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ABSTRACT - The growth of agriculture is very important to satisfy hunger and nutrition requirement. Being the pri-
mary economic activity of a nation, its growth should be coherent with the sustainable development and 

conservation of natural resources. This makes agriculture one of the more vulnerable sectors as the resources are lim-
ited and needs insatiable. Today, the core issue of Indian agriculture is a farmers’ distress due to lack of readily avail-
able farm credit and related problems. It is necessary that the inputs be available to the farmers at a subsidised cost, 
for profitable farming. The access to this credit also affects the productivity, assets and food security of the rural poor. 
Hence, the well-being of our farmers should be central focus of the government. The government is aiming to bring 
all the farming households under the zone of complete financial inclusion. This paper focuses on institutional credit ar-
rangements, government initiatives through various schemes, comparison of direct and indirect farm credit in various 
states  and  ‘Situation Assessment Survey of Farmers’ by NSSO.

The statistics obtained from the agricultural sector form the major backbone of formulating various policies. Such sta-
tistical data has been put to various degree of  planning .But the availability of statistics on diverse agrarian aspects 
has become very challenging. The statistical data acquired attenuates disparities between two farming families while it 
may not be so.This elicits the need of a more calibrated and systematic approach for a better policy making. The main 
cause of decline in agricultural development is farmers’ indebtedness which has been extensively addressed by the 
expert groups.

INTRODUCTION 
Agriculture plays a vital role in the Indian economy. It em-
ploys two thirds of the workforce. In the Indian economy, 
agriculture contributes to one third of the national income. 
More than three fifths of exports originate from the agricul-
ture sector.  The requirements of finance in agriculture sec-
tor are relatively high. Not many farmers have the required 
capital to invest in agriculture.  In order to meet their ex-
penses due to various agricultural inputs like fertilizers, ir-
rigation machinery makes it necessary to provide credit to 
all those farmers that need it. 

In the early 1950s, the primary source of agricultural credit 
was the moneylenders.  The moneylenders were the domi-
nant force in advancement of credit to the farmers. The re-
liance of farmers on moneylenders was mainly due to lack 
of any alternative credit source. This gave an opportunity 
to moneylenders to exploit the farmers. 

In order to improve the situation, The Government of In-
dia took various measures such as nationalization of 14 
major commercial banks in 1969, the establishment of 
Regional Rural Banks in 1975.  The establishment of NA-
BARD (National bank for agriculture and rural develop-
ment) in 1982 was the highlight of credit reforms in the 
agriculture sector. 

MAJOR ERAS OF AGRICULTURAL CREDIT:
Institutional Arrangements: Agricultural credit is disbursed 
through a network of rural banks, commercial banks, co-
operatives coming under the RBI.  Reserve Bank of India 
played a crucial role in creating an institutional framework 
to cater the increasing requirements of the sector. The 

policy was focused on increasing institutional sources of 
credit. Studies broadly categorize the reforms into two 
eras:

1. Post Reform era
2. Pre reform era

PRE REFORM ERA
The pre reform era constituted from 1970-1991.In this 
era the dominance of credit advancement to the farmers 
was by cooperative banks. Cooperative banks support 
commercial banks to bring a large no of small deposi-
tors/borrowers under the formal financial sector. Since 
cooperative banks have an extensive network of their 
branches, mobility and supply of agriculture/rural credit 
is really efficient. The middleclass section of the society 
has cultivated banking habits all over India. From the ta-
ble it can be concluded that the loan issued by coop-
erative banks from 1980 to 1991 increases from 1386 to 
3448 crores.The loans issued by rural banks increases 
from 98 in 1983 to 335 in 1990 after that it falls steeply 
to 125 crores in 1991.Scheduled commercial banks have 
shown an increase from 517 to 2048 crores. These sta-
tistics clearly indicate  more reliance on cooperative 
banks in the pre reform period by borrowers due to fluc-
tuations in CRR.(Credit reserve ratio).The loan outstand-
ing in cooperative banks was 5178 and  in commercial 
banks was  4235 crores.
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TABLE 1

POST-REFORM ERA
The post reform era began in 1991

TABLE 2

From 1991-2005 the credit from cooperative banks were 
dominant. After 2005, the credit from commercial banks 
was on the rise while credit from cooperative banks re-
mained stagnant due to the rationalization of the latter. 
The credit deposition ratio of commercial banks has also 
been more consistent compared to the cooperative banks. 
Rural banks were encouraged to give credit to farmers to 
reduce reliance on cooperative and commercial banks. 

Central Financial Institutions: Nowadays, short term and long 
term credit needs of farmers are met by National Bank for Agri-
cultural and Rural Development (NABARD). NABARD is an apex 
organisation, established in 1992 for lending operations. It fi-
nances various rural banks and also does complimentary work of 
supervising the credit flow in the agriculture sector. It provides 
innovations in formulation of policies and their implementation 
and evaluation.  The refinance by NABARD to cooperatives, 
commercial and rural banks was Rs. 7075 crore at the end of 
June 2002. It can arrange for funds from RBI and advance loans 
to state banks at a lesser credit ratio for loans up to 20 years. 

Farm credit package: Farm credit package was introduced 
in 2004 under which the banks were advised to double the 
credit to agricultural sector in three years ie by 2006-07.Since 
then the flow of credit has consistently exceeded the target.

Kisan Credit Card Scheme: It was introduced in August 
1998 to ease the cumbersome process of loan advance-

ment.  This innovative scheme comes under the framework 
of farmers, banks and policy makers and has received wide-
spread acceptance throughout the nation. Advisories have 
been given to banks to make it a smart cum debit card.  

Loan structure in drought affected areas: The Reserve 
Bank has a mechanism to provide relief in the event of a 
natural calamity. Guidelines have been established to ensure 
that there is cooperation between the consultative commit-
tees and state/district authorities. RBI guidelines provide 
for cushioning of short term crop loans where the loans are 
converted into normal term loans for which a normal inter-
est rate is applicable. The loans, which need to be restruc-
tured due to drought, are made available for the current fi-
nancial year at an interest rate reduced by 2 percent. 

Institutional Credit in rain fed Areas: Credit is generally 
of two types, short-term credit that involves the credit for 
crop production in a particular year and long term credit, 
which usually involves improvement in agricultural produc-
tion facilities. In rain fed areas, where the situation is un-
known, short-term credit takes front stage and the differ-
ence between the two vanishes with the latter taking back 
stage. Here, a cyclic credit system seems more viable as 
it would cushion the effect of repayment in a year of low 
income. However, it seems unviable in terms of refinanc-
ing the farmer when recovery has not been full. Insurance 
based on credit and risk mitigation schemes such as the 
KCC can help in such scenarios. 

Financing Agricultural investments in Eastern region: NA-
BARD has come up with a refinance scheme to accelerate 
the investment in the Eastern region. NABARD provides 
100% refinance at a concession rate of 7.5%. Four reforms 
viz, Water Resources Development, Land development, 
Farm Equipment (including tractor financing) and Seed Pro-
duction are covered. The commercial banks have to achieve 
a target of minimum 70% lending while the RRBs and co-
operatives are required to achieve 50% overall lending. Self 
Help Groups and Joint Liability Groups are also responsible 
for providing concessional refinance for equipment.  

KINDS OF CREDIT
SHORT TERM CREDIT:
Agriculture has  a huge say in the economy of the nation as 
well as providing livelihood to the entire nation. Farmers are 
helped by financial institutions which provide them credit to 
buy fertilizers, pesticides and seeds for crop cultivation. Such 
loans are called short term credit. A huge variety of crops are 
supported starting from staples(rice etc) to cash crops like 
sugarcane and  cotton including multiple cropping.

TABLE 3

The above table gives an analysis of short term credit given 
by SBC’s, CB’s and RRB’s. Short term credit loan issued by 
CB’s has increased  drastically from 18556 crores in 2000 to  
61951crores in  2010,after that it  stopped issuing loans. Sim-
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ilar  increased  can be observed in SB’s from 10704crores  in 
2000 to 217897crores in 2012.IN RRB’s it began with a mea-
gre 3035 but has increased dramatically to 47011.Loan out-
standing for CB’s, SB’s and RRB’s were 18168,15422 and 
3692 respectively in 2000 and has shown a rise in 2010 being 
54970,167623,33663.From the data given scheduled banks 
have encouraged more credit advancements to farmers and 
have dominated CB’s and  RB’s in the decade.

LONG TERM CREDIT
Agriculture and allied activities such as minor irrigation, farm 
mechanisation, land development, soil conservation, dairy etc 
require a big capital to be invested. For this purpose banks 
offer  farmers credit which can be paid within a maximum du-
ration of fifteen years. This loan is essential for an increased  
yield of crops and development of agriculture  as a whole.

TABLE 4

The  table gives an analysis of long term credit given by fi-
nancial institutions to farmers.The data collected shows loan 
s given to the farmers from the period 2000-2012.The coop-
eratives had issued loans starting with an amount of 8739 
crores in 2000 which increases till 2007 and later shows ups 
and downs till 2010.After 2010  a decline is observed.The 
SCB’s on another hand have shown a tremendous increase 
in loan advancements starting with 5736 crores in 2000 upto 
948980 crores in 2012.The RRB’s began with a meagre 871 
crores and 2012 had 6048 crores issue.

The loan outstanding for CB’s, SCB’s and RRB’s  were 
27967 ,22828,3557 crores respectively in 2000 and 
had  shown a steep increase till 2012.In 2012 there were 
31446,174268 and 17244 respectively.Even in long term 
credit it can be concluded that SCB’s were more dominant 
over its counterparts in providing long term advancements.

DIRECT AND INDIRECT CREDIT
Direct Credit
A loan given to the agricultural sector is called farm credit. 
Direct credit involves lending to the sector in a direct form 
wherein the borrower is directly held accountable for repay-
ing the loan. This involves purchase of farm inputs required 
for agriculture directly by the farmer, self-help groups or joint 
liability groups for taking up agriculture or allied activities.  

Indirect Credit
Indirect credit is that which indirectly affects the agriculture 
sector. It involves loans taken up by farm input producers. 
Here the intermediary is responsible for loan repayment. 
They are considered to be indirect creditor to agriculture. 
Banks prefer indirect credit over direct as the RBI has man-
dated banks to lend at least 18 per cent of loans to agricul-
ture, if they fail to do so, the shortfall in the amount is locked 
in the Rural Infrastructure Development Fund which is consid-
ered by banks to be an inconvenience. To avoid this, banks 
indulge in indirect credit supply to the agricultural sector 
wherein they provide funds to makers of farm input and non-
banking finance institutions which then lend to farmers.

TABLE 5

A significant portion of the agricultural credit is formed by 
indirect credit. Indirect credit accounts for 26% of the in-
crease in credit between 2002 and 2010.  For  while indi-
rect  credit actually fell from 19885-1990. Although, it has 
increased since then, it showed a similar trend in decrease 
after 2010. AS such, indirect credit has contributed a lot 
to the agriculture sector credit.

TABLE   6

Source: Reserve Bank of India, Basic Statistical Returns 
of Scheduled Commercial Banks in India

STATE WISE COMPARISON
The provision of agricultural credit has been compared in 14 
states as shown in the table below. The table compares the to-
tal loans issued in various states over a period of three years 
(2000-2003).It is seen that the share of commercial banks in to-
tal agricultural credit is maximum in Maharashtra followed by 
Karnataka.The share of commercial banks in facilitating crop 
loans is maximum in Orissa followed by Chhattisgarh.

TABLE 7
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WHAT IF FARMERS DEFAULT?
Default occurs when the loan paid by farmers is incom-
plete or delayed and repayment of principle with interest 
is denied. If the  situation has exceeded its time limit the 
bank accounts are considered NPA or follows IRAC norms.   
Income of agriculture is affected by a large no of factors 
such as monsoons, power shortage, floods, hot summers, 
cow’s milk capacity etc. Failure of tractors, well unable to 
dig water, pests destroying the plantations are the most 
common of them all which prevent the farmers from re-
paying back their loans. Default is a function of losses and 
cash flow inefficiencies. It should be managed by:

 (a) Suitable loss insurance
 (b) Suitable repositioning of the loan repayment or instal-

ments.

Default can become wilful if it occurs in spite of good pro-
duction, business volumes were otherwise normal. This 
would show that the cash has been diverted. When loan 
funds have been used apart from the ones which the loan 
has been agreed is called wilful. Wilful default calls for a 
different treatment. These defaults have to be pursued for 
complete recovery. Collateral efficiency plays an important 
role in such cases. Stipulation of high rate of interest, stip-
ulation of repayment, high collateral costs are other fac-
tors which increase defaults. This concludes poor appraisal 
skills and mindless adoptions of standard norms across its 
borrowers.

CONCLUSION
Though the agriculture’s share in GDP has been steadily on 
the decline for the past few decades, it still remains as one 
of the biggest sectors in providing economic prospects to 
more than half the Indian workforce. The growth of GDP 
in this sector is  directly dependent on the flow of agri-
cultural credit which is given strength through commercial 
banks, cooperatives and RRBs. These banks must make 
sure that the loan outstanding is reduced in future in order 
to maintain a sustained cash flow .By improving  banking 
policies and introducing  innovative measures in reaching 
out credit to the farmers, rural and cooperative banks  can  
compete with scheduled banks .

REFERENCE [1] S.THAMARAI SELVI and Dr. K. VETRIVEL, Agricultural Credit in the Pre and Post Reform Periods - A Case Study: Indian Streams Research 
Journal (MAY; 2012) | [2] Ramachandran, Madhura Swaminathan (2005): “Financial Liberalization, Rural Credit and Landless Labour Households-

evidence from a Tamil Nadu Village, 1977, 1985 and 1999”, Financial Liberalization and Rural Credit in India, Tulika Books, pp.157-177. | [3] Rakesh Mohan (2004): 
“Agricultural Credit in India: Status, Issues and Future Agenda”, Reserve Bank of India Bulletin, pp. 993-1006. | [4] Rakesh Mohan (2006): “Agricultural credit in India: 
Status, Issues and Future Agenda”, Economic and Political Weekly, Vol.XLI, No. 11, pp. 1013-1023. | 


