 

y = 1_582x, o.1oax2o.12sx3 o.102x4o.1ss x 5o.os1. F= 3_50 · • , R2 = 0.329, n = 42, N.S. = Not 
significant, * * * = Significant at 10 % level, * * = Significant at 5% level 

Source: Ibid 

The results indicate that although the R2 is very low, it is significant as indicated by 

'the significance of F-ratio at 5 percent level. In the tests for individual regression 

coefficients, only the coefficient of manures is significant at 10 percent level. The 

coefficients of other variables are positive but statistically insignificant. The farmers 

are experiencing decreasing returns to scale as indicated by the sum of the 

elasticities being less than unity. 

Small Wheat Farmers - Developed Area 

The results obtained for the small wheat farmers in Developed area of Morang district 

are presented in the table 6.13 below. 

·Table 6.13:Production Elasticities of the Respective Factors of Production for Small 

Wheat Farmers in Developed Area of Morang District 

Variable bi so Error Z- Value Significance 

X, (Human Labour) -0.157 0.092 -1.706 ••• 

X2 (Tractor) -0.183 0.081 -2.252 * * -
X3 (Seeds) 0.247 0.139 1.780 * * * 

X4 (Manures) 0.224 0.055 4.072 * 

l:bi= 0.131 
y = 1_220x, -o.1s7x2 -o.1a3x3-o.247~o.224. F= 6_540 

. 
R2 = 0.567, n = 42, N.S. = Not significant, ***-

' 
Significant at 10 % level, * * = Significant at 5 % level, * = Significant at 1 % level 

Source: Ibid 
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The table 6.13 above shows that the coefficients of manures and seeds are positive 

and significant at 10 percent and 1 percent level respectively. The coefficients of 

human labour and the expenditure on tractor service are negative and significant at 

1 0 percent and 5 percent level implying that the use of these inputs has crossed the 

optimum level of utilization. The further use of these inputs would decrease output 

rather than· increase of total output. 

All Small wheat Farmers - Combined 

The results obtained for all small wheat farmers of Morang district are presented in 

the table 6.14 below. 

Table 6.14:Production Elasticities of the Respective Factors of Production for All 

Small Wheat Farmers in Morang District. 

Variable bi SO Error Z- Value Significance 

X1 (Human Labour) -0.0425 0.067 -0.630 N.S. 

Xz (Tractor) 0.705 0.284 2.476 * * 

X3 (Seeds) 0.149 0.109 1.367 N.S. 

X4 (Manures) 0.145 0.319 . 3.367 * 

Xs (Irrigation) 0.0982 0.022 4.499 • 

l:bi = 1.0547 

y = 0_635x, - o.o42sx
2 

o.1osx
3 

o.149x
4 

o.145 Xs o .. o9s2. F= 12.349 
' 

R2 = 0.584, n == 84, N.S. =Not 
significant, * * = Significant at 5 % level, * = Significant at 1 % level 

Source: Ibid 

The function has yielded R2 of 0.584, which is insignificant as indicated by the 

significance of F-ratio at 1 percent level of significance. The sum of he elasticities 

greater than one indicates that the small wheat farmers in Morang district are 

experiencing increasing returns to scale. 

The results show that the coefficients of expenditures on tractor, manures and 

irrigation are significant at 5 percent, 1 percent, and 1 percent level respectively. It 

implies that there is sufficient scope to raise production by utilizing these inputs. 
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6.2.3 Medium and Large Farmers 

All Medium and Large Paddy Farmers- Combined 

The regression results obtained for medium and large farmers in all the areas gave 

lower and insignificant R2 values because the F-ratios were not significant for all the 

areas (values are not presented hers). So the analysis for the medi.um and large 

farmers in each area was not conducted separately. The analysis here is based on 

all the medium and large paddy farmers combined. The results obtained for the entire 

sampled medium and large paddy farmers are presented in the table 6.15 below. 

Table 6.15:Production Elasticities of the Respective Factors of Production for All 

Sampled Medium and Large Paddy Farmers in Morang District. 

Variable bi SO error Z- Value Significance 

X1 (Human Labour) 0.00085 0.119 0.007 N.S. 

X2 (Bullock Labour) -0.257 0.228 -1.127 N.S. 

X3 (Seeds) -0.152 0084 -1.812 ... 
X4 (Manures) 0.157 0.044 3.608 • 

Xs (Irrigation) 0.0434 0.010 4.390 • 

~bi = - 0.2077 

y = 4_561 x,- o.ooossx
2 
~o.2s7X3 - o.1s2x

4
o.1s7 x

5
o. 0434, F= 7_686 ·, R2 = 0.564, n = 45, N.S. =Not 

significant, * * = Significant at 5 % level, * = Significant at 1 % level, * * * = Significant at 10 
%level 

Source: Ibid 

The function has yielded a R2 of 0.496, which is significant as indicated by the 

significance of F-ratio at 1 percent level of. The farmers are experiencing diminishing 

returns to scale as indicated by the sum of elasticities (Ibi) being less than unity. 

The coefficient of bullock labour is negative but statistically insignificant. The 

negative sign of bullock labour indicates excessive use of bullock labour but since the 

coefficient is statistically insignificant we cannot make a strong conclusion of 

excessive use of bullock labour. 
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All Medium and Large Wheat Farmers- Combined 

The results obtained for the entire sampled medium and large wheat farmers of 

Morang district are presented in the table 6.16 below:. 

Table 6.16:Production Elasticities of the Respective Factors of Production for All 
Sampled Medium and Large Wheat Farmers in Morang District. 

Variable bi SD error Z- Value Significance 

X1 (Human Labour) -0.0584 0.083 -0.794 N.S. 

X2 (Tractor) -0.243 0.551 -0.441 N.S 

X3 (Seeds) -0.0763 0.156 -0.488 N.S. 

X4 (Manures) 0.128 0.052 2.461 * * 

X5 (Irrigation) 0.00699 0.025 0.280 N.S. 

L:bi =- 0.243 

y = 5_034x 1 . o.oss4x2 -a.243x3. o.o7s3x4- o.12sx5 o. oo699, F= 3.423 · ·, R2' = 0.453. n = 45 N.S. =Not 
significant, * * = Significant at 5 % level 

Source: Ibid 

The· function has yielded a R2 of 0.453, which is significant as indicated by the 

significance of F-ratio at 5 percent level of significance. The coefficients of human 

labour, tractor service and seeds are negative but they are statistically insignificant. 

Only the coefficient of expenditure on manures is positive and significant at 5 

percent. The coefficient of irrigation is positive but statistically insignificant. 

Diminishing returns to scale prevailed in the wheat farms of all medium and large 

farmers as indicated by the sum of elasticities (l:bi) which is less than unity. 

However, an important issue here is related to the question of how efficiently are 

these farmers organizing their production activities so as to maximize their profits 

given the prevailing input and output prices. In order to measure productivity of 

different agricultural resources, marginal value products (MVPs) have been worked 

out. 

6.3 Marginal Value of Productivity Measures 

The MVPs of resources are computed for only those resources whose regression 

coefficients are statistically significant in the production functions estimated above. 
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From the Cobb-Douglas produCtion function, the marginal value productivities can be 

computed from the estimated production elasticities and the average productivity 

measures (Atieno: 1995) as follows: 

Where, 

MVP = Marginal value product for the given factor of production 

bi = The estimated elasticity of production function for i1h input 

Y = Geometric mean of particular output 

X, = Geometric mean of the i1h input used 

The MVP gives the absolute response per unit of factor input and enables the 

comparison of relative efficiencies of resource use within the given farms. The MVP 

of an input indicates the increase in the value output, which will result from the use of 

one additional unit of an input. Using the estimated production elasticities, geometric 

mean of input and output for paddy and wheat for marginal, small and medium and 

large farmers in low developed, moderately developed and developed area are 

presented in the tables 6.17 and 6.18 below. 

6.3.1 Marginal Paddy Farmers 
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Table 6.17:Marginal Value Productivity Measures of the Specified Factors of 

Production for Marginal Paddy Farmers 

1.Low Developed Area G.M.of output =19853.25 

Input bi Geometric Mean MVP 

Bullock labour 0.466 32.23 287.05 

Manures 0.162 2370.14 1.36 

Seeds -0.181 807.36 -4.45 

2.Moderately Developed Area G.M.of output =21540.38 

Input bi Geometric Mean MVP 

Bullock labour 0.171 28.41 129.65 

Manure 0.179 2624.74 1.39 

3. Developed Area G. M. of Output =23678.43 

: Input bi Geometric Mean MVP 

Manure 0.194 1890.11 2.43 

4.All Marginal Paddy Farmers G.M.of Output =23350.49 

Input bl Geometric Mean MVP 

Manure 0.224 2273.96 2.30 

Irrigation 0.0459 392.23 2.73 

Source: Computed from survey data, 2001 

Table 6.18:Marginal Value Productivity Measures of the Specified Factors of 

Production for Marginal Wh,eat Farmers 

1.Moderately Developed Area G.M. of Output =17007.4 

Input bi G.M. MVP 

Tractor 1.615 4337.59 6.33 

Manures 0.313 3966.85 1.34 

2. Developed Area G.M. of Output = 22078.25 

Input bi Geometric Mean MVP 

Tractor -0.404 4149.55 -2.15 

Seeds 0.309 2234.74 3.05 

3.AII Marginal Wheat Farmers GM. Of Output= 19378.20 

Input bi Geometric Mean . MVP 

Seeds 0.230 2367.73 1.88 

Source: Ibid 
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The MVP of human labour is not been computed because it was not significant in all 

the areas related to marginal paddy and wheat farmers. The marginal value product 

of bullock labour input is higher in low developed area than in moderately developed 

area among the marginal paddy farmers implying that one additional pair of bullock 

applied would add more to output of paddy in the low developed area. 

This result shows that marginal paddy farmers are using less units of bullock 

labour in proportion to other resources. This high marginal value product of bullock 

labour input can also be attributed to the high production elasticity of this resource 

among them and the low level at which it is used. Therefore, given the production 

elasticity, the high marginal productivities and low level of utilization of these inputs, 

production levels can be substantially increased by increasing the level at which they 

are used. 

The coefficient of manures is positive in all the areas of marginal paddy farmers 

and the MVPs of manures show low level of utilization of this input in all the areas. 

For marginal wheat farmers in the moderately developed area the MVP of 

tractor service is higher than the MVP of other resources. It is negative in the 

developed area indicating over utilization of this resource. The MVP of seeds is 

positive in developed area and also for all the marginal paddy farmers indicating that 

more output can be obtained by utilizing more units of these inputs even by 

borrowing 

Small Paddy Farmers 

The marginal value products, geometric means of inputs used, geometric mean 

of output paddy for small paddy farmers are presented in the table 6.19 below 
I 
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Table 6.19 Marginal Value Productivity Measures of the Specified Factors of Production 

for Small Paddy Farmers 

1. Low Developed Area , G.M.of output= 19028.30 

Input b; Geometric Mean MVP 

Bullock labour -0.202 31.39 -122.45 

Manure 0.127 2085.7 1.6 

2.Moderately Developed Area G.M.of output= 22749.29 

Input b; Geometric Mean MVP 

Seeds 0.637 620.38 23.35 

Manure 0.170 2184.04 1.77 

3. Developed Area G. M. of Output= 25428.84 

Input b; Geometric Mean MVP 
. 

Manure 0.164 1269.64 3.45 

4.AII Marginal Paddy Farmers G.M.of Output= 22244.56 

Input b; Geometric Mean MVP 

Seeds 0.157 675.2 5.17 

Manure 0.156 1795.03 1.93 

Irrigation 0.051 375 3.02 

Source: lbtd 

The MVP of manures is positive for all the small paddy farmers in all the areas. The 

MVP of manures in developed area is higher than the MVPs of manures in low 

developed area, moderately developed area and all small paddy farmers. 

6.3.2 Small Wheat Farmers 

The marginal value products, geometric means of inputs used, geometric mean of 

Ot..Jtput paddy for small paddy farmers are presented in the table 6.20 below. 
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Table 6.20: Marginal Value Productivity Measures of the Specified Factors of 

Production for Small paddy Farmers 

'1 . Moderately Developed Area G.M.of output= '17007.40 

Input bi Geometric Mean MVP 

Manure 0.156 3170.07 0.84 

2. Developed Area G.M.of output= 22078.28 

Input bi Geometric Mean MVP 

Human labour -0.157 46.05 -75 

Tractor - 0.183 2942.63 -1.37 

Seeds 0.247 2229.15 2.45 

Manure 0.224 3259.33 1.52 

4.AII Marginal Wheat Farmers G.M.of Output= 19378.20 

Input bi Geometric Mean MVP 

' Tractor 0.705 2995.01 4.56 

Manure 0.15 3214.39 0.87 

lrri 0.0982 469.61 4.05 

Source: Computed from survey data, 2001 . 

The MVP for tractor input· is higher among all the small wheat farmers. The high 

marginal value product of tractor service input among the small paddy farmers can 
I 

also be attributed to the high production elasticity of this resource among them and 

the low level at which it is used. 

6.3.3 All Medium and Large Paddy Farmers 

The marginal value products, geometric means of inputs used and geometric mean 

of output paddy for all sampled medium and large wheat farmers are presented in the 

table 6.21 below. 

' 

Table 6.21 :Marginal Value Productivity Measures of the Specified Factors of 

Production for All Medium and Large Paddy Farmers 

G.M. of Output= 21934.22 

Input bi G.M. MVP 

Seeds - 0.157 583.07 -5.72 

' 
Manure - 0.1.52 1672.13 -2.06 

Irrigation 0.0434 237.47 4.08 

Source: Ibid 
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The MVP of seeds and manures for all medium and large paddy farmers are 

negative indicating over utilization of these inputs. The MVP "Of irrigation is positive 

which indicates that more output can. be realized by increasing the expenditure on 

irrigation facilities. 

6.3.4 All Medium and Large Wheat Farmers 

The marginal products, geometric means of inputs used and geometric mean of 

output of paddy for all sampled medium and large paddy farmers are presented in 

the table 6.22 below. 

Table 6.22:Marginal Value Productivity Measures of the Specified Factors of 

Production for All Medium and Large Wheat Farmers 

G. M. of Output = 20349.10 

Input bi G.M. MVP 

Manure 0.128 3352.98 2.06 

Source: Ibid 
i 

Only the coefficient of manures for all sampled medium and large farmers is 

significant. The MVP of manure among the all medium and large wheat farmers is 

positive which indicates that substantial output of wheat can be increased by utilizing 

more units of this resource. 

6..4 Marginal Returns to Opportunity Cost Ratios (MROCRS) and 

Percentage of Credit Utilization 

The marginal returns to opportunity cost ratios provide a measure of the efficiency of 

resource use prevailing on the average throughout the sample. It statistically 

measures the mean efficiency of resource use by each sampled farm population. It is 

computed as the ratio of the marginal value product to marginal input cost given as 

the opportunity of the respective resource. For profits to be maximized, the ratio of 

the marginal value product to the marginal cost must be equal to one. This means 

that the revenue from using one additional of input is equal to the cost of acquiring 

tHat additional unit. A ratio of less than one implies that too much of the resource is 

being used under the existing price conditions, implying inefficient resource use. If 

the ratio is greater than one, it indicates that too little of the resource is being used 

and increased use of the resource would result in increased profits. 
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The MVPs of different resources and ratios of these MVPS to their factor costs and 

share of credit utilized for these inputs are presented in the tables 

6.4.1 Marginal Paddy Farmers 

Table 6.23 : MVPs of Factors of Production, Ratios of MVPs to Their Factor Costs and 

Percentage of Borrowed Amount ~o Total Amount Used on Different 

Resources by Marginal Paddy Farmers 

1. Low Developed Area 

Input MVP Ratio of MVP to. MFC % of borrowed amount 
to total amount used 

Bullock labour 287.05 2.29 32.34 

Manures 1.36 1.36 20.10 

Seeds -4.45 -4.45 6.00 

2·.Moderately Developed Area 

Input MVP Ratio of MVP to MFC' % of borrowed amount 
to total amount used 

Bullock labour 129.65 1.03 34.45 

Manures 1.39 1.39 22.50 

3.Developed Area 

Input MVP Ratio of MVP to MFC % of borrowed amount 
to total amount used 

Manures 2.43 2.43 24.25 

4.AII Marginal Paddy Farmers 

Input MVP Ratio of MVP to MFC %of borrowed amount 
to total amount used 

Manures 2.30 2.30 22.25 

Irrigation 2.73 2.73 2.37 

Source: Ibid 

The MVPs of different resources and ratios of these MVPs to their factor costs for 

marginal farmers in different areas are presented in the above table 5.23.The results 

reveal that the MROCRs are greater than unity for all factors except seeds in the low 

developed area. These ratios indicate that too little of the respective resource inputs 

that is bullock labour, manure and irrigation are being used in relation to the 

prevailing market conditions. The negative ratio of seeds indicates that there is 

excess utilization of seeds in the low developed area by marginal paddy farmers. 
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Hence the farmers are allocatively inefficient in the use ,of the available factors of 

production. 

The overall functional analysis brought out that the marginal farmers are 

rational in making investments (which includes more than 44 percent of borrowed 

amount) . on bullock labour and manures as the ratios of these resources to their 

costs are significantly greater than unity. Thus the marginal farmers can further 

increase their income by curtailing expenditure on seeds. So the marginal farmers 

should decrease the expenditure on seeds and it is not justified to borrow for these 

resources. 

Too little use of bullock labour and manures by the marginal paddy farmers is a 

refLection of high prices of inputs, lack of input credit and inadequacy of cash for 

purchasing these inputs. If the farmers were supplied with adequate credit to 

purchase these inputs they could have improved crop productivity and hence efficient 

ri3source use by farmers. 

6.4.2 Marginal Wheat Farmers 

Table 6.24: MVPs of Factors of Production, Ratios of MVPs to Their Factor Costs and 

Percentage of Borrowed Amount to Total Amount Used on Different 

Resources by Marginal Wheat Farmers 

1 . Moderately Developed Area 

Input MVP Ratio of MVP % of borrowed amount to total 
to MFC amount used 

Tractor 6.33 6.33 36.04 

Manures 1.34 1.34 24.45 

2.Developed Area 

Input . MVP Ratio of MVP % of borrowed amount to total 
to MFC amount used 

Tractor, -2.15 -2.15 34.56 

Seeds 3.05 3.05 5.00 
\ 

3:,AII Marginal Wheat Farmers 

Input MVP Ratio of MVP % of borrowed amount to total 
to MFC amount used 

Seeds 1.88 1.88 7.24. 

Source: Ibid 
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· In the above table 6.24 we find that the ratio of MVP to the acquisition costs of tractor 

service is significantly different from unity in the moderately developed area. The 

ratio of MVP of tractor to its cost is (-) 2.15, in the developed area, which is negative 

~nd significantly different from ·unity. This showed that the cost of tractor is higher on 

the marginal farms in the developed area than its optimal return and consequently 

farm income can be raised through reduction by reducing its use on the farm. The 

percentage of borrowed amount used for this input is 34.56 and it is not justified to 

borrow for these resources. The MVPs of manures and seeds are significantly 

greater than unity, which indicated that the marginal wheat farmers can enhance the 

expenditures on these inputs to obtain more production even by taking credit from 

qutside. 

6.4.3 Small Paddy Farmers 

Table 6.25: MVPs of Factors of Production, Ratios of MVPs to Their Factor Costs and 

Percentage of Borrowed Amount to Total Amount Used on Different 

Resources by Small Paddy Farmer.s 

1 .. Low Developed Area 

Input MVP Ratio of MVP to % of borrowed amount to total 
: MFC amount used 
' Bullock labour -122.45 - 0.979 24.82 

Manures 1.16 1.16 34.56 

2:.Moderately Developed Area 

Input MVP Ratio of MVP to % of borrowed amount to total 
MFC amount used 

Seeds 23.35 23.35 8.34 

Manures 1.77 1.77 48.25 

3.Developed Area 

Input MVP Ratio of MVP to % of borrowed amount to total 
MFC amount used 

Manures 3.45 3.45 24. 54 

4.AII Small Paddy Farmers 

Input MVP Ratio of MVP to % of borrowed amount to total 
' MFC amount used 

Manures 1.93 1.93 26.25 .. 
Seeds 5.17 5.17 4.40 

I rrigatiori 3.02 3.02 3.58 

Source: Ibid 



214 

The ratio of MVP to MFC for manures, seeds and irrigation is greater than unity, 

which indicated that the farmers can enhance the expenditure on these inputs and 

realize more outp'ut. These expenditures can be justified even by borrowing from 

Gutside. 

'6.4.4 All Medium and Large Paddy Farmers 

Table 6.26: MVPs of Factors of Production, Ratios of MVPs to Their Factor Costs and 

Percentage of Borrowed Amount to Total Amount Used on Different 

Resources by All Medium and Large Paddy Farmers 

Input MVP Ratio of MVP to % of borrowed amount to 
MFC total amount used 

Irrigation 4.0 4.0 15.81 

Manures -2.06 -2.06 24.65 

Seeds -5.72 -5.72 6.20 

Source: Ibid 

The ratio of MVP to MFC for manures and seeds was negative and greater than 

unity. This indicated that the medium and large farmers could further increase their 

income by curtailing expenditure on manures and seeds and increasing the 

e'xpenditure on irrigation. The percentage of credit used for manures and seeds· can 

be reallocated to increase irrigation facilities and substantial output can be realized. 

6.4.5 All Medium and Large Wheat Framers 

T~able 6.27: MVP of Factors of Production, Ratio of MVP to It's Factor Costs and 

Percentage of borrowed Amount to Total Amount Used on Different 

Resources by All Medium and Large Wheat Farmers 

Input MVP Ratio of MVP to MFC % of borrowed amount to 
total amount used 

Manures 2.06 2.06 22.95 

Source: Ibid 

The ratio of MVP to MFC is greater than unity indicating that more output can be 

realized by them increasing the expenses on manures. The percentage of credit 

used for manures applied in the wheat farm by medium and large farmers is 22.95. 

So, more output can be realized by borrowing more for manures and thereby 

increase their products. 
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6.5 The impact of Credit on Production 

An attempt is made to compare the average yield of crops of paddy and wheat grown 

by sampled farmers before and after credit use by sampled marginal, small and 

medium and large farmers in low developed, moderately developed and developed 

area of Morang District. In order to study the impact of credit on production. Paired- t 

·test is used for the samples of size n < 30 and Z - test is used for the samples of size 

ri > 30.The calculated test statistics are compared with tabulated values of the test 

statistic and conclusions are drawn on the basis of whether the calculated values are 

less than or greater than the tabulated values. A one tailed test is applied. 

The null and alternative hypotheses are formulated as: 

Ho: 1-lx = IJy (i.e. there is no significant difference between the mean yield of the crop 

qefore and after credit use). 

H1 : f.lx < IJy (i.e. there is significant increase in the mean yield of the crop after the 

credit use). 

Here x is used to denote the production of crop before use and y is used to denote 

the production of crop after credit use. The t statistic for paired t-test used is, 

d 
t = ----:::== 

S/~ 

Where, d = l: di /n = mean difference 

di =Xi- Yi 

S = standard deviation of the differences 

n = number of paired observations 

The Z- statistic used for differences of mean yields is 

X-Y z =----;==== s2 s2 
_I +-2 

nl n2 

Where, X = mean yield of the sample before credit 

Y = Mean yield of sample after credit 
S1

2 = Variance of the sample before credit 

s; = Variance of the sample after credit 

n1 = Size of the sample before credit 

n2 ·= Size of the sample after credit 
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6.5.1The Impact of Credit on Production- Marginal Farmers 

The differences between the average yield of crops before use of credit and after use 

of credit, the calculated t-ratios and the significance for sampled marginal farmers 

are presented in the table 6.28 below. 

Table 6.28: Mean Differences, Standard Errors, t-values and Significance for Paddy and 

Wheat of Sampled Marginal Farmers 

1. Low Developed Area 

Crop n M-D S.E. t-value Significance 

Paddy 18 9.39 1.08 8.69 * 

' 2. Moderately Developed area 

Crop n Mean Difference S.E. t-Value Significance 

Paddy 18 14.19 1.03 13.78 * 

Wheat 18 12.56 0.99 12.68 * 

3. Developed Area 

Crop n M.-D S,E, t-value Significance 

Paddy 18 10.21 1.32 7.73 * 

Wheat 18 6.99 1.23 5.68 * 

4. All Marginal Farmers 

Crop n M-D S.E. Z- value Significance 

Paddy 54 11.26 0.71 15.86 * 

Wheat 36 9.52 0.87 10.94 * 

S.E. =Standard Error * = Significant at 1 % level n = Sample Size 

Source: Ibid 

In the above table all the t - ratios are significant at I percent level and also for all 

sampled marginal farmers the z- statistic is found to be significant at I percent level. 

These results suggest that there is positive impact of credit on productivity of crops 

among the marginal farmers of Morang District. 
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' 
_6.5.2 The Impact of Credit on Production - Small Farmers 

The differences between the average yield of crops before· use of credit and after use of credit, 
. I 

calculated t-ratios and the significance for sampled small farmers are presented in the table I 

below.· 

Table 6.29:Mean Differences, Standard Errors, t-values and significance for Paddy and 

Wheat of Sampled Small Farmers 

' 1. Low Developed Area 
-----

Crop n Mean Difference Standard Errors Z -value Significance 

Paddy 42 7.49 1.31 5.71 * 

2. Moderately Developed area 

Crop n Mean Difference S.E. Z -value Significance 

Paddy 42 8.87 1.33 6.67 * 

Wheat 42 6.9 2.86 2.41· * * 

3. Developed Area 

Crop n Meari Difference S, E, t-value Significance 

Paddy 42 8.5 3.77 2.25 * * 

Wheat 42 5.84 1.44 4.05 * 

4. All Small Farmers 

Grop .. n Mean Difference S.E. Z- value Significance 

Paddy 126 6.63 1.72 3.85 * 

Wheat 84 6.34 1.64 3.87 * 

s .. E. = Standard Error * = Significant at 1 % level n = Sample Size * * = significant at 5% 
level 

Source: Ibid 

All the t-ratios are significant implying that there exists positive impact of credit on 

production of crops produced by small farmers in Morang district. 

6,5.3 The Impact of Credit On Production-Medium and Large Farmers 

The differences between the average yield of crops before use of credit and after use 

of credit, the calculated t-ratios and the significance for sampled medium and large 

farmers are presented in the table. 6.30 below .. 
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Table 6.30: Mean Differences, Standard Errors, t-values and Significance for Paddy and 

Wheat of Sampled Medium and Large Farmers 

1. Low Developed Area 

Crop n Mean Difference S.E. Z -value Significance 

Paddy 15 6.88 1.25 5.50 * 

2. Moderately Developed area 

Crop n Mean Difference SE Z -value Significance 

Paddy 15 8.92 1.09 15.57 * 

Wheat 15 6.08 0.83 7.3 * 

3. Developed Area 

Crop n Mean Difference S,E, t-value Significance 

Paddy 15 5.38 1.01 5.33 * 
j 

Wheat 15 3.97 0.72 5.51 * 

4.AII Medium and Large Farmers 

.Crop n Mean Difference S.E. · Z- value Significance 

Paddy 45 6.53 1.76 3.71 * 

Wheat 30 5.02 2.11 2.37 * * 

S. E. = Standard Error * = significant at 1 % * * = Significant at % level n = Sample 

size 

Source: Ibid 

The results presented above. in the tables 6.28, 6.29 and 6.30 show that the use of 

cr:edit by all farmers has positive impact on production of crops. The results justify the 

hypothesis that the use of credit increases farm income 
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.. 6.6 Optimal Utilization of Credit by Sampled Farmers 

To study optimal utilization of credit by farmers we have made an attempt to compare 

the per hectare. requirements of inputs for production per hectare as recommended 

by the agricultural technicians and expected output which can be realized if the 

farmers follow the recommendations with the actual amounts of inputs used by the 

, sampled farmers per hectare and realized output per hectare. To make the 

, comparisons input-output ratios as recommended by the agricultural technicians and 

actual input-output ratios are also calculated. The proportions of credit used out of 

total credit borrowed for each crop are also presented to know whether the farmers 

· are using credit optimally or not. The physical amounts of input requirements for 

different crops as recommended by the agricultural technicians were obtained from 

·district agriculture office Morang. of this research work. Here, in this section, we have 

·presented the input and output in terms of prevailing prices of input and output during 

the period of survey. The results are presented in the tables and discussed 

thereafter. 

6.6.1 Required Amount of Inputs and Expected Output as Recommended 

The required .amount of inputs as recommended by the agricultural technicians 

working in the agriculture sector and the production of crops obtained from 

experiments are presented in the table 6.31 below. 



Table 6.31: PerHectare Cost of Production and Expected Production and Input -Output Coefficients as Recommended by Technicians 

-CROP- Seeds Manures- B/T - Labour -Irrigation Total cost· - Expected output Expected o·utput In-put-output 
Rs. Rs. Rs. Rs. Rs. Rs (in Qtl.) (In Rs.) ratio 

E. Paddy 1000 7010 5760 2500 5400 21670 30 22500 1:1.038 

L. Paddy 1000 6010 5760 1250 I 5400 19420 32 24000 1:1.24 
-

S. Paddy "1000 6010 5760 1500 5400 19670 43.2 32400 1:1.65 

Wheat 2400 7044 5000 2500 4500 21444 45 33750 1:1.57 

Maize 562 7553 4500 1000 2100. 15715 47 32900 1:2.1 

Mustard 300 5277 3300 250 1500 "10627 8 16000 1.51 

Lentil 1200 2814 1800 250 1200 7264 6.16 9240 1:1.27 
- -- -- - - -- - L_ -

Source: District Agriculture Office, Biratnagar 

1\.) 
1\.) 
0 
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' The above table 6.31 shows that the highest cost of production is incurred in the 

production of paddy and wheat, which is more than Rs. 19,000.0 at current prices. 

· The table 6.31 also shows that among the paddy crops, the summer paddy has the 

: highest potential. One of the reasons for high.est yield potential of summer paddy is 

that it gets sufficient water for crops during the summer from surface and rain. 

The table 6.31 shows that if inputs are utilized properly as re'commended, other 

things remaining the same, production will certainly increase than when inputs are 

; not used as recommended. The input-output ratios indicate that there is more 

· return than investment. All the ratios are greater than one. 

In order to study whether the farmers are using the borrowed credit in an 

optimal way we have presented the level of input used. at the farm level together 

; with output realized. We have also ·computed the input-output ratios for each crop. 
\ 

' 6.6.2 Optimal Use of Credit by Farmers-Low Developed Area 

: The results obtained for marginal, small and medium and large farmers in low 

developed area are presented in the table 6.32 below. 
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Table 6.32:Per Hectare Cost of Production, Realized Output and Input-output Coefficients of Sampled Farms 

(Low~Developed Area) 

1.Marginal Farmers (in Rs.) Actual output Produced (In Output 

Crops Seeds Manures BIT Labour Tc/ha 
Qtl) (In Rs.) 

SP 844.85 2326.6 4060 5075.5 12307.0 18.42 12894 

Maize 350.0 - 1200.0 4200.0 2500.0 8250.0 12 6900 

Mustard 200.09 1500.0 3000.0 2000.0 6700.0 2.5 5000 

Lentil 600.0 1600.0 1800.0 1500.0 5500.0 2.0 3000 

2.Small Farmers Actual output produced (In Qtl) Output (In 

Crops Seeds Manures BIT Labour Tc/ha 
Rs.) 

SP 549.4 2355.8 3949.0 4031.1) 10885.5.5 18.5 14392 

Maize 250 1250 4400 2500 8400.0 12 7200 

·Mustard 200.0 750.0 2600.0 2000.0 5550.0 2.75 4125 

Lentil 1200.0 1600.0 2000.0 1600.0 6400.0 2.25 3375 

3. Medium and Large Farmers Actual output produced (In Qtl) Output 

Crops Seeds Manures BIT Labour Tel ha 
(ln Rs.) 

SP 743.46 2527.45 3790.0 4392.8 11453.7 20 15000 
I 

Maize 350.0 1200.0 4200.0 2000.0 7750.0 12.65 7115 

Mustard 200.0 1200.0 3000.0 1500.0 5900.0 3.2 5200 

Lentil 600.0 1600.0 1800.0 1500.0 5500.0 2.85 4631 

Source: Computed from Field Survey Data, 2001 
Note:- SP =Summer paddy; Bff =Bullock or tractor; Tclha =Total cost per hectare 

Input -Output 
Ratio 

1:1.04 

1: 0.76 

1:0.74 

1:0.55 

Input-output ratio 

1:1.13 

1:0.83 

1:0.74 

1:0.53 

Input -output ratio-

1:1.31 

1:0.91 

1:0.88 

1:0.84 

%of Credit 
Used 

58.44 

No Credit Usedl 

I 

%of credit 
used 

67.44 

No Credit Used 

%of credit 
used 

68.05 

No Credit used 

N 
N 
N 
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' The above table 6.32 shows that the farmers in the low developed area are not 

using credit optimally. Only 58.44 percent of the total credit borrowed by the 

marginal farmers is used for production of paddy arid the input-output. ratio for 

· paddy is slightly greater than one. If we compare this ratio with the recommended 

, level we find thatthere is significant difference between the two. If inputs are used · 

. optimally the input-output ratio comes out to be I: 1.65 (Table 6 31 ). All other ratios 

' except for paddy are less than one implying lower levels of inputs used in the 

· production. If the farmers had used the total credit borrowed for the production of 

:other crops, total output would have increased more than what they were 

producing. The farmers did not use credit for the production of other crops as 

shown in the (Table 6.32). The similar trend is observed for small and marginal 

.. farmers in the low developed area. The small and medium and large farmers are 

, using 67.44 and 68.05 percent of the total credit borrowed respectively. One 
' . 

'important point to be noted is that in the total cost of production the rent paid by the 

:farmers and expenditure made for capital expenditure are not included. If we take 

. into consideration these expenditures also, then all the farmers farm business will 

.be in loss and more credit will require continuing farm operations. 

6.6.3 Optimal Use of Credit by Farmers-Moderately Developed Area 

The results obtained for marginal, small and medium and large farmers in moderately 

developed area are presented in the table 6.33 below. 



Table 6.33: Per Hectare Cost of Production, Realized Output and Input-output Coefficients of Sampled Farms 
,, '' - --- '' -- - - -- - ----- - - - -.- r -- - .. - -- - ,., 

1.Marginal Farmers (in Rs.) Actual output Output (In Rs.) 
Produced (In Qtl) 

Crops Seeds Manure BIT Labour · lrri Tc/ha 
SP 1129.2 2699.0 3903.3 5464.2 570.0 13766 22.42 15694.0 

Wheat 1600.0 3500.0 4355.2 5500.0 1400.0 16355.0 20.0 15000.0 

·Maize 350.0 1250.0 4200.0 2400.0 200.0 8400.0 11.5 
8050 

Mustard 200.0 1500.0 3000.0 200.0 200.0 6500.0 3.0 5250.0 

Lentil 600.0 250 1600 1400 250.0 4100.0 2.5 . 2500.0 

2.Small Farmers Output 
Actual output produced (In Rs.) 

Crops Seeds Manures BIT Labour lrri Tc/ha (In Rs.) 

SP 626.45 2689.0 3760.6 3888.3 540.6 11505 22.5 
15750.0 

Wheat 2394.9 3527.0 4336.4 2311.5 1059.0 13629.0 21.5 15050.0 

Maize 50.0 1200 4200 2400 550.0 8700.0 13.25 
8612.50 

Mustard 200.0 1200.0 3000.0 1800,0 250.0 6450.0 3.05 
5337.5 

Lentil 437.14 145.1 1354.0 1361.7 250.0 3547.94 I 2.75 
2475 

3.Medium and Large Farmers 
Actual output produced Output (In Rs.) 

(In Rs.) 
Crops Seeds Manures BIT Labour lrri T~/ha 

SP 596.2 2212.0 3552.4 4082.8 576.0 11019.0 20.25 
14175.0 

Wheat 2381.6 3504.0 0 4081.3 2890.5 1519.0 14376.0 18.5 
12950.0 

Maize 250.0 750.0 4200.0 20-00.0 250.0 7450.0 12.45 8092.0 

Mustard 200.0 750.0 3200.0 1500.0 260.0 5910.0 2.28 
3990.0 

Lentil 600.0 500.0 2000.0 1200.0 250.0 4550 2.5 
2500.0 

- -

Source: Computed from Field Survey Data, 2001 

- '' 
,. 

Input-
output 
ratio . 

1: 1.14 
1:0.91 

1:0.95 

1:0.81 

1:0.60 
Input-output 
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1:1.37 

1:1.10 
1:0.99 

1:0.83 

1:0.70 

Input-output 
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1:1.33 

1:0.90 

1:0.92 
1:0.68 

1:0.55 
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used 
60.24 
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No Credit 
Used 

%of credit 
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63.14 

70.12 

No Credit 
Used 

%of Credit 
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62.35 
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No Credit 
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N 
N 
4:>-
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In the above table 6.33 we see that in the moderately· developed area also the . 

farmers are not using credit optimally. The marginal farme'rs are using 60.24 percent 

<;>f the total borrowed amount. The input-output coefficients except paddy are all less 

than unity implying lower levels of productionthan investment per hectare. The small 

farmers are also not using credit optimally. Therefore, the production of crops when 

compared to recommended level is far below the optimum level. The medium and 

l~rge farmers are also not using credit optimally in moderately developed area. All 

the input-output ratios except paddy are less than unity implying that the farmers are 

not able even to cover the variable costs. 

6.6.4 Optimal use of Credit- Developed Area 

The results obtained for marginal, small and medium and large farmers in the 

developed area .are presented in the table 6.34 below. 



Table 6.34:Per Hectare Cost of Production, Realized Output and Input -output Coefficients of Sampled Farms 

1.Marginal Farmers 

Crops Seeds Manure srr Labour 

EP 1000.0 I 3500.0 4800.0 5500.0 

LP 1000.0 2500.09 4600.0 5500. 0 

SP 544.84 1941.43 3767.86 4489.23 

Wheat 2099.60 3021.07 3753.95 

2.Small Farmers 

Crops Seeds Manure srr 

EP 1000.0 3500.0 4600.0 

LP 1000.0 4500.0 4800.0 

SP 626.45 2688.75 3760.6 

Wheat 2394.93 3527.18 4336.4 

3.Medium and Large Farmers 

Crops Seeds Manure srr 

EP 1000.0 2500 4500.0 

LP 1000.0 4500.0 4600.0 

SP 596.2 2212.3 3552.4 

Wheat 2381.6 3503.8 4081.3 
-~ 

Source: Computed from Field Survey Data, 2001 
Note:- EP =Early paddy; LP =Late paddy 

3112.6 

Labour 

5500.0 

5500.0 

3888.3 

2311.5 

Labour 

5500.0 

6600.0 

4082.8 

2890.5 

- - - -.- - - - . -- --

(in Rs.) Actual output produced (In 
Qtl) 

Irrigation Tclha 

2000 16800.0 21.5 

1200.0 14800.0 18.2 

243.65 10987.0 20.05 

373.02 12360.0 16.5 

Irrigation Tclha Actual output produced ( In Qtl) 

1500 16100.0 22.46 

2000.0 17800 19.05 

540.6 11505.0 20.85 

1059.0 13629.0 17.5 

Irrigation Tclha Actual output produced ( In Qtl) 

1500.0 15000.0 18.5 

2000.0 18100.0 17.55 

575.5 11019.2 18.86 

1519.0 14376.2 16.68 
-- - -

Output Input-
(In Rs.) output 

ratio 

15050.0 1:0.89 

12740.0 1:0.86 

15037.5 1:1.37 

11550.0 1:0.93 

Output (In Input-
Rs.) output 

ratio 

15722.0 1:0.97 

13335.0 1:0.75 

15637.0 1:1.36 

12250.0 1:0.89 

Output (In Input-
. Rs.) output 

ratio-

12950.0 1:0.86 

12285.0 1:0.68 

13770.0 1:1.24 

11676.0 1:0.81 
--

%of 
Credit 
Used 

50.5 

No credit 
Used 

60.25 

%of 
Credit 
Used 

70.05 

No Credit 
Used 

75.05 

%of 
Credit 
Used 

54.06 

No Credit 
Used 

66.75 

N 
N 
(J) 
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lri the developed area it was found that farmers grew crops three times and most of 

them took loan for producing early paddy and wheat. They borrowed for early paddy 

and wheat and self-finance was used for late paddy and summer paddy. The results 

show that all the input-output coefficients are less than unity except summer paddy. 

This means the production level of .early paddy and wheat can be increased by 

rationally utilizing the borrowed loan in the production of other crops. 

From the discussions presented above we come to the conclusion that the 

farmers in Morang district are not using credit optimally. 



.. 
' 

CHAPTER- VII 

:SUMMARY, CONCLUSIONS AND SUGGESTIONS 
i 



CHAPTER- VII 

SUMMARY, CONCLUSIONS AND SUGGESTIONS 

7.1 Summary of Findings 

This chapter provides the summary of findings and major conclusions of our study 

based on the findings. Besides, it suggests policy measures for the improvement of 

agriculture and rural credit system. 

There has been a quiet revolution in economic theory and economic policy during 

the last two or three decades. The idea of quickly transforming the less developed 

countries into more developed countries by a process of rapid capital accumulation 

and industrialization, all through central planning has been abandoned. Now it is 

being realized that if the plight of the majority of the population, i.e., those living 

within the rural sector, is t6 be improved, then agricultural productivity must increase. 

For this, the full advantage of the potentials of modern technologies must be realized, 

which means that farmers must have access to credit. The problem of agricultural 

finance, therefore, is a crucial one. Increasingly, economists, planners and policy

~akers have been engaged in the task of developing and organizing a modernized 

system of agricultural finance. Yet, attempts to provide adequate and timely 

institutional finance to farmers have met with limited success. 

The demand for farm credit is increasing due to accelerated agricultural 

· development activities. If increased production and higher productivity are the 

fundamental objectives of agricultural development modern inputs such as improved 

varieties of seeds and fertilizers must be used. 

Increase in agricultural production in Nepal is possible mainly through 

improvement in productivity because most of the cultivable lands have been already 

· brought under cultivation. Therefore, the development of agriculture is possible by 

adopting modern techniques of farming. 

In order to adopt modern methods of farming in Nepal, the farmers are required 

to invest a huge amount capital in the agricultural sector of Nepal. 
I 
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The development of the agricultural sector of Nepal largely depends on marginal 

and small farmers who constitute 92 percent of the total farm population and operate 

on 68.72 percent of the total cultivable land whereas only 8 percent medium and 

large farmers operate on 31.28 percent of the total cultivable land area (NCA: 2001 ). 

But the marginal and small farmers who are to sustair the tempo of change in 

agriculture are resource poor. They have low land base and subsistence nature of 

farming which yield a low level of income. Therefore, these marginal and small 

farmers are· unable to save out of their production and cannot make investment in 

agriculture to increase agricultural production. Consequently, they are compelled to 

depend upon credit to carry on their farming and family operations. Thus, borrowing 

has become a way of life for many of the marginal and small farmers in Nepal. 

The demand for credit of farmers may be responsive to many factors. Among 

these the main factors are operational size of farm, asse't holding position of the 

farmer, value of· purchased inputs, irrigation facilities, cropping intensity, rate of 

interest, availability of institutional credit, family consumption expenditure and risk 

aversion behaviour of farmers. An attempt is made in this research work to analyse 

the influence of these factors on demand for farm credit on the basis of data collected 
' 

by us through field survey. 

Farmers receive credit from institutional or private sources in order to carry out 

their farming .operations and family expenses. However, receiving credit as required 

is only a part of the problem. The important thing is that farm credit received should 

be productive and self-liquidating. The productivity of credit depends on how 

efficiently it is used by the farmer borrowers in their farm operations. If they use credit 

in an efficient vyay then it will certainly have positive impact on production and hence, 

credit is said tc:i be productive. 

Farmers who borrow generally invest in various inputs used in agriculture without 

knowing their marginal productivity. This type of random investment usually debars 

the farmers to get maximum return from their farms. Farmers are required to invest in 

those inputs, which have higher marginal value productiyities (MVP), which indicates 

b'etter scope for investment on such inputs even at the higher rate of interest. In the 

present study we have made an attempt to analyse the productivity of credit used 

by farmers on the basis of the data colle9ted by us through survey. 
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The supply aspect of credit is also very important while analysing demand for and 
I 

productivity of farm credit. The provision of institutional credit for farmers in an 

~ffective and efficient manner faces a number of problems now. Despite increasing 

~fforts, institutional credit has not been able to fully cover the poorer section of the 

farmers. There· is still predominance of moneylenders and landlords in the agricultural 

sector o.f Nepal. We have also tried to find out the reasons for this problem in this 

research study. 

The study is confined to farmer borrowers selected for study in Morang district of 

Nepal. Nine VDCs .of Morang diustrict representing low developed, moderately 

developed and developed area are selected at random ·using stratified random 

sampling method. 

All the sampled 225 farmer borrowers who had received agricultural credit from 

different sources are classified into marginal, small and medium and large farmers. 

(Chapter-1) 

Nepal is ·one of the least developed countries with percapita income of US $ 244. 

Its average annual growth of Gross Domestic Product had been 4.3 percent during 

the period 1990/91-2001/02. Agriculture is the main economic activity in Nepal like in 

o,ther developing countries. This sector alone employs about 80 percent of the labour 

force and its share in Gross Oo121estic Product is about 39 percent. The total 

contribution of industrial sector to GOP is around 10 percent. The percentage of 

consumption to total GOP was 85.19 in 1994/95, which increased to 88.18 in 
' 

2001/02. 

The income distribution of Nepal indicates that top 1 Q percent of Nepalese people 

are enjoying 21 times more income than the bottom 1 0 percent. The Nepal Living 

Standard Survey (NLSS: 1996) found that poor people's average income was Rs. 

8.70 per day while non-poor people's average income was Rs. 21 per day. It 

indicates that there is extreme mass poverty in Nepal. The survey found that rural 

people's average income was Rs.19.40 per day and that of urban people's average 

income was Rs. 44.20 per day. 

There is an increasing growth trend of foreign trade of Nepal over successive 

years leaving a huge amount of trade deficit. The trade deficit was 34.22 percent in 
' 1974/75, which increased to 56.06 percent in 1994/95 and it was still 35.04 in the 
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year 2000/01.This shows that Nepal has not been able to reduce the gap and still 

depends on other countries for various goods and services. It shows the poor 

performance of the export sector of Nepal. 

The salient features of the Nepalese economy are: i) Unfavourable physical 

factors, ii) low income per capita, iii) dominance of agricultural sector, iv) highly 

unequal income distribution, v) extreme mass poverty, vi) unfavourable foreign trade, 

viii) low tax-revenue and high foreign aid and ix) high population growth rate. 

The country's sustained efforts towards agricultural development have begun 

since the First Plan came into existence. In the First Plan (1956-61 ), especially in the 

field of agriculture, emphasis was laid on the dissemination of improved varieties of 

seeds, seedlings, cattle, and introduction of new plant protection activities, dairy 

industries, research and on the basic training of extension workers. The first plan 

achievements were nominal due to the lack of experience in formulation and 

implementing the plan. 

The Three-Year Second Plan (1962/63-1964/65) recognized the importance of 

agriculture and aimed at improving the economic conditions of farmers. During this 

plan, 1,035 hectares of area were brought under irrigation, 3 livestock centres and 22 

veterinary hospitals were established. 

During the Third Plan (1965/66-1969/70), agricultural production increased 

annually by 2.9 percent, area under improved seeds increased by 13 percent and the 

use of chemical fertilizers increased by 17 percent. Irrigation facilities were provided 

to an additional command area of 5,860 hectares. 

During the Fourth Plan (1970/71-1974/75) the agricultural production increased 

annually by 1.5 percent only. Additional 54,424 hectares of cultivable area was 

brought under irrigation and agricultural loan worth Rs. 227.2 million was distributed. 

During the Fifth Plan (1975/76-1979/80) high fluctuations in inter-year 

productions were experienced and an overall decline by 1.1 percent per annum was 

the net result. Additional 95,425 hectares of the command area was provided with 

irrigational facilities. Agricultural credit of Rs.978.6 million and 84,133 metric tons of 

chemical fertilizers were distributed. 

During the Sixth Plan (1980/81-1984/85) agricultural and non-agricultural 

production increased by 5.1 and 4 percent respectively. Food grains production 



232 

increased by 6.2 percent whereas ca.sh crops increased by 4.3 percent. During the 

plan period, 140,191 hectares of command area was brought under irrigation, and 

172,066 metric tons of chemical fertilizers and 21,804 metric tons of improved seeds 

were distributed. 

During the Seventh Plan period (19985/86-1989/90) . annual growth rate of 

agriculture sector was 5.7 percent. An additional command area of 179,337 hectares 

was reported to be under irrigation during this plan period. During this plan period, 

food grain production increased at an annual rate of 2.1 percent. This increase was 

due mainly to tlite expansion of area instead of increase in productivity. 

During the Eighth Plan ( 1992/93-1997 /98) the agricultural production increased 

annually by 3 percent only. During the plan period additional 206,401 hectares of 

land were provided irrigation facilities. During the plan period food grains increased 

by 3.20 percent annually against the target of 5.4 percent and cash crops increased 

by 4.62 percent against the target of 9.0. During the Ninth Plan (1998/99-2002/03) 

agricultural sector grew by 3.3 percent annually against the target of 4.0 percent. 

Current land reform programme was initiated by the enactment of Lands Act in 

the year 1964. Main features of the programme are ceiling on land holdings, 

guaranteeing tenure rights to the cultivators and mobilization of rural savings. It was 

believed that it is through the reform in ownership and structure· of land holding that 
(\ 

agricultural productivity could be increased. However, this programme has not been 

successful to solve the problems of the tenants and other related issues in the 

agricultural sector. The· programme failed to mobilize rural savings. ·Tenancy 

legislation added to dual ownership. The new measure initiated neither has solved 

the .. problems of inequitable distribution of land holding nor helped to raise 

productivity. (Chapter-It) 

Agriculture has been the main occupation of the Nepalese people. More than 

80 percent employment opportunities are provided through this sector. Contribution 

of the agricultural sector in total GOP is about 39 percent. About 18 percent of the 

total area of the country is under cultivation per capita holding area is only 0.15 

hectare. Every holder has about 3.3 plots of land holding and average size of each 

plot is 0.24 hectare. 
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The National Census of. Agriculture of Nepal (NCA: 2001 /02) found average area 

per holding as 0. 789 hectare and the average number of parcels per holding as 3.3. 

Terai has the biggest total area of holdings of 1.4 million hectares, which is 

approximately 52.6 percent of the total area of agricultural holdings in the country. 

Thus, Tarai as an ecological belt plays a major role in the development of agriculture 

in Nepal. 

Among districts, Morang has the highest number of holdings, largest total area of 

all holdings as well as the average area per holding. The ~otal number of holdings in 

Morang district is 115,162 and the average area per holding is 1.01. Second in rank 

and importance both in area and the number of holdings is the district of Jhapa. Both 

· ofthese districts belong to the Eastern Terai (NCA: 2001/02) .. 

The characteristics of Nepalese agriculture can be presented point wise .as follows: 

a) The distribution of holdings by size class is decreasing and there is 

predominance of small size of landholdings. 

b) The proportion of marginal and small farmers is higher than medium and 

large farmers. 

c) Agriculture in Nepal is of subsistence nature. 

d) Agriculture heavily d,epends on monsoon. 

e) There is excessive pressure of population on cultivable land. 

f) Agricultural productivity is very low. 
...._, . 

g) There is predominance of informal sources of credit in the rural credit market 

h) There is preponderance of food crops in the cropping pattern of Nepal. P~ddy 

is the most important crop in Nepal. It is also true for Morang district. 

The study of cropping pattern in the sampled area on the basis of the data 

collected by us reveals that the area covered by paqdy is greater than the area 

covered by other crops grown by all type of farmers in all the areas. In the lands 

where irrigation facilities are not available summer paddy is grown as a wet season 

crop and is followed by lentil, mustard or wheat. In the lands where irrigation facilities 

are available all the year round, the. best cropping pattern is early paddy followed by 

late paddy in the wet season and winter crop of wheat in the dry season. This pattern 

has given the highest yields of all the coops in the sampled area. 
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It is found,that there are no irrigation facilities in the low developed area of the 

district. In the moderately developed area groundwater sources are used for 

irrigation. In the developed area river and canals are the main sources of irrigation. It 

is found out that cropping intensity has been influenced by availability of irrigation 

facilities and bullock labour. 

It is found that cropping intensity is the highest in the developed area where there 

are irrigation facilities available all the year round. Cropping intensity is higher for the 

small farmers in the moderately developed area .compared to marginal and medium 

and large farmers because most of the small farmersare tenants (In our sample) and 

they have to pay rent for the use of the land from the production of the year. Marginal 

farmers lack their own bullock labour and cash expenses required for cultivation. 

Medium and large farmers are found to be content with what they are producing. So, 

most of them have not adopted multiple cropping pattern. Although they can produce 

more output than what they are producing. 

By comparing the average value of total assets of the three classes of farmers in 

the three areas it is found that the average value of total assets of all classes is 

increasing when we move from low developed area to developed area. The reason 

for the differences in the average value of assets is due to the differences in the 

prevailing prices of land during the survey period in the three areas. It is noticed that 

the economic status of the same class of farmers is also different according to the 

level of development. This difference in the value of farm assets affects the 

borrowing capacity and the credit-worthiness of the farmers. 

The annual average income of the marginal farmers is found to be increasing 

when we move from low developed area to developed area. It is found that this 

difference in income is due to the difference in the cropping intensity of land. In the 

low developed area, generally the farmers grow crop once a year whereas in the 

moderately developed area they grow crop twice a year. Similarly, in the developed 

area they grow crop three times a year. But it is also found that the marginal farmers 

who have owned a pair of bullock labour have grown crop more than once. 

Therefore,. it is important to note that the ownership of the bullock labour also has 

also affected the cropping intensity of the farmers. 

The study has found that the non-farm income is relatively more important among 

the marginal farmers. It is because their size of land is very small and they have to 
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depend on outside income, mainly wage income, for their livelihood. The proportion 

of farm income to total income is 65.49 and 84.82 for small and medium and large 

farmers respectively. The average proportion of farm income of marginal farmers is 

found to be 47.14 percent. As the medium and large cultivators have relatively larger 

size of cultivated holdings, they earn higher proportion of total income from their 

farm business (Chapter-Ill). 

Although the informal and semi-formal sources of credit have been successful in 

reaching the poor, they do not in general cater to the needs of the agricultural sector. 

Therefore, to solve the financial problems of the agricultural sector, there is greater 

need of expansion of credit institutions in the agricultural sector of Nepal. 

While studying the operational performance of the rural credit institutions of 

Nepal, it is found that, ADB/N and other commercial banks have been expanding 

their network in different parts of the country. 

The recovery performance of ADB/N against the target was 90 percent on an 

during the period 1997/98-2001/02. On the other hand, the average growth rate of 

overdue was 15.5 percent during the same period. The share of overdue in the 

out~tanding loan was over 40 percent during the period 1999 to 2001. In relation to 

the increasing loan overdue, however, the recovery rates are yet low and need 

attention of the bank. The loan recovery. performance of commercial banks 

deteriorated especially after 1990/91. The recovery rate, which was recorded at 56.5 

percent in 1987/88, declined to 45.9 percent in 2001/02. The declining recovery 

performance was due, among others, to reasons such as the trade impasse with 

India, political situation, and, above all, inadequate efforts for collection made by 

branches. 

While analysing the financial performance of the banks it is found that the credit

deposit ratios of commercial banks and ADB/N have been decreasing. The ratio of 

interest payout of deposits to interest income from loans and advances was found to 

be increasing for all the banks. 

Our main findings on different aspects of operational and financial activities of the 

three institutions, namely, RBB, NBL and ADB/N show that the performance of these 

banks is unsatisfactory. Therefore, it is inevitable that the profitability of these 

institutions would suffer, as is the situation. 
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An atteri1Pt is also made in this research work to find out the problems 

encountered by the farmer borrowers in receiving credit from the formal institutions 

and the problems faced by the rural branches in delivering credit to farmers. The 

analysis is based on the data collected by us through field survey. 

It is found that supply of farm input in adequate quantities and in time is an 

essential requirement of the farmer borrowers. It is seen that a majority of the 

farmers have not received the farm inputs timely and in adequate quantities. 

An inter-area comparison shows that the proportion of farmers who have not 

received farm· inputs timely and adequately is decreases from low developed area 

(LOA) to developed area (DA). It indicates that there has been less concentration of 

the input supplying agencies in the low developed area of Morang district. 

The farmer borrowers have reported that they require credit before the 

beginning of agricultural season. This helps them to complete the cycle of production. 

It is found that about 56 percent of total farmer borrowers have not received credit 

from formal institutions in time and in adequate amount. The supply has fallen short 

of their requirements. On the other hand, only 32 percent of the total farmer 

borrowers agreed to have received credit in time and in adequate amount. During 

the survey it was reported that majority of the medium and large farmers were able to 

receive credit in time and in adequate quantity. Majority of the marginal farmers were 

not able to get the formal credit timely and adequately du_e to the lack of security to 

offer to get loans. 

With regard to the difficulties faced in receiving credit, 52 (i.e., 23.11 %) farmer 

borrowers out of total conceded to have received credit after visiting bank offices 

several times. 

The marginal and small farmer borrowers reported that the rate of interest 

charged by the banks was cheap. But majority of the medium and large farmers 

borrowed from the banks and they gave the view that bank rate was neither cheap 

nor moderate. During the survey marginal and small farmers reported that many 

medium and large farmers borrowed from the banks for undertaking agricultural 

operations, but they had lent the borrowed money to the marginal and small farmers 

at a higher rate of interest than they were charged by the banks. 

While investing into the factors accounting for poor repayment by farmers it could 

be found that 9. 78 percent farmer borrowers could not repay the loan due to drought 
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condition, 17 percent due to low production, 48 percent reported that they had used 

the loan for in another purpose and 19.56 percent did not repay loans with the 

expectation that the government would exempt them from repaying past dues. 

This study also found out that one of the major problems faced by the farmers is 

marketing of produce. Majority of the farmer borrowers pointed out that they have 

faced difficulties in marketing the products produced by them. Lack of roads, 

absence of transport and communication network, distance to urban markets, 

payment of various commissions and charges in outside markets, and dearth of 

finance etc, are some of the factors preventing marketing scope in rural areas. It· 

could also be found out that in low developed areas of Morang district governmental 

interventions in development works are nominal. 

It was also observed during field survey that sufficient attention was not paid to 

storage facilities. This compelled the farmers to sell their produce at the time of 

harvesting when the price remains too low. They could not store the produce even for 

their consumption purposes due to l~ck of storage facilities. 

The bank officials working in bank branches were also interviewed to understand 

their problems at the grass-root level. Our study reveals that the percentage of total 

amount recovered by banks_ from marginal and small farmers are 32.97 percent and 

40 percent respectively. Recovery from medium and large farmers is 27.47 percent. 

Bank wise there is no significant difference in the recovery rate of all the bank 

branches. It is reported that the repayment rate of small farmers is higher than that of 

marginal and medium and large farmers. It is also reported that recovery rate from 

medium and large farmers is poorer than the recovery rate from small and marg.inal 

farmers. 

At the time of field investigation, the sampled bank branches were found to be 

handicapped by non-availability of competent staff, particularly the field staff. The 

bank officials agreed that inadequacy of competent staff and lack of co-ordination 

among the existing staff were the other two major problems. (Chapter- IV) 

Agriculture in Nepal is financed through different sources. These can be broadly 

classified into: 

a. Institutional sources, and 

b. Non-Institutional sources. 
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The share of institutional agencies in the total agricultural credit was 18 percent in 

1972 and 36 percent in 2001/02. Thus the share of the non-institutional agencies was 

82 per cent in 1972 and 64 percent in 2001/02. Among the private agencies, share of 

moneylenders was the highest, about 44 per cent in 1972, which came down to 28 

percent in 1991-92, followed by friends and relatives. 

The Mid-Western and Far-Western regions, which are relatively backward in 

socio-economic terms, received only 10 percent and 7.5 percent institutional credit in 

1995/96 and 5.07 percent and 4.5 percent respectively in 2002/03. The main factors 

responsible for the skewed distribution of credit in different regions are the absence 

of infrastructures such as roads, irrigation, school etc. and non-availability of support 

services in agriculture and inadequate intervention efforts by credit institutions in Mid

Western and Far Western regions. 

It is found that the industrial sector has been the largest recipient of credit from 

the commercial banking system, followed by the commercial sector. On the other 

hand, agriculture has received a relatively small amount of credit from the 

commercial banks. 

An attempt is made to estimate the total demand for credit in Nepal for the period 

2004/05 to 201.3/14.The basic data for this exercise is taken from the cost of 

production data collected from a sample of households at the time of the rural credit 

survey (1991 /92) conducted by Nepal Rastra Bank. 

Incremental financial requirements for improved seeds and fertilizers are 

worked out for each year for the period 2004/05 to 2013/14.The requirements of 

improved seeds is projected to increase by 58 percent in 2013/14 over 2004/05, and 

the requirements of fertilizer is projected to increase by 51.55 percent in 2013/14. 

The total incremental financial requirements for crop· .production are expected to 

increase by 61.58 percent in 2013/14 over the year 2004/05. 

The analysis based on demand and supply of institutional credit projections 

indicates that the institutional supply would Jail short of the credit demand in the 

agricultural credit market in coming years. 

An attempt is made in this research work to estimate the demand function for 

farm credit for the farmers on the basis of field level data collected by us through 

survey. 
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The results obtained for the marginal farmers show that the regression 

coefficient (here after coefficient only) of value of purchased inputs is positive and 

significant in all the sampled areas including for all the marginal farmers in the 

district. The. coefficient of family consumption expenditure of marginal and small 

farmers is found to be positive and significant in all the areas and in the district as a 

whole. The coefficient of value of farm assets of marginal farmers is found positive 

and significant only in the moderately developed area and the percentage of irrigated 

area to total cropped area is found to be positive and significant for all the marginal 

farmers in the district as a whole. 

It is found that the coefficient of cropping intensity of small farmers is positive and 

significant in moderately developed area and developed area. The coefficient. of 

value of farm assets is positive and significant only in the developed area. The 

percentage of institutional credit of small farmers is found to be positive and · 

significant in moderately developed and developed areas. The coefficient of 

percentage of irrigated area to total cropped area is positive and significant in the 

moderately developed area. 

It is found that the coefficient of family consumption expenditure of medium and 

large farmers is positive and significant only in the low developed area. The 

coefficient of value of farm assets of medium and large farmers is found to be 

positive and significant only in the moderately developed area. The coefficient of 

value of purchased inputs of medium and large farmers is positive and significant in 

all the areas including the district except in the low developed area. The coefficient of 

cropping intensity of medium and large farmers is found to be positive and significant 

only in the moderately developed area. The coefficients of percentage of institutional 

credit and percentage of irrigated area to total cropped area are significant only in the 

moderately developed area. The coefficient of institutional credit is positive and the 

percentage of irrigated area is negative. 

It is found that the sign of all the coefficients of all the fanners in Morang district 

are positive. All the coefficients are significant except the three, namely, operational 

area, cropping intensity and percentage of irrigated area. 

In this research work we have tried to identify the relationship between demand 

for farm credit and the rate of interest for all the farmers in· all the areas. 
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It is found that the sign of regression coefficients of rate of interest is positive 

but insignificant for the marginal farmers in all the areas. The sign of the coefficient of 

rate of interest of the small farmers is positive in the low developed area and it is 

negative in other areas but only the coefficient in moderately developed area is found 

to be significant. The sign of the coefficient of rate of interest in all the areas 

estimated for medium and large farmers is found to be negative but insignificant. 

The analysis related to the risk aversion behaviour of fanners is based on the chi

square test. The hypothesis tested was that the class size of farmers is independent 

to the risk aversion behaviour of farmers in the district. The hypothesis is accepted 

and it is concluded that all farmers are risk averse in the sampled area of Morang 

district. (Chapter-V) 

In order to analyse the productivity of farm credit, data on cost of production 

collected by us during the survey were utilized. A log linear Cobb-Douglas production 

function was fitted for paddy and wheat in all the areas. The estimated coefficients 

are the elasticities of production with respect to the factors of production showing on 

the average, the percentage change in the value of output resulting from a given · 

percentage change in the given input. The variables used in the model were gross 

value of output in rupees per hectare (Y), human labour in man-days, per hectare 

(X1), bullock labour pair-days per hectare (X2), if bullock labour was not used, tractor 

service in Rs. per hectare was used, value of manures, fertilizer and pesticides in Rs. 

per hectare (X3l and irrigation in Rs. per hectare (X4). 

It is found that the regression coefficient (hereafter coefficient only) of bullock 

labour is positive and significant for marginal paddy farmers in low developed and 

moderately developed areas of Morang district. The coefficient of tractor service is 

positive and significant for marginal wheat farmers in moderately developed and 

developed areas. The coefficient of human labour is insignificant in all the areas. The 

coefficient of seeds is negative but significant for the marginal paddy farmers in the 

low developed area whereas it is positive and significant for marginal wheat farmers 

and all marginal wheat farmers combined in the district. The coefficient of manures 

is positive and significant for marginal paddy farmers in all the cases and it is found 

to be positive and significant for marginal wheat farmers only in the moderately 
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developed area. The coefficient of irrigation is found to be positive and significant for 

all sampled marginal paddy farmers. 

It is found that the coefficient of human labour is negative but significant for the 

small wheat farmers in the developed area of Morang district. The coefficient of 

bullock labour is found to be negative but insignificant for small paddy farmers in all 

the areas and the coefficient of tractor service for small wheat farmers is found to be 

negative but significant in developed area and positive and significant for all small 

wheat farmers in the district. The coefficient of seeds is found to be positive and 

significant for small paddy farmers in moderately developed area and for all small 

paddy farmers in the district. The coefficient of seeds is positive and significant for 

small wheat farmers only in the developed area of Morang district. It is found that the

coefficient of manures is positive and significant in all the areas of Morang district for 

small paddy farmers and small wheat farmers in all the 'cases. 

The coefficient of seeds for all medium and large paddy farmers (combined) is 

found to be negative and significant. The coefficient of manures is found to be 

positive and significant for all medium and large paddy and wheat farmers. The 

coefficient of irrigation is found to be positive and significant for all medium and large 

farmers in the district. 

All the farmers are found to be experiencing diminishing returns to scale except 

the marginal wheat farmers in the moderately developed area and all small wheat 

farmers (combined) in the district. 

The marginal productivities of inputs used in the production were calculated for 

only those inputs whose regression coefficients are statistically significant in the 

production function. 

For marginal wheat farmers in the moderately developed area the MVP of 

tractor service is higher than the MVP of other resources. It is negative in the 

developed area indicating over utilization of this resource. The MVP of seeds is 

positive in developed area and also for all the marginal paddy farmers indicating that 

more output can be realized by increasing the additional use of this input. 

The MVP of manures is positive for all the small paddy farmers in all the areas. 

The MVP of manures is higher in the moderately developed area than the MVP of 

manures in low developed area, moderately developed area and for all small paddy 

farmers. The MVP for tractor service input is higher among the small wheat farmers. 
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The high marginal value product of tractor input among the small paddy farmers can 

also be attributed to the high production elasticity of this resource among them and 

the low level at which it was used. 

The MVP of seeds and manures for all medium and large paddy farmers is 

negative indicating over utilization of these inputs. The MVP of irrigation is positive 

which indicates that more output can be realized by increasing the expenditure on 

irrigation facilities. Only the coefficient of manures for medium and large farmers is 

significant. The MVP of manures among all the marginal p~ddy and wheat farmers is 

positive which indicated that substantial output of wheat can be increased by utilizing 

more units of this resource. 

The marginal returns to opportunity cost ratios (MROCR) were calculated to 

measure the efficiency of resource use prevailing on an average throughout the 

sample. It is computed as the ratio of the marginal value product to marginal input 

cost given as the opportunity of the respective resource. 

The results reveal that the MROCRs are greater than unity for all factors except 

seeds in the low developed area. These ratios indicate that too little of the respective 

resource inputs, that is, bullock labour, manures and irrigation were being used in 

relation to the prevailing market conditions. The negative ratio of seeds indicates that 

there is excess utilization of seeds in the low developed area by marginal paddy 

farmers. Hence the farmers were allocatively inefficient in the use of the available 

factors of production. 

The overall functional analysis brought out that the marginal farmers were 

rational in making investments (which included more than 44 percent of borrowed 

amount). 

An attempt is made to compare the average yield of crops of paddy and wheat 

grown by sampled farmers before and after credit used by sampled marginal, small 

and medium and large farmers in low developed, moderately developed and 

developed area of Morang District. In order to study the impact of credit on 

production, paired-t test was used for the samples of size n < 30 and Z-test was used 

for the samples of size n > 30.The calculated test statistics are compared with 

tabulated values of the test statistic and conclusions are drawn on the basis of 

whether the calculated values are less than or greater than the tabulated values. 
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All the t-statistics and Z-statistics calculated are significant for all sampled 

farmers and in all areas. These results suggested that there was positive impact of 

credit on productivity of crops. 

In order to examine the optimal utilization of credit by sampled farmers an 

attempt has been made to compare the per hectare requirements of inputs for 

production as recommended by the technicians and expected output which could be 

realized if the farmers had followed the recommendations. 

The result indicated that if the farmers had used the inputs as recommended, 

productiq_n of crops would have increased substantially. 

It is found that the marginal farmers in the low developed, moderately 

developed and developed areas were not using all the credit in their farm operations. 

Only 58.44 percent of the total credit borrowed was used by marginal farmers for 

production of paddy and the input-output ratio for paddy was slightly greater than 

one. All other ratios except paddy were less than one implying lower levels of inputs 

used in the production. The similar trend was observed for small and medium and 

large farmers in all the areas. The small farmers and medium and large farmers were 

using 67 and 68 percent of total loan borrowed respectively. (Chapter-VI) 

7.2 Conclusions 

The analysis of the general economic situation of Nepal reveals that Nepal is still one 

of the least developing countries with a very low per capita income where 38 percent 

of the total population lives below poverty line. About .85 percent of the ·total 

population depends on agriculture for their livelihood. The contribution of agricultural 

sector alone to total GOP is about 39 percent and the contribution of other individual 

sectors to total GOP is very low. Nepal's foreign trade has been characterized by a 

large trade deficit every year. The annual population growth rate is also very high. 

The government revenue as a percentage of GOP is about 11 percent, which reveals 

heavy dependence on foreign aid and loan. On the basis of the analysis presented 

above we can make the conclusion that the only way to develop the Nepalese 

economy is to develop the agricultural sector of the country. 

The analysis of the performance of the agricultural sector of Nepal during 

different plan periods shows very poor performance. The. average rate of growth of 
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agricultural sector was 2.9 percent during the third plan and it was 3.3 percent during 

the ninth plan. The rate of growth of the agricultural sector over the nine periodic 

plans comes out to be only 3.01 percent, which shows negligible improvement over 

the time span of 46 years _(from 1956 to 2001 ). Although there were impressive 

progress in the average rate of growth in the agricultural sector during sixth and 

seventh plans, the statistics show that the increases were not due to increase in 

agricultural productivity but they were due to expansion in the area of cultivation. On 

the basis of the analysis presented above we come to the conclusion that the 

performance of the agricultural sector over the nine periodic plans is not satisfactory. 

The poor performance in the agricultural sector is conspicuous by low productivity 

and low production. Wide fluctuations in the rate of growth of agriculture from plan to 

plan indicate the decisive role of unpredictable weather in agricultural production. 

Besides, the existing extension services are generally inaccessible to farmers. 

Agricultural input supply is inadequate. Despite considerable efforts in the expansion 

of rural credit institutions, credit supply is still outreach of majority of marginal and 

small farmers. The current land reform measure has also been· unsuccessful in 

solving the problems of tenants and other related issues prevailing in the agricultural 

sector. 

On the basis of the statistics presented for the study of the. agro-economic 

situation of the_ sampled area we come to the conclusion that cropping intensity of the 

farms is dependent on the availability of irrigation facilities and resources available 

with the farmers. This conclusion is justified on the ground that even in the developed 

area majority of the marginal farmers were found to be growing two crops during the 

year. They reported that they lacked their own bullock labour and during the peak 

period of cultivation bullock labour was not available for hiring. Similarly in the low 

developed area the sampled farmers were growing crop once a year due to the lack 

of irrigation facilities. 

The data relating to the value of farm assets leads us to the conclusion that 

the economic status of the same class of farmer depends on the development stage 

of the area where he/she lives. 

A large segment of the farmers still continue to depend on the private sources for 

meeting its credit needs, despite high interest rates charged by them. The semi

formal and informal institutions are profit oriented and they do not address the actual 
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needs of the farmers. The institutional sources of credit have been out of their reach 

due to the cumbersome and time consuming lending procedures and improper 

delivery mechanism of the rural credit institutions. This leads us to the conclusion 

that rural farmers prefer to borrow from the informal sources rather than from the 

formal sources despite high interest rates charged by them. 

The performance of loan operations, both disbursement and recovery of the rural 

credit institutions under study as a whole has been found below the expected level. 

The overdues have been showing increasing trend. The rural branches are found to 

have suffered also due to reasons such as low repayment and lack of trained staff 

and overstaffing. 

Examining the financial performance of the major rural credit institutions, it is 

found that the credit-deposit ratios of all the banks are found to be decreasing. The 

ratio of interest paid on deposits to interest income from loans and advances is found 

to be increasing over the successive years. On the basis of the analysis presented 

we come to the conclusion that the operational as well as financial performance of 
I 

the rural credit institutions in Nepal is not satisfactory. 

The projected institutional demand and supply figures indicate that the 

institutional credit supply falls short of credit demand and the gap is likely to increase 

overtime. The performance of ttie rural credit institutions indicates that the rural credit 

market as it exists today is unsustainable and, to a larger measure, inefficient. 

Because of high rate of repayment defaults, the formal financial institutions as they 

function today cannot remain viable for long. The analysis reveals that there is likely 

to be a great shortage of rural credit supply from formal credit institutions in coming 

years, which may hamper the c;levelopment of agriculture. 

On the basis of the analysis made tci examine the factors determining demand for 

farm credit, the following conclusions have been made. 

The value of purchased inputs has a positive and significant role in determining the 

demand for farm credit of marginal and medium and large farmers in the sampled area. 

The family consumption expenditure has a positive and significant role in 

determining the demand for credit of marginal and small farmers in the sampled 

area of Morang district. 
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The rate of interest is positively related to the demand for farm credit of marginal 

farmers and negatively related to the demand for farm credit of ·medium and large 

farmers. The insignificant regression coefficients of all the regression equations lead 

us to the conclusion that the demand for farm credit in the sampled area and for the 

district as a whole is inelastic. 

The risk aversion behaviour of the farmers in Morang district is independent of 

the class size of farmers. This leads us to the conclusion that all types of farmers in 

Morang district are risk averse. 

On the basis of the analysis made to examine the productivity of credit the 

following conclusions are made: 

Marginal farmers can increase output of paddy by increasing the units of bullock 

labour and manures and reducing the expenditure on seeds. The expenditure on 

bullock labour and seeds is justified even by borrowing. They can also increase the 

production of wheat by increasing the expenditure on seeds. 

Small farmers can increase production of paddy by increasing the amount of 

expenditure on manures, seeds and tractor service. 

All the medium and large farmers (combined) can increase production of output 

of paddy by increasing the expenditure on irrigation. They can obtain more output of 

wheat by applying more units of manures. 

On the basis of the findings regarding the impact of credit on production, we have 

arrived at the conclusion that credit has positive impact on production. Credit will be 

productive if it is used in a proper way. 

The analysis made to study whether farmers were utilizing credit optimally or not 

in their farm operations, we have reached the conclusion that all size class of farmers 

were not using credit optimally in their farm operations. 

The farmers were found not to be utilizing the entire amount of the borrowed 

money in their farm operations. They used some portion of money for other 

purposes. This leads us to the conclusion that the total money borrowea is used for 

production and consumption purposes by marginal and small farmers but medium 

and large farmers used it for production and interest earning purposes. 
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7.3 Suggestions 

In order to promote agriculture on a Sustainable basis and to improve the activities of 

rural credit institutions in Nepal the following measures are suggested: 

Since there are no more lands available for cultivation in Nepal, emphasis should 

be on increasing the agricultural productivity by intensive cultivation. Programmes for 

introducing modern· technologies-organic as well as ch~mical fertilizers, improved 

high yielding seeds, development of irrigation facilities and efficient cropping 

techniques are to be extended to the marginal and small farms. Focus should be 

given to the areas, which belong to the low developed category. 

Due to the massive unemployment, underemployment and disguised 

unemployment in the agricultural sector, attention must be given to create 

employment opportunities in the rural areas. Labour intensive programmes are to be 

given high priority mainly in the low developed areas. 

Non-agricultural activities such as cottage industries, animal husbandry and 

forestry should be encouraged and aided to supplement rural farm income and to 

provide employment during slack seasons. 

If high production and productivity of the larger number of marginal and small 

farmers are the basic aims of the agricultural development, the best policy and 

·programme should be to organize a sound and suitable organizational set-up both at 

the grass-root and national level. The efforts of the policy makers and planners will 

not produce fruitful results unless a sound and coordinated organizational set up is 

established. 

To provide an alternative to the role played by the private sources, i.e. 

moneylenders, landlords, traders, etc., the need for setting up sound institutional 

credit system is obvious. The cooperative societies, which were the first institutional 

sources of supplying credit to farmers, have almost failed to play their role they were 

intended to. The co-operative societies have been recogniz~d as the most 

appropriate agencies for rural financing, if managed properly. As such, the present 

structural and financing system of the co-operatives should be reorganised. 

In Nepal commercial banks hardly come into rural picture. These banks, as 

they do not finance agriculture substantially, would not be viable in rural areas. 

Therefore, it is suggested that Agricultural Development Bank should also act as 
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commercial bank in the rural areas. Similarly, in places where there is no branch of 

ADB/N, but a commercial bank branch exists, the latter should also function as an 

agent of the former. 

In order to provide various types of facilities including credit to marginal and small 

farmers, the districts should first of all be classified into different strata on the basis of 

the stages of development. The stage of development to be measured mainly on the 

basis of avai.lability of roads, irrigation and marketing-facilities. Secondly, farmers 

living in different strata should be classified on the basis of the size of land that they 

possess. It is suggested that the rural credit institutions and other input supplying 

institutions should focus their activities in the low developed areas. 

The rural credit institutions at the grass-root level should grant consumption credit 

only to the marginal farmers in low developed, moderately.developed and developed 

areas. The small and medium and large farmers should be granted consumption. 

credit only in the low developed area. 

However, this type of credit should be tied with the production credit in order to 

increase the repaying capacity. The consumption credit should be granted on the 

basis of the estimated total value of gross produce minus outstanding production 

loan for a given crop. 

The existing loan application. form of banks is too long and contains .too many 

details. which requires the farmers to provide irrelevant details as · well. The 

application form should be simplified and should contain only the necessary 

information so that an ordinary farmer can understand and easily apply for loan. 

The projected figures for demand and supply of rural credit indicate that the gap 

is likely to increase overtime. The gap has to be bridged through appropriate rural 

credit reforms. 

The managers and loan staff of the branches should be provided with adequate 

training so that they could identify right borrowers and right projects and ensure 

correct project appraisal. 

The problem of mounting overdues is also due to the defective repayment plan 

fixed during the disbursement of a loan. Thus it is recommended that the due date of 

crop loan repayment should be fixed commensurate with the sales time of the 

produce. concerned. 
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The farmers have been often found victims of distress sales at very low price due 

to their compulsion to meet consumption needs· even though they have to buy them 

at higher prices later. Thus, it is suggested that pledge loan be given to the borrowers 

who want to pledge their produce in the cooperatives or In common store of group of 

farmers up to 25 percent of the pledged produce. The repayment date of the previous 

loan should be extended till the sale of the pledged produce. This system will help 

promote timely repayment of loans as well as enhancement of income to the 

borrower. 

The lending agencies should follow credit policy aiming at providing adequate 

amount of credit to the needy farmers for purchasing inputs which have high MVPs. 

They should also educate the farmers to invest the borrowed funds in the 

recommended resources with high MVPs only. 

The farmers should be encouraged to use the inputs at the levels recommended 

by the agricultural technicians. They should be encouraged to use the entire of 

amount of loan in the approved project to obtain more output and minimize the risk. 

While the risk assumed by banks in financing agriculture is covered by credit 

Guarantee Corporation to a large extent, the risks that the farmer take when they go 

in for improved techniques in farming are not covered. It is suggested that HMG/N 

may explore the possibility of implementing crop insurance programmes. 
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Appendix 

Demand for and Productivity of Farm Credit in Nepal 
(With special reference to Morang District) 

(Questionnaires used in the Survey) 

(A) Introduction 

1 . District Morang 

2. Village Development Committee: .............. . 

3. Research Scholar: Ramesh Prasad Adhikari, T.U. Nepal 

4. Supervisor: Dr. Kanak Kanti Bagchi, Reader in Economics, NBU 

(B) Identification of the farmer 

5. Owner cultivator/Tenant 

6. Name (Head of the household): ..................... . 

7. Main Occupation/Secondary occupation: ......... . 

8. Literate/illiterate/education up to: .................. . 

9. Number of family members: ......................... . 

10. Number of Adults (above 16 years): 

11. Number of dependents: 

12. Information of Major Uses of Farm Land and Land Rights 

Area of Farm Land (in bighas) 
Use of Farm Land Area Owned Rented in 

and Cultivated Area Rate of 
Rent 

1 .Area under the crop 

cultivation I 

a) Irrigated 

b) Unirrigated 

2. Land in Homestead 

Total Area 
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Appendix 
13. Information on Production of Different Crops Classified into Irrigated and 
U . t d I t n1rnga e plo s 

S.N. Kind of Crop Grown Area of the Plot Total Yield Obtained 

Khet Pakho Irri-gated Unirri- lrri- Unirri-
gated gated gated 

14. Information on Crop-wise Cost of Production 

Operations 

1.Pioughing to 
sowing 

a) Land 
Preparation 

b) Manuring and 
fertilizer 
application 

c) Nursery raising, 
transplanting, 
sowing 

2. Irrigation 

3. Weeding and 
Spraying 

4. Harvesting 

5. Threshing, 
Winnowing and 
procession. 

6. Bagging and 
Transportation 

?.Inspection/watching 

8. Others 

Total 

(Labor, Bullock and Tractor- Variable Costs) 

Family 
labor 
days 

Crop ........... Variety ............... . 
Area......... Season 

Operational Cost 
Hired Self Hired Wages 
labor bullock bullock paid to 
days days days hired 

labor 

Charges 
paid to 
hired 
bullock · 

Total Production (in 
Qtl.) 

lrri- Unirri-
gated gated 

Charges Total 
paid to. 
tractor and 
implements 
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15. Information on Crop-wise Cost of Production (Cash cost of inputs, Irrigation, 
Power - Variable cost) 

S.N. Quantity Owned Cash On Crop Grown Area 
Value Purchase Credit Covered 
In Rs. Rs. Rs. 

1. Seed 

Kinds i) ......... 

ii) ........ 

. iii) ........ 

2. Manure/Farm yard, 

compost. 

3. Fertilizer 

i) Dap 

. ii) Urea 

iii) Potash 

4. Irrigation charges 

5. Plant protection 

16. Information on Fixed Cost (annual) of Production 
S.N. Items of expenditure Payments In Payments In Kind Total 

Rs. Payments 

Quantity Value 
In Rs. 

1. Land Rent 

2. Interest on borrowings 

3. Feeding and grazing 

4. Local Taxes 

5. Livestock expenses 

(breeding, veterinary) 

6. Repairing expenses 

7. Cost of permanent labor 

8. Any other farm expenditure 

Total 
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Appendix 
17. Information on Sources of Finance for Cost of Expenses on Farm. 

S.N. Items Cash Sources of finance 
expenses Own Formal Informal 

1. Wages paid to hired labor 
2. Charges paid for hired bullocks 
3. Charges paid for hired 

implements/Tractor 
4. Purchase of Seeds 
5. Purchase of manure/fertilizer 
6. Payment of Irrigation charges 
7. Purchase ofplant protection materials 
8. Other Costs 

18C 'tiE ap1a xpen b F 1 ure lY armers 

S.N. Purpose Incurred during Incurred during 
the Previous the year of survey 

Year Rs. 
Rs. 

I. Capital Investment in agriculture 

1. Land 

2. Livestock (bullock, cow, buffaloes 

3. Poultry (birds) 

4. Implements, machinery 

II. Improvements and Construction 

1. Reclamation of land 

2. Leveling 

3. Repair of wells, ponds, tanks 

4. Development of other irrigation sources 

5. Other capital investment not specified above 

Total 

19 F ·1 E amuy xpen 1 ure-M. H d a1n ea s 
S. Purpose Incurred during the Incurred during the year 
N. previous Year of Survey 

Amount Source of Amount in Source of 
in Rs. finance Rs. finance 

1. Food (Grains, pulses, vegetables, edible oil) 

2. Clothing, foot- wear 

3. Household utensils and house rent 

4. Education expenses 

5. Medical expenses 

6. Fuel and Light 

7. Transport and communication 

8. Taxes 

0 9. Liquor and Smoking 

10 Entertainment 

11 Other family expenses 

Total 
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20. Holding of Assets by Farmers 

S.N. Items Amount in Rs. Remark 
1. Land 
2. Livestock 
3. Implement and Machinery 
4. House and Building 
5. ·Ornaments and bullions 
6. Financial and other assets 

Total 

21.1nformation on Income from Sources other than Agriculture 

S.N. Particulars Income Rs. 

1. Wage/salary 

2. Rent received tenancy 

3. Rent received from bullock, machine and implements 
4. Income from bullock cart 

5. Interest from investment 

6. Miscellaneous 

22. Information on Indebtedness Position of the 
F . th S I d A armers m e amp1e rea 

Source of Credit Amount of When Purpose Rate of Amount Balance due 
Loan Rs. taken of loan interest Re_Q_aid Rs. 

1.Moneylender 
2.Land lord 
3.ADB/N 
4.RBB 
5.NBL 
6. Co-operative 
7. Friends/relatives 

23. Information on Production before and after Loan Period 

Crop Grown Pre-loan period Post-loan period 

Production Qtl. ValueRs. Production Qtl. ValueRs. 
1. 

2. 

3. 

4. 

5. 

6. 



264 

Appendix 

Some enquiries were made to the respondents to get the information about the 

following. 

24. Do you have the sufficient cash and commodity stock to meet the family and 
agricultural operations? 

a) If yes, for how many months? 

b) If not, mention the months of shortage 

25. Do you experience financial difficulties in meeting for current agricultural 
operations? 

26 .. Are loans available timely and adequately? 

a) From moneylenders 

b) From banks 

27. Why do you prefer to borrow from the moneylenders instead of banks? 

28. Have you borrowed from the banks/co-operatives? 

29. Why did not you pay the entire loan taken from the bank? 

30. What proportion of your borrowing did you use in the farm? 

31. For what purpose did you use the remaining amount? 

32. Do you take the help of middleman to take loan from the moneylender and the 
bank? 

33: Do the middleman and the bank officials demand money with you? 

34. What are the difficulties you experience in obtaining adequate and prompt 
finance? 

35. Is the rate of interest charged by the bank high? . 

36: Are you satisfied with the loan procedures of banks? 
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