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Abstract  

These paper attempts to analyze the 

impacts of rural credit in India. The analysis 

reveals that the credit delivery to the agriculture 

sector continues to be inadequate. They deals with 

the banking system is still hesitant on various 

grounds to purvey credit to small and marginal 

farmers. The situation calls for concerted efforts 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 are vertically integrated with the farmers, 

including through contract farming, for providing 

them critical inputs or processing their produce, 

could increase the credit flow to agriculture 

significantly. 

I. INTRODUCTION  

            Agriculture plays a crucial role in the 

development of the Indian economy. They accounts 

for about 19 per cent of GDP and about two thirds 

of the population is dependent on the sector. The 

importance of farm credit as a critical input to 

agriculture is reinforced by the unique role of 

Indian agriculture in the macroeconomic 

framework and its role in poverty alleviation. 

Recognizing the importance of agriculture sector in 

India’s development, the Government and the  

 

Reserve Bank of India (RBI) have played a vital 

role in creating abroad-based institutional 

framework for catering to the increasing credit 

requirements of the sector.  

            This brief overview of rural credit in 

India begins in the 19th and ends in the21st century 

but it is primarily concerned with the major 

episodes of the 20
th

 century. The historical 

narrative pays close attention in each case to the 

perspectives that informed changes in policy and 

also documents the impact of these changes. We 

begin with a description of rural credit in the late-

colonial period. The problems faced by India’s 

villages display a remarkable continuity from this 

situation throughout the period being studied. 

Dependence on usurious moneylenders and the 

operation of a deeply exploitative grid of 

interlocked, imperfect markets afflicts the rural 

poor.      After a review of the weak performance of 

cooperative credit institutions in India, we 

articulate the theoretical case for nationalization of 

banks in 1969 and document its positive impact on 

rural credit and economic development. However, 

we also suggest that certain excesses in the two 

decades following nationalization created a basis 

for the reforms unleashed in the 1990s. While these 

reforms have undoubtedly increased bank 

profitability, their impact on availability of 
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affordable rural credit to the poor and India's 

backward regions, has been extremely adverse. The 

moneylenders have made a definite comeback.  

        We appraise the attempt of the 

microfinance sector to address this crisis through 

an examination of its two main approaches. We 

suggest that while the Microfinance Institution 

(MFI) model is unsustainable and might actually 

end up worsening the situation for the poor, the 

Self- Help Group-Bank Linkage (SBL) approach 

has the potential to make a decisive impact on 

security and empowerment of the most 

disadvantaged in the current context of farmers' 

suicides. It may also be critical in positively 

influencing profitability of banks in remote rural 

areas. Finally, we argue that much more than 

microfinance is needed to overcome the problems 

that have persisted over the last100 years. 

        Strengthening agriculture is critical for 

facing the challenges of rural poverty, food 

insecurity, unemployment, and sustainability of 

natural resources. Agriculture is the science and 

practice of activities relating to production, 

processing, marketing, distribution, utilization, and 

trade of food, feed and fiber. This definition 

implies that agricultural development strategy must 

address not only farmers but also those in 

marketing, trade, processing, and agri-business. In 

this context, efficient marketing and rural credit 

systems assume added importance. Marketing 

system is the critical link between farm production 

sector on the one hand and nonfarm sector, 

industry, and urban economy on the other. 

         Besides the physical and facilitating 

functions of transferring the goods from producers 

to consumers, the marketing system also performs 

the function of discovering the prices at different 

stages of marketing and transmitting the price 

signals in the marketing chain. The issues and 

concerns in marketing relate mainly to the 

performance (efficiency) of the marketing system, 

which depends on the structure and conduct of the 

market. An efficient marketing system helps in the 

optimization of resource use, output management, 

increase in farm incomes, widening of markets, 

growth of agro-based industry, addition to national 

income through value addition, and employment 

creation. The rural credit system assumes 

importance because most Indian rural families have 

inadequate savings to finance farming and other 

economic activities. This, coupled with the lack of 

simultaneity between income and expenditure and 

lumpiness of fixed capital investment, makes 

availability of timely credit at afford-able rates of 

interest a prerequisite for improving rural 

livelihood and accelerating rural development.  

        The  objective  of  this  paper  is  to  

identify  the  main problems  in agricultural 

marketing and rural credit systems and suggest 

policy strategies that can be implemented for 

strengthening Indian agriculture. The papers 

divided into six sections.  The main problems in the 

agricultural marketing system are discussed in the 

second section. Some priority areas for immediate 

attention and specific marketing policy reforms are 

presented in the third section. The fourth section 

deals with the status and main problems of the rural 

credit system, particularly those related to 

agricultural credit. Priority areas for improving the 

rural credit system and specific recommended 

strategies are presented in the fifth section. 

Concluding observations are given in the last 

section. 

Main Problems in Rural Credit System 

         There is considerable unmet demand for 

rural credit. Local money- lenders continue to 

provide credit to the rural families, as the reach of 

institutional agencies to weaker sections has 

remained poor. Meeting the credit needs of 25 

million nonfarm informal sector enterprises 
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continues to be a challenge to the rural financial 

institutions (RFIs). Though the coverage of micro-

finance scheme has  expanded,  still  around  70%  

of  the  poor  are  out  of  this network. The micro-

finance sub-sector of institutional credit has not 

explicitly targeted the agricultural sector. RFIs 

have bypassed tenants and sharecroppers. More 

than 60% of the farm families are yet to receive the 

Kisan Credit Cards.  

        The rate of interest charged by RFIs from 

farmers is considerably higher than that charged by 

financial institutions from urban marginal farms, 

which are nonviable or viable at the margin, and 

the self-employed in the informal sector. Despite 

an understanding reached between the Indian 

Banks. Association and the government in the 

presence of the Reserve Bank of India (RBI) that 

crop loans will carry single-digit interest; banks 

were reportedly charging 12% to 14% interest. On 

the supply side, RFIs are under stress, particularly 

since the financial sector reforms of 1992-93.  

Commercial banks view rural financing as costly 

and cumbersome. Their transaction costs are high 

at an estimated 6% to 7% of loans advanced (Gulati 

and Bathla, 2002). One reason for these high 

transaction costs is the corporate culture of these 

banks. To bring down costs, they are focusing on 

selected clientele of large borrowers.  

      The bank staff is not motivated to go to 

rural branches.  Many commercial banks have 

closed nonviable rural branches because of rising 

nonpaying assets and the high cost of rural lending. 

. Up  to  the  middle  of  the  1980s,  regional  rural  

banks  (RRBs) enjoyed a cost advantage vis-à-vis 

the commercial banks but by the late 1980s they 

lost this advantage. Their transaction costs have 

also now gone up to 6% or 7% of advances. They 

are too strongly tied to their sponsor banks and 

have little freedom of operation. . Cooperatives, 

though their scale of lending and reach to rural 

areas is outstanding, work more as channels of 

credit than banks. Their efforts to mobilize deposits 

are inadequate. Even otherwise, the depositors in 

cooperative banks have no safeguards.  

  There are three main problems with 

cooperative RFIs. First, their financial position is 

precarious.  Some time ago, the government had 

sanctioned Rs. 15,000 crore for recapitalization of 

cooperative banks but on second thought the matter 

was referred to another committee                       

(A.  Vaidyanathan).  Second, a three-tier hierarchy 

and absence of de-layering comes in the way of 

rural lending. Third, excessive bureaucratic control 

and politicization has compromised their 

democratic character and efficient functioning.  

This  apart,  widening  of  the  scope  of  the  

priority  sector  has affected agricultural lending. 

The RFIs. Linkages with input supply or output 

marketing institutions have remained weak. With 

the introduction of the Rural Infrastructure 

Development Fund (RIDF) scheme, commercial 

banks have tended to park funds under RIDF rather 

than direct lending for agricultural purposes.  

           There is also a problem of inter-regional 

differences in the reach of RFIs. In the north-

eastern states, the network of RFIs is relatively 

weak. The micro-finance program is also 

concentrated in a few states. . Another problem is 

of delays in processing loan applications, 

particularly by commercial banks. It has been 

reported that during 2003-04, the commercial 

banks received 746,696 loan applications, 

sanctioned only 451,458, and made actual 

disbursement to only 419,995 applicants. Matters 

were reported to be even worse during 2004-05. 

Statement of the Problem 

        In recent years, the profit earning capacity 

and funds management of the Primary Agricultural 

and Rural Development Banks in Kerala are under 

severe strain. Fifty per cent of the primary banks 
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are running at loss. A priory two basic reasons can 

be attributed for this state of affairs. One reason is 

constantly increasing overdue and the second is the 

inefficiency in the funds management of these 

banks which is the result of multiple factors. 

Because of these problems nowadays majority of 

the primary banks are forced to follow the policy of 

restricted lending. If this situation continues it may 

even question the very existence of these banks. 

Hence the study was conducted with the following 

objectives. 

II. OBJECTIVE  

1. To evaluate the operational efficiency of 

Agricultural Rural Credit System 

III. SCOPE  

          The scope of the study is limited to the 

selected mainly concentrates on three important 

aspects: 

  The efficiency and effectiveness of the 

Agricultural Credit. 

Methodology 

   This research is a descriptive study in 

nature. The secondary data was collected from 

various journals, magazines, and websites 

particularly from the Department of Industrial 

Policy & Promotion, Ministry of Commerce and 

Industry, India stat etc. The study is based on the 

time period from 1991-2006. Simple percentages 

have been used to defect the growth rate of India.  

Tables have also been used where ever required to 

depict statistical data of Agricultural Rural Credit 

during the study period. 

Rural Credit in India  

Credit supply 

     An improve that our economic condition; 

we must try to improve the financial condition of 

our farmers who can bring rural development. So, 

an easy and sufficient credit facility should bring 

all round development to the nation. The farmers of 

our country except a few are very poor and so they 

do not adhere to invest the required finance for 

agricultural production. Again if, they do, also, 

they are to go for money lenders who will generally 

exploit them.  

In order to check this, after independence 

a lot of steps have been taken by the Government 

i.e., nationalizing Banking sector, establishment of 

cooperative Banks, NABARD, and Regional Rural 

Banks, Priority sector lending, etc. 

     As a result of liberalization in branch 

licensing policy, the rural branches dwindled in 

numbers after1991, both in absolute and relative 

sense. The proportion of rural branches declined 

from 57 percent in 1990-91 to 44.5 per cent in 

2005-06 (Table2). On an average, number of rural 

branches came down by 260 every year. As a result 

of reduction in number of branches and general 

relaxation in the emphasis on priority sector 

lending, commercial banks’ involvement in rural 

credit declined. The major brunt appears to have 

been borne by the weaker sections. Inequitable 

distribution of branch network and credit flow 

across regions is already well documented. Imagine 

the plight of weaker sections in a region with weak 

banking spread! The Situation Assessment Survey 

(SAS) of Farmers (59th Round NSSO) conducted 

in the year 2003, has estimated that over 50 per 

cent of farm households were financially excluded 

with are natively higher proportion of exclusion 

among small and marginal farmers and tribal 

(NSSO, 2005). As per Chavan (2007), commercial 

banks were the most important source of credit for 

the Dalit households in 1992 and the share of debt 

from commercial banks to Dalit sharply declined 

between1992 and 2002. The vacuum, thus created, 

was filled 

 

 

 

 



Emperor International Journal of Finance and Management Research ISSN: 2395-5929 

Mayas Publication                      IFS- 1.14 | SJIF-2016-3.343 | SJIF -2017- 4.253 | ISI-0.67 Page 101 

Table 1. Number and proportion of rural branches of 

commercial banks 

Year 

Number of 

Percentage rural 

branches to total 

Percentage 

to total 

1990-91 35,134 56.9 

1996-97 32,909 50.5 

2000-01 32,640 48.3 

2005-06 30,750 44.5 

Linear 

growth 

rate/year 

(-)260 (-)0.77 

Source: Rural Credit Delivery in India 

Primarily by professional money lenders. 

While professional moneylenders did emerge in 

2002 as an important source of credit for other rural 

households as well, their hold was much stronger 

over Dalit households than other households. 

Commercial banks data also indicated a growing 

failure on the part of domestic banks to meet the 

targets set for “weaker sections” (which included 

Dalit) after 1991.  

This finding has serious implications as, 

going by the history, high cost credit was used to 

rob the poor of their assets like land .Less 

dangerous, though ubiquitous, are the linked credit 

transactions where farmers may lose substantially 

and have been widely reported in the literature.  

            A trader giving credit and indirectly 

forcing, with likelihood of exploitation, the farmer 

to sell through him in the product market is a 

common feature in the rural areas. Yet another 

reason for the reduced commercial banking activity 

in rural areas is the structuring. At one point in 

time, say, for about decade and a half after the bank 

nationalization, public sector commercial banks 

recruited professional staff (agricultural graduates 

and other specialists).  

From 1990s onwards, in the wake of the 

much hyped VRS scheme, they had to manage their 

business operations through a handful of not so-

well-suited personnel in many branches. This 

naturally reduced the outreach as well as quality in 

lending. Rural lending in a country like India is 

manpower-intensive and the cost control through 

staff pruning would be self-defeating and 

counterproductive. It appears that the number of 

agencies in a system, thus, may not matter as much 

as their commitment to the rural development and 

adaptability to the emerging demand. 

Credit Estimates 

Government also estimates the total credit 

requirements for agriculture sector from time to 

time and accordingly frames the policies for credit 

supply. In the year 1970-71, Dantawala Committee 

estimates the credit requirements at Rs.1460 crores 

which was enhanced to Rs.4000 crores in the year 

1973-74 by the Rural Review Committee 

established for the purpose. Rural Credit System — 

Existing Structure in India, we have adopted multi-

agency approach to rural credit.  

From the initial steps to provide Takkavi 

loans by the Government, cooperatives emerged as 

the first institutional arrangement to provide loans 

to farmers. Though Cooperative Act came in 1904, 

till 1950s the progress in terms of outreach by 

cooperatives was limited.  

      This led to the Nationalization of 

Commercial Banks in 1969 and again in 1980, to 

step up credit supply to the rural people. Then, 

Regional Rural Banks (RRBs) in mid-1970s. Thus, 

the credit architecture consisted basically of 

cooperatives, commercial banks and regional rural 

banks. In terms of agency wise share in rural credit, 

the progress of institutionalization was impressive.  

The share of institutional agencies in the 

borrowings of cultivator households increased from 

mere 7.3 per cent in 1951 to 66.3 per cent in 1991. 

During 1990s, the share of non-institutional 

agencies increased to reach 38.9 per cent in 2002. 

This may be due to increased role of dealers of 

various inputs in financing cultivators, diminished 

interest of commercial banks in rural finance after 

Financial Sector Reforms of 1991, deterioration of 
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health of cooperative system, among others. 

Ironically, the states with higher degree of 

commercialization had higher share of no 

institutional. 

Table 2. Agency-wise ground level credit flow to agriculture: 2003-04 to 2007-08 

Agency 2003-04 2004-05 2005-06 2006-07 2007-08 
Compound annual growth 

rate(%),2003-08 

Co-operatives 

Banks 

26875 

(30.9) 

31231 

(24.9) 

39404 

(21.8) 

42480 

(18.5) 

41813 

(21.7) 
13 

Regional 

Rural Banks 

7581 

(8.7) 

12404 

(9.9) 

15223 

(8.4) 

20434 

(8.9) 

22227 

(11.5) 
30 

Commercial 

Banks 

52441 

(60.3) 

81481 

(65.0) 

125477 

 

(69.5) 

1,66,485 

 

(72.6) 

1,28,495 

 

(66.7) 

66 

Other 

Agencies 

84 

(0.1) 

193 

(0.2) 

382 

(0.2) 
- - - 

Total 
86981 

(100) 

125309 

(100) 

180486 

(100) 

229399 

(100) 

192535 

(100) 
25 

Source: NABARD (2008). 

Table 2 gives the quantum of credit flow 

to agriculture during the past five years, viz. 

between (2003-04 to 2007-08). Total ground level 

credit flow increased at 25 per cent annually during 

this period to peak at Rs 229399 crore in 2006-07. 

The credit flow from cooperative system grew at 

13 per cent per annum, the lowest among the 

agencies. As a result, the share of cooperatives in 

the total credit flow declined from about 31 per 

cent to a bit below22 per cent during the same 

period. 

Efforts to Improve Credit Delivery 

       Revitalization of Cooperative System 

Several initiatives were taken from time to time 

based on the recommendations of many 

committees to suggest ways to revitalize the 

cooperatives with limited success.  

Recently, Government of India has 

announced revival package based on their 

commendations of the Task Force on Short-Term 

Rural Co-operative Credit Structure (STCCS) 

(Chairman: Dr A. Vaidyanathan), with an outlay of 

Rs 13,596 crore. The assistance is to be provided 

for cleansing the balance sheets of STCCS (as on 

31March2004), capital infusion to ensure CRAR of 

7per cent, technical support for building up 

common accounting and internal control system, 

computerization, etc. NABARD has been actively 

involved in administering the programme and 

training the staff, board members and other elected 

representatives of PACS. Importantly, at end-

March2008, six states (Andhra Pradesh, Gujarat, 

Haryana, Madhya Pradesh, Orissa and Uttar 

Pradesh) have passed bills to amend their Co-

operative Societies Act (CSA) and Maharashtra has 

promulgated an Ordinance. As on 31 March 2008, 

the total support released to states reached Rs 

3,659.05 crore, including state government share of 

Rs 333.93 crore.  

        The Government of India has also 

announced similar package for Long-Term Co-

operative Credit Structure (LTCCS), based on the 

report of the Task Force under the Chairmanship of 

Prof. A.Vaidyanathan in the Union Budget 2008-

09. The financial assistance is estimated at Rs 

4,584 crore as well as legal and institutional 

reforms. How quickly the cooperatives can be 

revived to be able to serve their members and how 

much confidence and sense of belongingness can 

be imparted among the members through trainings 

is a big question. Financial revival may take place 

soon. But, revival in true sense may take decades, 

if at all (EPWRF, 2007).One major drawback in the 

cooperative system is that credit and marketing 
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cooperative systems are separate and are never 

integrated functionally. True multipurpose societies 

with credit and marketing (non-financial) services 

can improve the viability of PACS and provide 

one-stop solutions to farmers to enhance their 

viability too. Two important structural changes 

took place in RRBs in recent years. First is the 

amalgamation of RRBs according to sponsor 

commercial bank from2005-06 onwards.  

            As a result, the number of RRBs has 

been reduced from 196 to 96 as on 31 March2007. 

Second, RRBs are directed to cover hither covered 

districts in the Union Budget 2007-08.That is, 49 

hitherto uncovered districts will be covered by 

them as notified by Government of India and 11 

districts are under consideration for notification. Of 

the 678 proposed branches, 268 were opened as at 

end-March 2008.The recapitalization support 

announced by Hon’ble Finance Minister in the 

Union Budget 2007-08, will be extended to RRBs 

with negative net worth in a phased manner. As at 

end-March 2008, out of96 RRBs, 27 (28%) had 

negative net worth, requiring recapitalization 

support worth Rs 1,795.97 crore (Rs66.5 crore 

/RRB). The Government of India, sponsor banks 

and state governments will contribute in the ratio of 

50:35:15. Six state governments have contributed 

their share to 12 RRBs, fully or partly, so far. 

IV. SUMMARY AND CONCLUSIONS 

     Public policy on rural credit in India has 

been focused on institutionalization as a means of 

providing cheaper credit to farmers. As a result, the 

share of private moneylenders had decreased 

substantially from 93 per cent in early-1950s to 

31per cent by 1991. Disturbingly enough, they 

have emerged as an important source, more so for 

the resource-poor with a share of 39 per cent by 

2002.The multiagency system onset for giving a 

wider choice to farmers has turned out to be in 

effective due to deficiencies of design and 

architecture. Also, ailing cooperatives, backtracked 

RRBs and commercial banks with waning interest 

in rural credit have contributed to the 

ineffectiveness of the multiagency system, 

hampering the credit delivery.  

            Several measures have been taken to 

revitalize the system from time to time. 

Cooperatives are given package assistance for 

revival following Vaidyanathan Committee Report. 

RRBs have been amalgamated and are being given 

capital to cleanse up their balance sheets. 

Commercial banks have been successfully involved 

in Farm Credit Package for doubling the credit and 

other initiatives of Government of India. The SHG-

bank linkage has been promoted on a large scale to 

supplement rural credit delivery. But, the high 

transaction costs make it a costly alternative, 

especially when the business is handled solely by 

NGOs/MFIs. A thorough overhauling of the rural 

credit system and its restructuring is the need of the 

hour. However, it cannot be effective if done alone 

in isolation without revitalizing the Indian 

agriculture itself. 
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