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RURAL BANKING IN INDIA
—~~ ITS PERFORMANCE AND PROBLEMNS wem

ch . Dg Bai*

1

Introduction

-

This paper dispusses in aggregate terms the performance uf the Foimal
rural financial market (RFM) in India. Considering three different aspect
of this market several criteria are applied for this purpose. These three
aspects are: (1) Sectoral allocation of credit, sectoral mobilization of
deposits and sector's contribution to national income, (2) rural loan-
term structure, extent of financial independence, default rate and the
distribution of rural eredit and (3) purchasingrpomer of rural eredit and
the distribution of benefits arising from the concessional lending rates

1
among different sized farms.

*This is & revised version of the paper presented to the Workshop on
"Providing Financial Services to the Rupal Poor™ organized jointly
by the Ohio State University, Ohig, UsS,Asy and the Bangladesh Bank,
Bangladesh at Dacca in October 1978, The author is grateful to
Professor Dale W, Adams and Dr. MRichard Meyesr of the Ohio State
University, Or. Robert C. Vogel of the Syracuse University, U,S.4.,
Mes Majid Molla, Bangladesh Bank, Bangladesh, Mr, L, O'mello of the
State Bank of India, India, and Professor CeHa Shah, of the University
of Uombay, India for their valuable comments on the egarlier draft,

He is also thankful to Mr. M.S., Patel and Mr. Y, Narayana Rao for
their assistance in compilation of data for this paper, He is alone,
howsver, responsible for the paper,

1For application of some of the crituria related to these three
aspects to RFfls in selected South-East Asian and Latin American
countries, See Adams (1971, 1977a, 1978), Vogel (1977), -
Paulo F,C. d& Araujo and Richard L. Meyer (1977), and Wells {1978),
Also sea Shetty (1976, 1978) and Lipton (1376) far some relevant
discussion on commercial banks: credit for various sectors in the
Indian sconomy,



Considering the criteria ralated to the tirst aspect the Teocent
' performance of the RFM is impressive, However, growth in the Pactors
associated with these criteria seems to haye now stagnated. Thare also
appears insignificant relationship of these factors with the regl rate
of intersst,. Bht, Jjudged from the viewpaints of the criteria related
to the second and the third aspect, thg performance leaves much to be

desired,.

Wo attempt to further shaoy in this paper that the basie problam of
providing financial services to the rural sactor liegs in igappropriats
methods of credit disburssment and those of savings mobilization. We
contond that this has resulted from {(a) inadequate appreciation of thg
nature of zural demand for financial seczvices, (b) excessive smphasis
on the supply-orisnted concsssional lending policies, and (c¢) a relative
neglect of tﬁa dusl chapacter of the rural financial magket in which
formal and informal sagmants co-exist, Thers is a lagk of warlsties in
the Financial and dabt instruments that are presently used, And ths
existing instruments ido not mateh well with thg natq:s of financial

services needs of the rural households,

In what follous we discuss these. Wa first describe distinguishing
features of theRFM in India, We then discuss the performance of the
formal segment of the RFM in aggrégata terms by utillzing data %cr
1961-62, 1967-68-69, and 1971=72 through 1976-77, A customary concluding

section is finally prasented. ) v



iI.
Ieatures of RFM

Rural Financial market in India consists of both the formal and
informal agencies. The informal segment of this market is also termed
as unorganized in the sense that it Operates outside ths provisions of
the Indian Banking Companies Act. However, organization of this segment
is much more complex and subtles Neither the Reserve Bank of India (RBI)
nor the Government of India (GOI) has a direct control over this segment.
Both the enactment and the implementation of the’ legislation prnhlbltlng
and regulating mongy lending activities of ths informal agencies are

within the purview of the goncerned state governments,

Twa, even among the formal agencies there coxists institutions that
can be categorized into banking and non-banking institutions. While all
commercial banks (CBs) and the cooperatives in the thras-tier structure
for rural credit are banking institutions, the cooperative land development
banks (LDBs) can not be strictly called bankiné institutions., Ths land
development baﬁks do not have to maintain cash reserve raticr and liquidity

ratic. WNor are they reqguired to mobilize deposits.2

-+
Three, cooperatives and commercial barks are subjected to differential
treatment for banking regulations., The main implication of this treatment

is that the cooperatives have greater ability to create credit and also to

2Incidentally, LBBs share in outstanding rural credit given ﬂlrectly to
farmers was 16 per cent in 1961562, 38 per cent in 1968~69 and 43
per cent in 197576,



borrow morc from the REBI than the coéﬁercial banks. This arisas fram tuﬁ
Pactors. Cooperatives unlike the commercial banks can borray at an interes
rate two per cent below the Bank Rate. florsover, the cooperative (both Sta
and district central cooperative ) barks ara at present required to maintai
~ & cash roserve ratio of 3 per cent and a liquidity ratio of 25 per cent
(REI, 1970). Against this, the commercial banks are rquirsd to maintain

5 per cent of cash reserve ratio and :34 per cent of liguidity ratio, Not
only are these ratios lower for the cooperatives, but in their computation
For the cocperatives the borrowings from the RS1 are exeludsd from the demar

and time liabilities.

Four, while these concessional policies have baen histerically
Followed to promote cooperatives, with the nationalization of the major
commercial banks incentives to undertake agricultural lending oporations
have been provided to these banks also, Thasc'include, among others,
exclusion of borrowings from the Agricultural Refinance and Deve lopmant
Corporation (ARUC) in determining the demand and time liabilities, as well
as in determining the ratio of term loans to deposits that the commerclal
banks.are required to maintain. These banks can also get rafinance at

bighly concesdional interest rate under the Scheme of Difforential Interest

rate (DIR)3

SEy June 1977, advances under such scheme as a percentage of total
credit was less than one per cent (Shetty 1978), The interest rate
undsr this scheme is 4 per cent, -



Five, all the formal agenciss apoear to heéuily depend on refinance and
borrowing facilities from the government, the RBI and its sistep organizations
(AROC, CREOIT GUARANTEE CORPORATION, :tc.).* The instruments of intermediation

. between these agencieé and the ultimate borrowers/savers inelude currency,
equity, stersotyped savings certificatos, mortgage of land, promissory notes,
hopothecation of assets, and guarantecs from the étate governmnents, Against
this, the instruments of intermediation in the informal sagmaent of the RFM
include currency, barter transactions, oral contracts for labour services for
selling produce, for retaining surpluses frem sale proceeds, for mortgage of
tangible security and sc on. Because of their informal character, the financial
instrumsnts of the informal agencies lack mobility and homoganeity (Ghatak 1976)
However, the instruments of thg formal agencias also appear to have similap
features for the non-intersst costs attached to them cannot be easily

distinguished.5

Six, the formal agencies are largely uni—-’f‘unctional6 in character (Jodha
(Jodha 1374, 1977, Desai 1976, Ooherty and Jodha 1§77). Against this, the
informal segment of the RFM is multi~functional in character (Choubey, 1977,
Bantwala 1966, Desai 1976, Ghatak 1976, Hopper 1961, Lipton 1976b, - ... 8

flatthali 1978 and Mellor 1966), Indead: the moncy-lenders vary instruments

-

- ~——

4 Credit Guaranteg Corporation provides riskecover fop lending operations of
the cuopcratives and commgrcial banks,

5 Non-interest costs which ths borrowers have to incur vary from one agency
to the other because of insufficisnt standardizaticn in agsessing collateral
and other requirements far loan sanction decision. For insufficient
standardization in terms and conditions for various types of rural loans
of commercial banks, sec reference numbar 35a.

6 In a very limited vay thesc agencies perform multi-functional rdie by
encouraging tie-up arrang:ments between borrowers, input dealers, and
marketing organizations, -Howsver, such integrations are characterized by
methods that lack in choice of terms and conditions for intermediation,



_of intermediation are such that thoy enable them to operate not only in
finance but also in land, labour, and commodity narkets (Raj 1975,

Desal 1976, Vyas 1977, Bardhan and Rudra 1978).7 This is true of not

only the conventional informal lenders but also the neo-informal lsnders namely
tho dgpiéuiturfgfé;: - money lendars. Consequently the rural factor

and product markets are interdspendent rather than independent.

Seven, the uni=functional frature of ths formal agencies endangers
the viability of credit use, particularly because other rural markets are
not yet well developad. Tha multi-functional structure of the infopmal
agencies, howsver, ensures this viability, But such structure can
hamper achieving social efficisncy and equity objectives of dovelopment,
This is because, undsp such structure the effectiva interest rate on
cradit is likely te have monopoly element. While this is one school of
thought on this subject (Chandavarker 13965, 1571, Jain 1929, Wolf 1919},
the other view is that the profit earned over and zsbove the Y"mormal®™ level
by the informal lenders is more due to the high risks and administrative
costs in agriculturai finance (Ghatak 1976, Bottomley 1975, Long 1968,
Mellor 1966) ., For the informal segment at an all-India level, it may not
be unreasondble to assume that ths latter visw would hold, This, howsver,
need not be interpreted to imply that there does not exist monopoly/

monopsony and oligopoly/oligopsony tendencies in some smaller regions.

o

7 In mid-fifties money-lenders in only 12 percent of villages prpursued
mongy-lending activity exclusively.
-

8 In 10 of the 15 States in 1961, one money~lender served 5,000 tg 15,000

population, Also in 9 of these 15 states one money lender served
5 to 30 villages (Ghatak 1976),



Lastly, although_cnoperatiues énd the nationalized banks unlike ths
informal lenders are primarily concerned with the social instead of &he
harrow commercial objective, the farmal agencies are not completely
davold of the congcern for the financial viability of their own operations,
This is borne out by tha policy to reorganize the size of both the primary
agricultural cooperative socisty (PACS) and district central cooperative
hanks (DCCB) (Apts 1973, RBI 1974, GOI 1976, Desai 1978c). The recommendad
norm of the credit business of Rg,? lakhs for every PACS has also bgen
prompted by this concern, Similarly, the latest attempt to establish
Regional Rural Banks (RRBs) has becn partly guided by the high costs of
Operations of the nationalized banks (GOI 1975), It is, howsver, not guite
clear whether the nationalized banks and the RRBs like the cooperatives are
supposed to pursue ag.aprofitunonlnss objective in undertaking their rural
finance operations, While the information to find out whether these banks
have fulfilled such objoctive is not available, among the cogperativaes
nearly one-third of the PACS and ane~tenth of tha DCCB had incurrod losses
in 1974-75. These results havs limited meaning inasmuch as they are based
on costs that do not consider an allowance for default rate and inflation
rate, leava %Fide the fact that they do not permit idanﬁificaticn of

"normal profit,

To gonclude, the existence of tho two segments of the RFM that dif Fer
50 drastically cannot possibly provide any organic link between them, MNop
can the formal scgment perform its "substitutive™ rola. Althgugh the share

of ‘the formal socgment in rural credit has increased from 7 percent in 13951-52,



to 19 percent in 1961-62 and to azbout 32 percent in 1971272, it is not
known whether its shars in rural deposits/savings mobilized by'both the

R 3
sagmants has increased or not.

Itz

Performance of Fopma) Agencies

(1) Segto oral Allogation of Credit, Mobilizati on, of Deposits and
Lontribution to National Ancome ; :

Over the years undcr study tho amount of rural crédit has increased
more than the amount of institutional credit outstanding with all the
sectors} for example rural credit in 1976~77 was about 15 times of what
it was in 1961-62, whoereas crodit outstanding with all the sectors
increased by 11 times during the same period {Sce +able 1)e Such credit
when divided into short-term and long—term purposcs reveals that tha
former increased by about only 6 times, while the latter increasad by
about 40 times. Indircct rural credit which aids development of

support institutions and input market channels increased by about 9 times,

Even the rural deposits during the same period incrmased more than
the deposits mobilized from all sectors; while the rural deposits increased
by abeut 4 to s times, the deposits from all sectors increased by about 3

timgs (Table 1).

Te performanca of the formal agencies in providing financial services

to the rural sector aopears satisfactory considering such other criteriag
L3

as percent share of rural credit in credit outstanding with all the

gFor data on sources of crodit, Sce RBI 1954, 1963 and 1977,
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sectors, and the share of . rural daposits in deposiﬁs mobilized from all the
_sectPrs. For example, the share of tural credit in the total credit in the
seventies had increased to around 28 to 30 percent from about 20 percent

in the early sixties. Similarly the sharg of rural deposits in the total
depdsits was around 25 percent in the sixties, whereas in the saventies it
had groun tc around 33 percent (Sse Table 2). Both thase performances appoar
satisfactory cnnsidéring the agricultural suctor's contribution to the

nationalrincoma during the yesars under study (See Table 2).

Notwithstanding the importance of these performancas, it may be pointed
out that since 1973-74 the sharee of both rural credit and rural deposits
have stagnated (5ee Table 2). Secondly, the rural ergdit to rural deposit
ratio also reveals the same feature. Thirdly, to an extant, even the
percentage of rural eredit to net domestic product from agriculture has alsg

shown similar sign.10 These three features must be appreciated keeping in

view fhé high dependeﬁce of rural households on informal or non-institutional
soufccs of credit; while Nearly 70 percent of itheir cash debts was obtainegd
by all rural households from such sources, the corresponding percentagos
were about 83 for small farmers, and 95 each for rural artisans and agricul~

Lural labourers (RBI, 1977) o

10 Medium and large-scals industries had a share of over 50 percent in
the institutional credit, even though they contributed only one~tenth
to the WOP or lgss than 25 percent to the gross valus of output of
commodity producing sectors, For extensive discussion on this

see Shetty (1978), ¥
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Table 2 Salected leasures of Performance of
the Formal Agencies for Rural Credit

L s S A T A L Ml Al Sl 1 W A R i e

Yoars % of Rural %-.of Rural Deposits % of NDP % of Rural % of Rural

Credit to to Total Deposits from Agri, Credit to Direct Cre-
Total Credit D) ‘(B) EBpTatal ﬁDP.PrEE git toc _
griculture Rural Cre
Eredit
1 2 2 A 5 3 7

196162 192.3 NA NA 48,41 4.6 NA
1967-.68 211 25.6 NA 50.6 5.8 NA
196869 2741 | 29,8 10.5 4B8.5 845 NA
197172 .6 31,3 12.1 45.7 14,3 87.2
197273 g1 33,3 13.2 45,8 14,3 83,1
1973=74 27.8 33.0 13.4 49,6 12,0 81,5
1974475_ 28.9 32.9 13.5 | 47,0 12.8 773
197576 27.0 33,2 13,4 43,1 15,3 78.7
1976=77"  26.8 NA NA Na NA 77,5
NA = Not Available
ae Refers to egrlier mentionad two definitions of rural deposits. Far

details ses note ¢ to Table 1.

b, ' Estimated



13

The preceding dissenting foatures are strengthened when criteria

relating to the other two aspects of the performance of the formal agen—

. , 1
cies are also ConslderEd.1

(2) ‘Bupal Loan—term Structurs, Extent of Financial Indepandence,
Qefault Rate, and Bistribution of Rural Credit:

The percent of rural term credit to total rural credit has stagnated
around 57 por cent. Same is true of rural direct term credit to rural
direct credit (See Table 3). Sccondly, the formal agencies have been
able to mect the credit meeds of the rural sector from the deposits
mobilized from this sector itsalf. This is, however, true only if rural
deposits are defined to include deposits mcbilizod from both the rural and
seml-urban branches of these agenciss. Oeposits mobilized by the rural
branches alone were indsed inadequate to mect the rural credit neads
(Soe column 5 in Table 3).12 This is particularly true of the cooperatives

which are known to have failed in Jeposit mobilizztion,

11This finding remains unchanged, when formal credit is def ined to include
government loans, besides the bank loans. It also remains unchanged when
gross value of output instead of net domestic product is considered. It
is further imsensitive to tho definition of rural sector as ‘priority!
sector consisting of small scale industries, household industries
including artisans, small businesses, etc, besides agriculturs and
allied activities (See Shotty 1976, 1978),

12This ecriterion is essential despite the fact that the rural sector mnay

have smaller potential for providing deposits. Wwhat appsars to be
constraining the performance in this regard is the inappropriateness of
the savings instruments rather than the existence of smaller umount of
savings potential, :
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The results of the criterion of the default rate13 of rural credit
rovceal that this rate h g perpetﬁéﬁed around 40 porcent. Such poor
performance is regardiess of the type of formal institutions (See Table 3).;
What is‘dioquieting about this performance is the inadequate improvement
in this rate14 over the years. Morsover, the default rate is found to bs
much higher for larger facmors and for very small ones than that for the
small and medium farmers P osai 1977, 1978). Such performance in regard
to this criterion implies an erosion of capital structure of the financial
~ agencics. This srosion is further compounded when inflation rate is also
high. This brings us to examine the last aspect of the perrformance of

these agenciss.

Before discussing this aspect, let us bricfly present the major
findings about the skewncss in the distribution of rural credit given
directly to Farmers.15 Dhe, long—term cooserative as well as commercial
bank credit is more skewed than tho short—tepm credit, Two, over time the
skewness in long~term cooﬁeratiue credit has doclined, whilo that in the
commercial banks' long-term .credit has increased. This is to an extant

also true of short-tarm credit of tiho commercial banks. And three, large

P -

SSince the Available data do not permit the idistinction betwesn temporary
delinguehcy and the sventual nonrepayment of loans, the default rate is
computed as the ratio of overdues to the loans which are due for repayment
on a given date, ’

1a?6§ discussion on causes of default, See Desai 1978h and 1978c.

1sFor a country like India, the skewness in the geographical distribution

of rural credit and rural deposits is also a very importegnt criterion for
Jjudging the performance of the formal agencies. For detailed discussion on
this sce Ghiara (1977), Shotty (1978), Agarwal (1975), Rangarajan (1974),
Their finding, in general, is that the north-eastern, eastern and central
regions have received smaller share in rural institutional credit,
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- farmers with more than 10 acras of land have relatively more credit from

both the cooperatives and tie com.ercial banks (Table 4).

(3) Pupchasing Pouer of Credit, ond Distribﬁtigprpf Bencfits from
Concessional landing:

Considering the real ualua16 of credit and deposits over the years
under study six distinct findings can be highlighted, first, reval valus
of both credit and deposits have incrensed much less spectacularly than
their nominal values (Tables1 and 5). Socond, the real values of both
rural credit and deposits huave changed at about the same rate {Table 5).
Thirdly and more importantly, the real value of both rural credit and
rural deposits have declined continuously from 1971-72 to 1974-75. Against
this, the purchasing power of the formal credit outstanding with all the
sectors hae increased almost continucusly during this period except in
1974=75. This is despite the fact. that the purchasing power of deposits
collected from all the séctors did not increase in two of the three years
(Table 5), Fourth, farmers w.re the worst suffcrers on account of
inflation. This is because real valug of credit given directly to farmers
declined continuously during 197172 to 1974-75, Against this, ihdeed, the
real valus of indirect credit actually increased (Table 5). Fifth, the
relationship? betwesn recl interest rate and rural credit/deposit is almost

non-existent. Sixth, in two of the throe years of high prices, there was a

16To obtain value in constant prices nominal values woere deflated by
using wholesale price index with 1970~71 as the base year. The data
on wholgsale price index were obtained from the Reporters &n Currency
and Finance published by the Reserve Bank of India,



§8I02 § yey3 aJow BuTumo sIewaey o) saajay

gdnoab azTs wiey omy U3TM B3BP U0 peseq ST 3T 3SNeIsy BTQETITAI ATINJ J0U ST 3TNsay

Tead oyy DUTIND NadueApe SUBDT I04

pua aesd ayz 3e Sutpueys{ho sueot oy

a8]qeTIBAv jop B3BQ =

0t £9  69£°0 YN YN N 6 T4 3080 YN YN Yiy (aead sy Butar
#94-5L
N Y 6¢ 9 0010 by v ey YN N un  (3e84 Byy Gutan
*VL-EL
12 19 ¢£682*0 YN uN YN L XA 59Z*0 YN YN ¥y (Lg yoaey uo e
| _ pll 5L
es 29  LiZ°0 YN YN YN 5L vE 00g*0 YN YN ¥y (LE woaey wo s
Nt
YN YN N g 6% 1210 o ¥ YN 89 7] %3°0  {(0g sunc uo &
q q t -
0L—69
®
gl 4} L oL 6 8 L 9 5 ¥ > z ¢
ﬂri FURGT T yuRBLY T - - JUNOW T T RGO -
JUNo2oY ueoT SIUNO3aY ueon S2UnNQodY uescn SUN0IoY ueao
0% do ¥ 40 94 da 40 9 F 9 409 s dog .
| seaoy gy | F¥%H sexov gy Or Y sexoy gy o td saaoy gy |0 Iok .
Tmzu 81g, Gutump uoTieIy ueyy edoy butumg uoT3eI3 uRYy3 eIoy BuTumg uwoTaEIl  UBWY aiay BuTumy UwoTIBIg -
mkmnﬁnhnmlumsnmu ~1a3uo) .mnm:ﬁ H.Hn_m;.u.mE.qu._ =33UQ] mm.mBDmnnqumEnmm ~{12JU0g mumﬁonnomslhmﬁnm.ﬁl -uadua)
SjUBg TETIIAWWG] gaaTicatdonn S)ueg TETOISWWON sanTqeIadnog

1TpeI])~uIs)

—

3TPeZ) mI83-330us

ITPOI] 308170 TEINY JO UOTHNGTIISTG

- -

v 8Tqey



18

. *DL6L ‘9z Iequaedeg
‘zg *on ‘s FADESH TEITTYTC] PUE TTWOUSTS ¢AoTTod jTpes pue 3ZTc waey, ‘eyrp*n oey
H

YRETICY ~Ff EBIUERDT TOINg (HOTI07 Uo SUINTSY Vo1t pdgte1hUT J6 MIth BAI3SaY

‘v 3 T S1IRg ) seTISg ‘gp *Top pe6lL $SOTISTITIS SO Teuanog uetpuy FERTOES
wfS8T3TIRdSTg UT UDTYONpay pue UOTIBZTTRUOTIEN O0uTs juawdotansg Gursueg, ¢*5 ueleteduey

. : _ _ “hi~El6) PUE 0l-6961 ‘seTgerdos jrpeIy ‘1 jaed
STPUL UT JUSUSAG] SATIETIS000] 0 DUTHETON S4UBUBIEIE [TH0TI6Ta03C SoyAuUT o0 WUsg 6ATEsty

¢

T dnoab ezys ur sJamosioq jo sbeguendey

T dnoaf ezrs BufpTOy uT juncue Jo sbejuadaad aatjernung
o798l UOTlEI3UIIUL]

Qo0s
Fe:

=T
ﬂuﬁ‘ R w& W % - ooog
u

it

()
(£)

(2)

e

azaupm

teqep padnolb ey Ioy BThuloy ayy Gursn Ag pejndwod sT 0T32I uoTjeajueduo] |

v 8Tqe 03 s830y .



19

negative interest rote on r-ral crodit, Moreover, since the negative
interasst rate on rural deposits, a;-expectaa, always ramained higher
than that on rural credit, the rural severs continued to be the losers.
Due to non-availability of data it is not possible to idantify whether

thase savers wers small or large farmers,

As regards the impact of nugative interest rate of pural credit on
the distribution of benefits, we first estimats17 the total amount of
interest-rate subsidy roeceived by the rural borrosers. e also find out
the recipients of this subsidy ameng different sized-farmers., The former
exercise is done for 2ll types of rural credit. The latter exercise is
attempted separately far cooperative and commorecial banks' eredit, because
of non-availability of comparable data on gredit distribution by farmesize,
While the relevont data for cooporatives are available fop direct loans
disbursed during the two years, namely, 1973--74 and 1974~75, the data fof
commercial banks are availabls only for the outstanding direct loans for
the year 1973~74, These ekercises are bascd on the fellowing assumptibns

that were largely compelled by the availabillty of Informationg

(a) The interest rate on rural credit considered here is an unweightod
mean,of interest rate on all types of formal rural credit;

(b)  Each farmer-borrowor has only one loan account with &ho banks18;

P —

7For methodology used in this section see Vogel (1977).

18Larga farmers hold land in the name of their family members also, .
to avoid land ceiling laws, Thoy consequently have more %han one account
with the banks. An upshot of this is that the distribution of credit and
that of bonefits from congessional lending rates is much more skewed than
what we have pressnted here,
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(c) At an all~India level farmors owning more than 10 acres ecould be
called large farmers; whoreas thosc owning less than 5 acres are

small Farmers;

(d) The real rate DFlinterest that would equate the supply of and
demand for credit in India would be 10 percent1g;

() e skcuncss in the distribution of bonofits from interest-rate-
subsidy would be highly sensitive to the fluctuations in the rata
of change in prices, sinege such Fluctuations seem to bp the

established fact, and sinee nominal interaost rate in India is

rather sticky,

Given the negative real rate of intcrest on rural.credit and assuming.
an equilibrium real interest rate of 10 porcent, the intorest-rate subsidy
on rural credit worked out 18.72 percont for 197374, gnd 22420 percent far
1974~75., Table 6 also gives the corrosponding rates for the direct

cooperative credit and alse for tc commercial banks! direct cradit,

Considering the amount of rural crodit outstanding fram both the types
6? formal agencies toguther with the interost-rate subsidy, the total
subsidy was about Rs.5,525 milliion for 1973-74, and Rs.7,826 million for
1974-15+ This subsidy amounted to little over 1 percent of India's NODP
during the two years. Also, it amounted toc about 2 to 3 percent of the NOP

from agriculture in thesc two ysars (See Table 6),

- v

19Nuch boefore the unprecedented inflation of 1973~74, ang 1974=75, the

average interest rate paid by the farmers to the moneyienders ranged
from 15 to 18 percent during the decade of 1951~52 to 1967-562 (Ghatak 197
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Teblec 6 Interest Rato Subsidy And Totcl Subsidy on Rural Crodit

1973-74 & 1974~75

1, Average Nominal Interost Rato (%)
2. Rate of change in wholesalo Pricc Indox(%)
3. Average Roal Intorast Rate (%)

4, Avorage Intorest-Ratc Subsidy (%)

5, Rural Crodit (Rs, in Million)

6, Total Intercst-Subsidy i.c. (Row 5 x Rag 4)/100
" (Rs, in Millions)

7. % of Total subsidy to Net Domostic Product

8. % of Total Subsidy to Net Domostic Product
from Agriculture

9, Avgrago Nominal Rate of Intorest (%)

- 10. Average Roal Interest Rate (%)

1%, Avsrage Intorest-Rato Subsidy (%)

42, Coops' Direct Credit (Rs. in Million)
13, Total Intcrest Subsidy (Rs, in Million)
14, Allocation of Interest subsidy to

(a) L}.arga farmers
{b) Small farmecrs

m g! Diroct Ru Credit

1973=-74 1974-75
Both_A igs! R t
14,50 13,00

20422 25420

~0,72 ~12.20

18,72 22,20

29,513 35,251

5,525 7,826

1,11 1,34

2424 2.85

Copns! Di dit
10,00 11.90
10422 ~13430

20422 23430

19,695 21,601

3,978 5,073

% Amount, 2% Amount

39.20 1,560 44,52 240
30,50 1,229 29,71 485

15, Avorags Nominal Rato of Intorest (%) 12.00 14400
%6 . Average Real Intepest Rate (i0) 8422 ~11,20
17. Averags Interest-Rato Subsidy (%) 18.22 2120
18, Commercial Banks® Dircct Crodit {(Rs.in Million) 4,355 5,636
19, Total Intercst~Subsidy (R, in l“iillion) 793 1,195
20+ fllocation of Intorest Subsidy Tos % fAoount % Apount
(a) Large farmers ' 54,20 430 NA NA
(b) Small farmcrs 24,80 197 NA NA

NA = Not Available

&)
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The distribﬁtion of interastmsubsidqun direct cooparative credit
among different farm-—size-borrovers reveals that in 1973-74, 39 percent
of the total subsidy (of Rs.3,978 million) was reccived by large farmers,
The corresponding Pigure for 197475 was about 45 percont {of Rs,5,033
million). Thesc large farmers accountea for about 25-28 percent in the

total borrowers in both the years,.

The interast-subsidy on commercial banks' loans outstanding with the
farmers during 1973-74 was Rs«430 million, Of this, 54 pércent was
roceived by the large farmers who ‘accounted for 24 percent of the farmepe—
borrovers. Against this, small farmers received about 25 paorcent of this
subsidy, although they constituted hearly 57 percent of the total fopmer o
borrowers (Table €), Lastly, inasmuch as the distribution of term
loans of both the agencices was mors skawed than that of the short—term
loans, the proportion of interest»subsidy received by large farmers was
higher.than that by the small farmers. The implicztions of such distri-
bution of term-loans toc the future income disparities among the various

classes of farmers are too vbvious to alaborate hera,

v

»Longluding Obsepvatians

To conclude, share of rural credit in the cradit outstanding with
all the sectors in thg seventics had increased to around 28 to 30 parcent
from about 20 parcent in the early sixties, Similarly the shars of rural
deposits had grown to around 33 percent in the seventies from around® 25

percent in the sixties. Both these performances appear satisfactory
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considering the agriculture's contribution to tha national income during
these ysars. However, éince 1973--74 the sharas of both rural credit gnd
rural deposit havc stagnateds Socondly, tho ratio of rpupal credit to
rural deposit alsoc reveals tha same featurs. flore importantly, considering
the deposits collected by rural branches aler® instead of by both rural
and semi-urban branches the formal agencies have not been able to mect

the rural credit necds from these deposits. Thirdly, even the percentage
of rural credit to net domecstic product from agriculture has stagnated
‘singe 1973-74. These dissenting features must be appreciated keeping in

view the high depsndance of rural households on the informal credit agen--

Furthermore, the purchasing power of both rural credit and deposits
had decreased more than that of total credit and deposits. The high
pressura of inflation togethor with the growing default rate of rcural

credit implies srosion of capital structure of the Formal agoncics.

Since the real value of credit extended to the Farmers declined
continuously, farmers were the worst suffors on account of inflation. In
respact of distribution of credit and that of benefits from the
interest_ratsmsugsidy among farmers of differsnt land holding sizes, the
performance of the formal segmenf of the RFM was too dosperates. Since
availability 0; loanable funds is not a constraint to improving thess
performances (Shetty 1978, Chiara 1977), what is raquired is the complete

reoriontation in the formulation and implementation of rural cred¥t and

savings programmes, besides the least omphasis on concessional -lending
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policiss. (Shotty 1978, Desai 1978a and 1978b}. In this rcorisntation
innovatiens ars particularly ngoded in involving both private including
~monay londers and institutional agencigs in financial intormediation

between the banking institutions and the rural clients.
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