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Abstract 

Available data suggest that agricultural 

credit has been rising in recent years as a share of 

both the value of inputs and the value of output. 

There are wide regional disparities in the 

disbursement of agricultural credit by scheduled 

commercial banks. At the same time the share of 

agricultural GDP in total GDP is falling. In this 

context, this paper examines the role of direct and 

indirect agriculture credit in the agriculture 

production taking care of the regional disparities 

in agriculture, credit disbursement and agriculture 

production in an econometric framework using 

Dynamic Panel Data Analysis with Instrumental 

Variables using Arellano-Bond Regression. The 

analysis suggests that the direct agriculture credit 

amount has a positive and statistically significant 

impact on agriculture output and its effect is 

immediate. The number of accounts of the indirect 

agriculture credit also has a positive significant 

impact on agriculture output, but with a year lag. 

These results reveal that even though there are 

several gaps in the present institutional credit 

delivery system like inadequate provision of credit 

to small and marginal farmers, paucity of medium 

and long-term lending and limited deposit 

mobilisation and heavy dependence on borrowed 

funds by major agricultural credit purveyors, 

agriculture credit is still playing a critical role in 

supporting agriculture production in India. 
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I. INTRODUCTION 

A large proportion of the population in 

India is rural based and depends on agriculture for 

a living. Enhanced and stable growth of the 

agriculture sector is important as it plays a vital 

role not only in generating purchasing power 

among the rural population by creating on-farm and 

off-farm employment opportunities but also 

through its contribution to price stability. In India, 

although the share of agriculture in real GDP has 

declined below one-fifth, it continues to be an 

important sector as it employs 52 per cent of the 

workforce. The growing adult population in India 

demand large and incessant rise in agricultural 

production. But per capita availability of food, 

particularly cereals and pulses, in recent years has 

fallen significantly. As a result, slackening growth 

of agriculture during last decade has been a major 

policy concern. 

Three main factors that contribute to 

agricultural growth are increased use of agricultural 

inputs, technological change and technical 

efficiency. With savings being negligible among 

the small farmers, agricultural credit appears to be 

an essential input along with modern technology 

for higher productivity. An important aspect that 

has emerged in last three decades is that the credit 

is not only obtained by the small and marginal 
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farmers for survival but also by the large farmers 

for enhancing their income. Hence, since 

independence, credit has been occupying an 

important place in the strategy for development of 

agriculture. The agricultural credit system of India 

consists of informal and formal sources of credit 

supply. The informal sources include friends, 

relatives, commission agents, traders, private 

moneylenders, etc. Three major channels for 

disbursement of formal credit include commercial 

banks, cooperatives and micro-finance institutions 

(MFI) covering the whole length and breadth of the 

country. The overall thrust of the current policy 

regime assumes that credit is a critical input that 

affects agricultural/ rural productivity and is 

important enough to establish causality with 

productivity. Therefore, impulses in the agricultural 

operations are sought through intervention in 

credit. 

In order to improve the flow of credit to 

the agricultural sector, the Reserve Bank had 

advised public sector banks to prepare Special 

Agricultural Credit Plans (SACP) in 1994-95. 

Under the SACP, the banks are required to fix self-

set targets for achievement during the year (April- 

March). The targets are generally fixed by the 

banks about 20 to 25 per cent higher over the 

disbursements made in the previous year. With the 

introduction of SACP, the flow of credit to 

agricultural sector has increased significantly from 

Rs.8,255 crore in 1994-95 to Rs.1,22,443 crore in 

2006-07 which were higher than the projection of 

Rs.1,18,160 crore. As against the target of 

Rs.1,52,133 crore for the financial year 2007-08, 

disbursements to agriculture by public sector banks 

under the plan were Rs.1,11,543 crore 

(provisional). As recommended by the Advisory 

Committee on Flow of Credit to Agriculture and 

Related Activities from the Banking System 

(Chairman: Shri V.S. Vyas), the Mid-Term Review 

of Annual Policy of RBI for 2004-05 made the 

SACP mechanism applicable to private sector 

banks from the year 2005-06. Disbursements to 

agriculture by private sector banks under SACP 

during 2006-07 aggregated to Rs.44, 093 crore 

against the target of Rs.40,656 crore. As against the 

target of Rs.41,427 crore for the financial year 

2007-08, disbursements to agriculture by private 

sector banks aggregated to Rs.45,905 crore 

(provisional). 

From the Government side, with a view to 

doubling credit flow to agriculture within a period 

of three years and to provide some relief to farmers 

affected by natural calamities within the limits of 

financial prudence, the Union Finance Minister 

announced several measures on June 18, 2004. 

Accordingly, the Reserve Bank and NABARD 

issued necessary operational guidelines to banks. 

From the very beginning, the actual disbursements 

exceeded the targets for each of the last four years. 

As against the target of Rs.2, 25,000 crore for 

2007-08, all banks disbursed Rs.2, 25,348 crore 

(provisional). During 2007-08, 7.29 million new 

farmers were financed by commercial banks and 

RRBs as against the target of 5 million farmers 

fixed by the Union Finance Minister for the year. 

The Finance Minister, in his Budget Speech for the 

year 2008-09, urged the banks to increase the level 

of credit to Rs.2, 80,000 crore during the year 

2008-09. 

Such efforts have, however, not been 

transmitted to the growth in agriculture output. 

Since the mid-1990s, the growth of the agricultural 

sector has been low as well as volatile; the growth 

decelerated from an annual average of 4.7 per cent 

per annum during 1980s to 3.1 per cent during the 

1990s and further to 2.2 per cent during the Tenth 

Plan period. Growth in agricultural production has 

decelerated during 2006-07 with the agriculture 

sector characterized by stagnation in output of 
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major food grains. Per capita annual production of 

cereals declined from 192 kilogram (kg) during 

1991-95 to 174 kg during 2004-07 and that of 

pulses from 15 kg to 12 kg over the same period. 

Per capita availability of food grains has, thus, 

fallen close to the levels prevailing during the 

1970s. 

Volatility in agricultural production has 

not only affected overall growth but also exerted 

persistence pressure on maintaining low and stable 

inflation. Demand-supply gaps were reflected in 

higher domestic food prices in recent years. All 

these evidences apparently point to the fact that 

higher credit to agriculture is not translated into 

commensurate increase in agricultural output. In 

this paper, we examine this basic premise 

empirically using both macro- and micro level data. 

Literature Review 

India has systematically pursued a supply 

leading approach to increase agricultural credit. 

The objectives have been to replace moneylenders, 

relieve farmers of indebtedness and to achieve 

higher levels of agricultural credit, investment and 

agricultural output. Among earlier studies, 

Binswanger and Khandker (1992) found that the 

output and employment effect of expanded rural 

finance has been much smaller than in the nonfarm 

sector. The effect on crop output is not large, 

despite the fact that credit to agriculture has 

strongly increased fertilizer use and private 

investment in machines and livestock. High impact 

on inputs and modest impact on output clearly 

mean that the additional capital investment has 

been more important in substituting for agricultural 

labor than in increasing crop output. 

Between bank nationalization in 1969 and 

the onset of financial liberalization in 1990 bank 

branches were opened in over 30,000 rural 

locations which had no prior presence of 

commercial banks (called un-banked locations). 

Alongside, the share of bank credit and savings 

which was accounted for by rural branches raised 

from 1.5 and 3 percent respectively to 15 percent 

each (Burgess and Pande, 2005). This branch 

expansion was an integral part of India’s social 

banking experiment which sought to improve the 

access of the rural poor to cheap formal credit. The 

estimates suggested that a one percent increase in 

the number of rural banked locations reduced rural 

poverty by roughly 0.4 percent and increased total 

output by 0.30 percent. The output effects are 

solely accounted for by increases in non-

agricultural output – a finding which suggests that 

increased financial intermediation in rural India 

aided output and employment diversification out of 

agriculture. 

In a detailed paper, Mohan (2006) 

examined the overall growth of agriculture and the 

role of institutional credit. Agreeing that the overall 

supply of credit to agriculture as a percentage of 

total disbursal of credit is going down, he argued 

that this should not be a cause for worry as the 

share of formal credit as a part of the agricultural 

GDP is growing. This establishes that while credit 

is increasing, it has not really made an impact on 

value of output figures which points out the 

limitations of credit. In another study, Golait 

(2007) attempted to analyse the issues in 

agricultural credit in India. The analysis revealed 

that the credit delivery to the agriculture sector 

continues to be inadequate. It appeared that the 

banking system is still hesitant on various grounds 

to purvey credit to small and marginal farmers. It 

was suggested that concerted efforts were required 

to augment the flow of credit to agriculture, 

alongside exploring new innovations in product 

design and methods of delivery, through better use 

of technology and related processes. Facilitating 

credit through processors, input dealers, NGOs, 

etc., that were vertically integrated with the 
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farmers, including through contract farming, for 

providing them critical inputs or processing their 

produce, could increase the credit flow to 

agriculture significantly. 

In general, it is difficult to establish a 

causal relationship between agriculture credit and 

production due to the existence of critical 

endogeneity problem. However, Sreeram (2007) 

concluded that increased supply and administered 

pricing of credit help in the increase in agricultural 

productivity and the well being of agriculturists as 

credit is a sub-component of the total investments 

made in agriculture. Borrowings could in fact be 

from multiple sources in the formal and informal 

space. Borrowing from formal sources is a part of 

this sub-component. With data being available 

largely from the formal sources of credit disbursal 

and indications that the formal credit as a 

proportion of total indebtedness is going down, it 

becomes much more difficult to establish the 

causality. He also stated that the diversity in 

cropping patterns, holding sizes, productivity, 

regional variations make it difficult to establish 

such a causality for agriculture or rural sector as a 

whole, even if one had data. Finally, he argued that 

mere increase in supply of credit is not going to 

address the problem of productivity, unless it is 

accompanied by investments in other support 

services. In the present study, we take a re-look at 

the problem by quantitatively assessing the impact 

of institutional credit expansion on agriculture. 

Sources of Data and Methodology 

The Research is purely based on 

secondary data and datas which are collected from 

Reserve Bank of India annual reports, NABARD, 

Regional Rural Banks Co-operative banks and 

Commercial Banks. Simple analysis are made with 

a suitable table. 

Assessment of Progress in Agricultural Credit in 

India 

In India, the share of agriculture in the 

gross domestic product has registered a steady 

decline from 36.4 per cent in 1982-83 to 18.5 per 

cent in 2006-07. Agriculture growth has remained 

lower than the growth rates witnessed in the 

industrial and services sectors. The gap between 

the growth of agriculture and non-agriculture sector 

began to widen since 1981-82, and more 

particularly since 1996-97, because of acceleration 

in the growth of industry and services sectors 

(Table 1). Even though the share of agriculture in 

GDP has declined over the years, the number of 

people dependent on agriculture for their food and 

livelihood has remained unchanged. Therefore, a 

number of measures were taken by the Reserve 

Bank and the Government of India for facilitating 

increased credit flows to the agriculture sector. 

With a view to doubling credit flow to agriculture 

within a period of three years, several measures 

have been announced. From the very beginning, the 

actual disbursements exceeded the targets for each 

of the last four years (Table 2). 

Table 1: Average GDP growth rates of agriculture and other sectors at 1999-2000 prices 

(Per cent) 

Period 
Total 

Economy 

Agriculture & 

allied 

Crops & 

livestock 

Non-

agriculture 

1 2 3 4 5 6 

Pre-Green 

Revolution 
1951-52 to 1967-68 3.7 2.5 2.7 4.9 

Green Revolution 

period 
1968-69 to 1980-81 3.5 2.4 2.7 4.4 

Wider technology 

dissemination period 
1981-82-1990-91 5.4 3.5 3.7 6.4 

Early Reform Period 1991-92 to 1996-97 5.7 3.7 3.7 6.6 

Ninth and Tenth 1997-98 to 2006-07 6.6 2.5 2.5 7.9 

Plan 2005-06 to 2006-07 9.5 4.8 5.0 10.7 

                   Source: Economic Survey (2007-08). 

https://www.rbi.org.in/scripts/bs_viewcontent.aspx?Id=2240#T1
https://www.rbi.org.in/scripts/bs_viewcontent.aspx?Id=2240#T1
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The increased credit flow to agriculture 

has not resulted in the commensurate increase in 

production. The average rate of growth of food 

grains production decelerated to 1.2 per cent during 

1990-2007, lower than annual rate of growth of 

population, averaging 1.9 per cent. The per capita 

availability of cereals and pulses has witnessed a 

decline during this period. The consumption of 

cereals declined from a peak of 468 grams per 

capita per day in 1990-91 to 412 grams per capita 

per day in 2005-06, indicating a decline of 13 per 

cent during this period. The consumption of pulses 

declined from 42 grams per capita per day (72 

grams in 1956-57) to 33 grams per capita per day 

during the same period. The overall production of 

food grains was estimated at 217.3 million tones in 

2006-07, an increase of 4.2 per cent over 2005-06. 

Compared to the target set for 2006-07, it was, 

however, lower by 2.7 million tonnes (1.2 per 

cent). Over a medium term, there has generally 

been a shortfall in the achievement of target of food 

grains, pulses and oilseeds during 2000-01 to 2006-

07. The actual production of food grains on an 

average was 93 per cent of the target (Table 3). 

Actual production, however, was only 87.7 per cent 

of target for pulses and 85.3 per cent of target for 

oilseeds. 

Table 2: Targets and actual disbursement to agriculture by banks 

(Rs. crore) 

Agency 

(2004-05) (2005-06) (2006-07) (2007-08)* 

Target 
Disburs 

ement 
Target 

Disburs 

ement 
Target 

Disburs 

ement 
Target 

Disbur 

sement 

1 2 3 4 5 6 7 8 9 

Comm. 

Banks 
57,000 81,481 87,200 1,25,477 1,19,000 16,64,486 1,50,000 1,56,850 

Coop. 

Banks 
39,000 31,231 38,600 39,786 41,000 42,480 52,000 43,684 

RRBs 8,500 12,404 15,200 15,223 15,000 20,435 23,000 24,814 

Other 

Agencies  
193 

      

Total 1,05,000 1,25,309 1,41,000 1,80,486 1,75,000 2,29,401 2,25,000 2,25,348 
          Source: NABARD; *: Provisional; RRBs:Regional Rural Banks. 

The production of agriculture crops, 

besides the weather-induced fluctuations, 

significantly depends on the availability of inputs 

like fertilizers, irrigation, certified seeds, credit 

support and appropriate price signals. Minimum 

support prices indicated upfront and before the 

sowing seasons act as effective incentives for 

acreage response of the agricultural crops. 

Deviations in foodgrains and agricultural output 

from their long-term trends are determined, among 

other factors, by variations in monsoon around its 

long-term trend and the area under irrigation 

II. CONCLUDING REMARKS 

Over the years there has been a significant 

increase in the access of rural cultivators to 

institutional credit and, simultaneously, the role of 

informal agencies, including moneylenders, as a 

source of credit has declined. Available data 

suggest that agricultural credit has been rising in 

recent years as a share of both the value of inputs 

and the value of output. Among the striking 

features of the agricultural credit scene in India are 

the wide regional disparities in the disbursement of 

agricultural credit by scheduled commercial banks. 

At the same time the share of agricultural GDP is 

falling in total GDP. In this context this paper 

examines the role of direct and indirect agriculture 

credit in the agriculture production taking care of 

the regional disparities in agriculture credit 

disbursement and agriculture production in an 

econometric framework.  

https://www.rbi.org.in/scripts/bs_viewcontent.aspx?Id=2240#T3
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The analysis suggests the direct 

agriculture credit amount has a positive and 

statistically significant impact on agriculture output 

and its effect is immediate. The number of accounts 

of the indirect agriculture credit also has a positive 

significant impact on agriculture output, but with a 

year lag. These results reveal that even though 

there are several gaps in the present institutional 

credit delivery system like inadequate provision of 

credit to small and marginal farmers, paucity of 

medium and long-term lending and limited deposit 

mobilization and heavy dependence on borrowed 

funds by major agricultural credit purveyors, 

agriculture credit is still playing a critical role in 

supporting agriculture production in India. As 

suggested by Mohan (2006), its role can be further 

enhanced by much greater financial inclusion by 

involving of region-specifi c market participants, 

and of private sector suppliers in all these activities, 

and credit suppliers ranging from public sector 

banks, co-operative banks, the new private sector 

banks and micro-credit suppliers, especially self-

help groups. 

III. REFERENCES 

1) Arellano M, and S. R. Bond (1991): ‘Some 

tests of specifi cation for panel data: Monte 

Carlo evidence and an application to 

employment equations’, Review of Economic 

Studies, 58: 277–297.  

2) Binswanger, H. and Shahidur Khandker 

(1992): ‘The Impact of Formal Finance on 

Rural Economy of India’, World Bank, 

Working Paper No. 949.  

3) Bond S. R. (2002): ‘Dynamic panel data 

models: a guide to micro data methods and 

practice’, Port Economics Journal, 1: 141–

162.  

4) Burgess, Robin and Rohini Pande (2005): ‘Do 

Rural Banks Matter? Evidence from the Indian 

Social Banking Experiment’, American 

Economic Review, 95: 780-795.  

5) Golait, R. (2007): ‘Current Issues in 

Agriculture Credit in India: An Assessment’, 

RBI Occasional Papers, 28: 79-100.  

6) Government of India, ‘Economic Survey’, 

various issues.  

7) Hansen L. P. (1982): ‘Large sample properties 

of generalised method of moment estimators’, 

Econometrica, 50: 1029–1054.  

8) Holtz-Eakin D, Newey W. and H. D. Rosen, 

(1988): ‘Estimating vector auto regression 

with panel data’, Econometrica 56: 1371–

1396.  

9) Mohan, Rakesh (2006): ‘Agricultural Credit in 

India – Status, Issues and Future Agenda’, 

Economic and Political Weekly, 41: 1013-

1021.  

10) Reserve Bank of India, ‘Annual Report’, 

various issues.  

11) Bank of India, (2004): ‘Report of the Advisory 

Committee on Flow of Credit to Agriculture 

and Related Activities from the Banking 

System’ (Chairman: Prof. Vyas).  

12) Sargan, J. D. (1958): ‘The Estimation of 

Economic Relationships Using Instrumental 

Variables’, Econometrica, 26: 393-415.  

 


	0.index (1) new2.pdf (p.1-7)
	8.46-51--Article for API Journal.pdf (p.8-13)

