
COMMERCIAL BANKS AND AGRICULTURAL CREDIT _, 
~ IR INILYSIS OF GROWTH IND REGIONAL 

DISPARITIES IR NINETEEN EIGHTIES 

DISSERTATION SUBMITTED IN PARTIAL FULFILMENT OF THE 

REQUIREMENTS FOR THE AWARD OF THE DEGREE OF 

MASTER Of PHILOSOPHY IN APPLIED ECONOMICS OF THE 

JAWAHARLAL NEHRU UNIVERSITY, NEW DELHI 

" ANTONYTO PAUL 

CENTRE FOR DEVELOPMENT STUDIES 
-, "' 

TffiRUVANANTHAPURAM 

JULY 1994 



July 21, 1994. 

I hereby affirm that the research for this dissertation 
ti tledi ,, .. Commercial Banks and Agricultural Credit : An Analysis of 
Growth and Regional Disparities in Nineteen Eighties" being 
submitted to the,Jawaharlal Nehru University for the award of the 
Degree of Master of Philosophy in Applied Economics, was carried 
out entirely by me at the Centre for Development Studies, 
Thiruvananthapuram. 

c===-=-,. d-2 ~' . ....._, 
Antonyto Paul 

Certified that this dissertation is the bonafide woJ::k of 
Antonyto Paul~ This has not been considered for the award of any 
other degree by any other university. 

-n~'/ 
K. Narayana·n Nair 

Fellow 

Supervisors 

Director 

N. Shanta 
Research Associate 

Centre for Development Studies, Thiruvananthapu1::am - 695 011 



ACKNOWLEDGEMENT 

I owe much to many in bringing out this dissertation and I with 
immense pleasure put it on records - here. First and foremost, I 
express my indebtedness to Dr. K. Narayanan Nair and Dr. N.Shanta 
who supervised this dissertation. Constant monitoring and 
encouragement by Dr. Narayanan Nair, from the very start of the 
selection of topic of my study upto the submission of this 
dissertation are unforgetable. His meticulous perusal of the 
thesis draft and criticism have helped me so much in sharpening 
my thoughts and ideas. The scholarly remarks and suggestions 
given by Dr. Shanta have contributed a lot to make improvements 
in this work. 

I am thankful to Dr. K. Puspangadhan for clarifying some 6£ my 
doubts in Statistical methods. I am specially thankful to Dr. 
K.J. Joseph for his scholarly advice and encouragement. Also I 
thank Dr. Sunil Mani for the enriching discussions. 

I thank Dr. P.S. George, the director, CDS and Dr. G.N. Rao, our 
course coordinator. The library staff and the computer staff 
were very helpful, my thanks to them. I also thank Mrs. Girija 
and Sobhana for the help given in typing the thesis. 

My friends, James, Jayakumar, Sanjit, Pinaki, Rajib, Dennis, 
Supriya, Rambabu, Vinod and Lalitha helped me a lot in the course 
of the thesis. My thanks to them. My classmates and the CDS 
community were a nice and jolly good company, making my stay here 
memorable. 

I have received generous help from many others and I am grateful 
to all of them. 

Antonyto Paul 



Chapter 

1 

4 

5 

CONTENTS 

Introduction 

Review of Literature 

Trends and Patterns of Commercial Banks' 
Agricultural Credit 

Determinants of Regional Disparities of 
Commercial Banks' Agricultural Credit 

Conclusions 

Bibliography 

Page 

1_ 

. 
7 

28 

74 

112 

117 



LIST OF TABLES 

Nos Titles 

3.1 Progress of Commercial Banks 

3.2 Population-Wise Distribution of Commercial 
Bank Offic~s (including RRBs) 

3.3 State and Population-wise distribution of 
Commercial Bank Offices 

3.4 Population per Bank Office (Population in 
thousands) 

3.5 State-wise distribution ·of Deposits of 
Scheduled Commercial Banks 

3.6 Overall Outstanding Credit of Scheduled 
Commercial Banks as per Utilisation 
(State-wise Distribution) 

3.7 Sectoral Deployment of Scheduled Commercial 
Banks' Outstanding Credit and Its Percent 
Share to Total Bank Credit 

3.8 State-wise Distribution of Commercial 
Banks' Outstanding Credit to Agriculture 
and Its Percentage 

3.9 Progress of Institutional Credit for 
Agriculture Loans Outstanding from 1970 
to as on June 30) 

3.10 Direct and Indirect Finance to Agriculture 
from Scheduled Commercial Banks, 
Co-operatives and All Institutions 

3.11 Percent Share of States in Scheduled 
Commercial Banks' Direct and Indirect 
Finance 

3.12 Flow and Stock of Short Term Agricultural 
Credit from Scheduled Commercial Banks 

3.13 Flow and Stock of Short Term Agricultural 
Credit from Scheduled Commercial Banks 

3.14 Flow and Stock of Term Credit to Agriculture 
from Scheduled Commercial Banks 

3.15 Flow and Stock of Term Credit to Agriculture 
from Scheduled Commercial Banks 

3.16 Per Capita Deposit from Commercial Banks 

3.17 Per Capita Outstanding Credit of Commercial 

Page 

30 

32 

34 

35 

37 

38 

39 

40 

41 

44 

45 

46 

47 

48 

49 

52 

Banks 53 



3.18 Credit - Deposit Ratio (Region - wise) 

3.19 State and Population-wise Credit-Deposit Ratio 

3.20 Commercial Banks' Agricultural Credit Per Hectare 

3.21 Per Hectare Credit of Net Sown Area of 
Co-operatives 

3.22 Distribution of Outstanding Per Hectare Short Term 
Loans issued by the Commercial Banks by 
Size - Class of Holdings 

3.23 Distribution of Outstanding Per Hectare Term Loans 
issued by the Commercial Banks by Size - Class 
of Holdings 

3.24 State Wise Percentage Share of Assets Owned by 
Households in the Lowest and Highest Groups 

3.25 Percentage Share in the Value of Total Assets 
by Different Household Categories 

3.26 Percentage of Area Under Large Holdings to Area 
Under Total Holdings 

3.27 Weighted Index of Concentration of Cultivated 
Area in Large Holdings 

3.28 Correlation of SCBs' PHC with Measures of 
Concentration of Rural Assets and of Cultivable 
Land in Large Holdings 

4.1 Correlation Matrix 

"4.2 Area Under Non-food Crops 

4.3 Descriptive Statistics of the Variables 
for the period 1980-89 

4.4 Analysis of Regression of Commercial 
Banks' Agricultural Credit Per Hectare 
of Net Sown Area (Y) 

4.5 Result of the Regression Analysis of 
Per capita Credit (X1) 

A.I Per Hectare Credit to Agriculture from 
Commercial Banks 

A.2 Per Capita Outstanding Credit of Commercial Banks 

A.3 Per Capita Deposit from Commercial Banks ( in Rs.) 

A.4 Populati~n per Bank Office (Population in '00) 

A.S Degree of Urbanisation 

54 

55 

59 

60 

62 

63 

66 

66 

69 

71 

72 

77 

85 

88 

90 

94 

101 

102 

103 

104 

105 



A.6 Per Hectare Credit of NSA from Co-operative Banks 

A.7 Percent of Gross Irrigated Area to Gross Cropped 
Area 

106 

107 

A.8 Intensity of Cultivation (Percentage of GCA to NSA) 108 

A.9 Percentage of Area under Non -Food Crops to Total 
Area 109 

A.10 Fertilizer Consumption Per hectare of GCA 110 



LIST OF FIGURES 

Nos Titles 

3.1 Growth trend of agricultural credit during 
1970 - 1991 

4.A.1 Fertillizers consumption during 1980-89 

.·.l 

Page 

42 

115 



AP 

ASS 

BIH 

cv 
GUJ 

HAR 

HIM 

JK 

KAR 

KER 

LDBs 

MP 

MAH 

MAN 

MEG 

ORI 

PACS 

PID.J' 

RAJ 

SCBs 

SD 

TN 

TRI 

UP 

WB 

LIST OF ABBREVIATIONS 

Andhra Pradesh 

Assam 

Bihar 

Coefficient of Variations 

Gujarat 

Haryana 

Himachal Pradesh 

Jammu & Kashmir 

Karnataka 

Kerala 

Land Development Banks 

Madhya Pradesh 

Maharashtra 

Manipur 

Meghalaya 

Orissa 

Primary Agricultural Credit Societies 

Punjab 

Rajasthan 

Scheduled Commercial Banks 

Standard Deviation 

Tamil Nadu 

Tripura 

Uttar Pradesh 

West Bengal 



Chapter 1 

_77\IT"RODIJC 1 1 '01\T 

.1 • .1. The Problem 

The new economic reforms initiated in India has been directed 

towards dismantling a regulated regime which, to a great extent, 

impeded the economy from realizing its full potential for growth. 

The liberalization measures taken are more centered on trade and 

industry. The financial "sector reforms are also viewed as a 

'necessary concomitant of trade and industrial policy 

liberalization so as to give a competitive spirit and efficiency 

. 
to the financial sector' L_ But one major point to be remembered 

in this context is that a faster growf_h of industry leads to a 

faster growth in demand for food and fibre. If this is not met the 

resulting pressure on balance of payments, on the prices of 

essential consumption goods, or both will constrain the expansion 

of industrial out.put. Therefore, the very success of the new 

economic reforms necessitates a quickening of the tempo of 

aaricultural arowth. - -

In this context, available evidence shows that between 1970/71 and 

1991/92 the overall growth performance of agriculture registered a 

trend growth rate of 2.5 percent per yea~2 . Compared to previous 

decades it is significant3. But compared to the plan targets (of 

R.B.I. (1991) : Report of the Committee on Financial System 
(Ch. M. Narasimham) P.2. 

2 A~:Vaidyanathan, (1994) 'Food and Agriculture' (Se.cond 
India Studies Revised Series} MIDS, Madras, P.23. 

3 Duririg 1891-1947 annual growth rate of Inc'lian agriculture 
was just 0.11 per cent {see George 'Alyn,(1966): 'Agricult_ural 
Trends in India 1.891-1.947: Output, Availability and Productivity', 



4 to 4.5 percent), the performance was not very satisfactory. Since 

the growth rate was only 2. 5 percent improvement in percapita 

··· supply of agricultural output ·remained very small. Average 

percapita food grain production which was 443 grams per day during 

1971-75 could rise only to 473 grams per day during 1986-90, ie, an 

increase of mere 6 to 7 percent (Econo·mic Survey, 1992-93) . 

The overall growth besides being slower than the targeted, is also 

marked by inter regional disparities. This problem has attracted 

widespread attention. During the period 1970-90 total food grain 

production'in India grew at an average annual rate of 2.7 percent. 

But a comparison of states and districts reveal considerable 

regional variation. While a few states registered a growth rate 

higher than the national average [for example Haryana (4.2 

percent), Punjab (5.3 percent), Kerala (3.8 percent), Uttar Pradesh 

(3.92 percent} and Maharashtra (3.81 percent)], many other states 

(like Bihar, Rajasthan, Orissa, etc.) showed a growth rate lower 

than the national average. The district level comparison of 283 

districts for the period 1970/71 to 1980/83 reveals that while 53 

districts had an above 5 percent annual growth rate of food grain 

production 1.07 districts remained with a growth rate less than 1.5 

percent4• In terms of per capita agricultural output also regional 

variation was quite prominent. In 1977 northwestern states like 

Punjab, Haryana, and Western U.P. had a significant rise in per 

University of Pennsylvania Press, Philadelphia, P.96). During 
1950/51-1965/66 ~nnual growth rate w~s faster. But the pattern was 
mbre an extensive cultivation than intensive. 

4 Bhalla G.S. and Tyagi D.S. (1989): "Patterns i.n Indian. 
Agricul t.ural Development : A District Level Study", Institute for 
Studies in Industrial Development, New Delhi. 



capita output, eastern states and larger parts of south and central 

India noted a decl ine5. 

A natural question that arises here is 'why it was so?'~ Only few 

studies have gone into this problem. Some general factors behind 

this r-egional variations can be traced to differences in the levels 

and quality of irrigation, differences in the fertilizer use, 

varying land tenure syst.em, etc6. According to Ni lakant.ha Rath 

(1989) one major reason for the regional variation noted in the 

agricultural growth was the hi.ghly skewed distribution of 

institutional credit to agriculture. In 1984-85 six relatively 

prosperous and we]] banked states of Punjab, . Haryana, Andhra 

Pradesh, Karnataka, Kerala and Tamil Nadu accounting for only 25 

percent of the total cultivated land in the country amassed about 

50 percent of term loans while six other relatively backward and 

less banked states viz. Assam, Orissa, Bihar, West Bengal, Madhya 

Pradesh and Rajasthan which possess about 40 percent of total 

cultivated land received only 22 percent of the tenn loans. (N. 

Rath, PP.). Other writers too have pointed out the glaring 

disparities in the agricultural credit [Tara Shukla (1971), S.K. 

Basu (1979), Dadibhavi (1988), and others.]. But there has not been 

adequate attempts to unravel the fact.ors underlying this disparity. 

An indepth analysis of this problem may help us to understand 

···· better the glaring regional variations in the growth performance of 

5 M~hendra Dev (1985): "Direction of Change in Performance of 
all Crops in Indian Agriculture in the late 1977", in Economic and 
Political Weekly, December 21-28. 

· · 6 Mukh~rjee C. and A. Vaidyanathan (1988): 'State-wise 
,,, Analysis of Agricultural Growth', in Narain et al (ed) "Recent 

Advances in Agricultural Statistical Research", John Wiley, New 
· ···· Delhi. 
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agriculture. In this context a study on the inter regional 

disparities in the institutional credit to agriculture assumes lot 

of significance. 

1.2 Objectives and Scope 

The present study deals with agricultural credit by commercial 

banks. One of the major factors that has contributed to the 

nationalization of major commercial banks was to meet the growing 

l'equirt=!mt=!nts of agricultural <""!redi t cosP.qlJP.nt to the spread of the 

green revolution. During the post nationalization period growth of 

commercial banks' agricultural finance was quite phenomenal. 

Retween 196q and 1991 the number of bank offices skyrocketed from 

8262 to about 60000. Bank deposits as a percentage of GDP rose from 

13 per cent to 35 percent and bank advances from 10 percent to 25 

percent. Agricultural credit rose from mere 180 crores fo about 

20000 crores. At present commercial banks are the major source of 

agricultural credit. The present study, therefore, attempts to 

examine if the quantitative growth is accompanied by qualitative 

improvement in terms of regional inequalities. 

More specifically the objectives of the study are the following: 

1) to assess the inter state disparity in the supply of credit to 

agriculture from commerciaJ. banks in the eighties, 

2) to provide an explanation for the said disparity, and 

3) to make Certain suggestions for a more balanced supply of 

agrjcultural credit. 

!. 



The scope of the study is restricted mainly to the agricultural 

credit supplied by the scheduled commercial banks (including RRBs) 

in India. 'Credit' considered here, in general, is the outstanding 

credit as on end of June of the concerned year. Both production 

credit ·as well as investment credit are included in the t.erm 

'credit'. The term 'region' stands here for the states in India. 

Space reference of the study is mainly 20 states and the time 

reference is the nineteen eighties taken as 1979/80 to 1988/89. 

1.3 Data Source: 

Our study is n1ainly based on secondary data collected from the 

various publications of RBI, NABARD, CSO, Directorate of Economics 

and Statistics, Ministry of Agriculture, Fertilizer Association of 

India, All India Census, CMIE, etc. 

Data related to bank credit, gross cropped area, Net Sown Area, 

etc. were available for the various years of eighties. But the data 

related to population for the various years are based on 1981. 

census and projections are mad~ for the 6ther y~~rs. Coefficient of 

concentration of rural assets is based on All India Debt and 

Investment Survey 1981-82. Concentration of area under large 

holdings was computed from CMIE data for the two time points 

1.980/81 and 1985/86 . 

. l. 4 Chapter Outl.ine: 

The rest of the study is organised as follows: 

Chapter 2 gives a brief review of studies and reports closely 

related to the topic_ of our study. In chapter 3 the trends . and 

patterns of agricultural credit from commercial banks are analysed 
'• 
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under 5 sections. Section 1 deals with growth of banking 

infrastructure. Section 2 traces the trends and patterns of bank 

deposits and credit. An analysis of the supply of agricultural 

finance by commercial banks is made in section 3. Section 4 

discusses the regional disparities in the commercial banks' 

agricultural credit. Association of agricultural credit with 

concentrations of rural assets and cultivable land in large 

holdings is ana J ysed in the section 5. Chapter 4 traces the 

determinants of regi6nal disparities of commercial banks' 

agricultural credit per hectare of net sown area. There are two 

sections. In section 1 method of analysis is stated and hypotheses 

are for'mulated. Sect.ion 2 deals with test. of hypotheses and 

interpretation of the regression results. The final chapter 

(Chapter 5} gives the conclusions. 

6 



Chapter ~ 

REVIEW OP' LITERATURE 

A plethora of studies and rep6rts have gone into various aspects of 

agricultural credit in the past. While some of these studies deal 

with the relationship of credit and agricultural growth some others 

discuss credit in relation to new technology. Also we come across 

themes like production orientation of credit, credit and macro 

economic policies, regional dimensions of credit etc. A review of 

these studies which are relevant from the poi.nt of view of the 

present. st.udy is gi. ven below under three heads viz., 

(a) Need and growth of agricultural credit 

(b) Regional dispal'~i ties of agricul t.urA1 credi. t. 

(c) Recent issues related to agricultural credit. 

a. Need and GroJiilth or Institutional Credit to Agriculture 

The first major effort to assess the credit requirements of the 

rural sector and t.o examine the performance of the existing credit 

institutions in order to draw up a long term programme of rural 

credit was. made by the All India Rura 1 Credit Survey ( 1 954) 1 

conducted by RBI. The rt=!ference period of the survey was from 

November 1951 to July 1952. 

The report revealed that 93 percent. of agricultural credit was 

issued by the non insti t.ut.i.onal agencies and t.he share of co-

operatives and government together was about 6percent. Commercial 

banks' share was even less than 1 percent.~ The co.mmi t t.ee 

recommended to- revamp the cooperative credit structure in such a 

RBI, All India Rural Credit Survey - Report of the Commit. t"ee of 
Direction, Romhay, 1954. 

RBI, op.cit., Vo1.2, p. 167 



way that it could play a major role in the supply of institutional 

credit to agriculture. 

However, the committee could not foresee the need and importance of 

bringing commercial banks into the field of agricultural credit. 

The committee also failed to bring out a formal analysis of effects 

of introducing a system of co-operatives upon the workings of rural 

credit market. 

All India Rtlral Credit Review Committee, 3 1969 is of special 

significance in the sense that it was this committee that 

recommended for bringing commercial banks actively into the field 

of agricultural credit. The nationalisation of banks in 1969 was 

a follow up of this recommendation. 

The Committee pointed out the weaknesses of the co-operative credit 

system like lag in disbursal, low deposits, high overdues etc. The 

Committee asked for a preferential treatment of small farmers which 

is to be well appreciated. Credit also goes.to this committee as 

it is the one that advocated multi agency approach in agricultural 

credit. 

Report of the Wot·king Group on Rural Banks 4 (1975) was another 

important report in the sense that it recommended the setting up of 

Regional Rural Banks {RRBs) for a speedy and less costly financing 

of the small and marginal farmers and the weaker sections of the 

f society. The nature of RRBs, as spelt out by the Committee, should 

RBI, Report of the All India Rural Credit Review Committee, 1969. 

RBI, Report of the Working Group on Rural Banks, 1975. 
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contain a local feel and familiarity with the rural problems which 

the co-operati_ves possess and a degree of business organisation, 

ability to mobilise deposits and access to central money markets 

and a modernised outlook which the commercial banks possess. They 

are to supplement and not to supplant the other institutional 

agencies in the field. The RRBs are basically commercial banks but 

have some special features. Specific area of operation, a target 

group of weaker sections, stipulation of interest rate to be 

charged not above that of co-operatives etc. are such features 

specific to RRBs. 

But all these specific features bring about an aspect of non-

profitability and non-viability into the system of RRBs. But the 

Committee failed to suggest any measures to overcome this built-in-

limitations. 

Committee for Reviewing Arrangements for Financing Institutional 

Credit for Agricul tut·e and Rural Development (CRAFTCARD) (1981) 5 

· w~s another milestone in the literature related to agricultural 

credit. Agricultural development is viewed in a broader spectrum 

of rural development and it advocated the establishment of NABARD 

as the apex body of agricultural and rura 1 credit. Anot.her 

recommendation was for better spread of branches of commercial 

banks to rural areas. Thirdly, the ~ommittee strongly defends the 

need and importance of RRBs and demand for further concessional 

refinance from toiABARD, taking into account the target group of 

RRBs. 

RBT, Report of the Committee for Reviewing Arrangements for 
Financing Institutional Credit for Agriculture and Rural Development 
(CRAFICARD), 1981. 

q 



Vipin Behari et.al. (1975) 6 made a study of requirements and 

availability of credit in a block called Tanda in Uttar Pradesh. 

They found the correlation coefficient between farm size and per 

hectare credit to be positive which means proportion of c-r·edi t 

increased with farm size. They also found that major share of 

credit for small farms came from co-operatives rather than 

commercial banks. This study is a micro study of a block and 

generalisation of the findings may have i t.s limitations. For 

example Nilakanta Rath (1989 b) observed that at the all !ndia 

level, propot'tion of small farmers financed by commercial banks 

were more than that by co-operatives (p. 242). Also, a study made 

by S.K. Basu (1979) revealed that farm size had a rather negative 

impact on agricultural credit from commercial bank. 

M.V. Gadgil (1986) 7 made a review of performance and policies of 

institutional agricultural credit for the period 1973/74- 1982/83. 

Five major points he found as the features of the policies related 

to the agricultural credit were (i) multi-agency system for 

dispensing credit; (ii) an explicit relat.ionship between credit and 

input use or credit and fixed investment; (iii) security for loan 

being no longer the sole determinant of credit; (iv) credit 

planning to subserve major national programmes for agricultural 

growth, backward area development and eradication of poverty; and 

(v) concessional interest rates on agricultural loans. 

Vipin Bihari et.al., "A Study of Requirements, Availability, Cost 
and Sources of Credit of Small Farmers in Block Tanda, Faizabad, 
Uttar Pradesh", Indian Journal of Agricultural Economics, Vol. 30, 
No.3, 1975. 

M.V. G~dgil, "Agricultural Credit in India, A Review of Performance 
and Policies", Indian .Journal of Agricultural Economics, Vo1.41, 
No.3, 1986. 

10 



With regard to growth of agricultural credit he notes that inspite 

of the ·· credit deepening, credit widening (i.e. bringing more 

farmers into the field of institutional credit} was poor. In 1982-

83, only 23 percent of estimated 936 lakh operational holdings in 

the country might have received production credit from the 

financial institutions. Needless to say about investment credit -

only about 2 percent of the cultivating households received 

investment credit. 

Another finding is the positi.ve correlation between the prod11ction 

of major foodgrains and institutional credit in 11 major foodgrain 

producing states. 

He presents certain issues for further discussion. One major issue 

he deals with is the viability question of financial institutions. 

He opines that existing interest rate is not adequate to cover the 

transaction cost and the risk of default of repayment. 

loan recovery is deteriorating. 

Besides, 

His comment on the problem of credit widening is very important. 

According to Nilakanta Rath's estimates the percentage of 

households receiving investment credit is even less than 2 percent 

(Rath, 1989b, p. 243). His analysis of 'viability' issue seems to 

suggest implicitly a higher interest rate on agricultural credit. 

In a later article {Gadgil, 1992) he has explicitly argued for 

that. But how far it will affect agricultural investment and 

whether . it would be affordable for the poor farmers are to be 

looked into,. 

11 



V.M. Dandf!kar And F.TC Wadia (l9Rq) 8 give a detailed historical 

review of institutional credit to agriculture starting with the 

introduction of 'Taccavi loans' in l793 upt.o the 8t.h Plan 

perspf!ctives. They analysed the growth of institutional credit in 

various plan periods. Detailed tables relating to the performance 

of 3 tier cooperatives, LDBs, SCBs and RRBs from 1947 to 1988 are 

presented alongwith. Here the authors have given a historical 

narration, though not a critical study, of the institutional credit 

~pto the eighties. 

Clive Bell (1990) 9 critically examines the growth of institutional 

rural credit in India vis-a-vis informal credit. He cautions that. 

the offieial estimates of share of institutional credit in the 

rural credit is exaggerated. He quotes the studies made by World 

Bank ("Impact of Agricultural Development on Employment and Pqverty 

in India": :1 qaq) and the study by Int.ernational Crop Research 

Institute for Semi-Arid Tropics (ICRISAT) and shows that the share 

of non-institutional c""!redi t is still higher than t.he official 

estimates. 

He remarks that the institutional agencies haven't come up to the 

skill and knowledge of the rural moneylenders in dealing with rural 

credit. He cautions against the mounting overdues of institutional 

agencies. Between two time points 1973/74 and 1985/86 overdues 

(with respect to annual demand) of LDBs steeply rose from 23 

V.M. Dandekar and F.K. Vadia, "Development of Institutional Finance 
for Agriculture in India", Journal of Indian School of Political 
F.conomy, Vol.1, No.2, lq&9. 

Clive Bell, "Interaction between Institutional and Informal Credit 
Agencies in Rural India", Vorld Bank F.conomic Review, 4(3), 1990. 

12 



percent to 45 percent for commercial banks, a slight decline from 

49 percent; and for PACs it hovered around 40 percent. 

Bell, therefore, presents a few policy measures to be adopted for 

a healthy growth of institutional credit in the rural India. They 

are: 

i. Use the knowledge of the informal moneylender in the formr.tl 

sector; 

ii. Interlink institutional credit with marketing and supply of 

inputs: 

iii. Use direct measures to raise incomes in underdeveloped areas. 

Infact, the observation of Bell that the official estimates of 

institutional rural credit is exaggerated might be reasonable. 

Report of the Committee to review Administrative Arrangements for 

Rural Development (CAARD), set up by the Ministry of Agriculture 

(1985) estimated that only 40 percent of the rural credit. was 

provided by institutions. The policy measures suggested by Bell 

are quite signifjcant. Jn fac~ it is the so c~lled 'dead weight 

price' of complicated formalities of credit institutions for 

availing credit which is one of the major reasons that pushes the 

farmers to moneylenders. Also, the farmers are to be more equipped 

with greater income so as to be able to repay the loans and for 

this government has to take up certain fiscal measures to raise 

their income. 

13 



H. P. Binswanger e.t. al. ( 1993) 10 examined the impact of agrocl imatic 

endowmAnts, financial institutions and government infrastructure on 

agricultural investment and output. It is a time series and cross 

sectional study of 85 districts in India for the period 1960/61 to 

1981/82. They have used multiple regression to measure the effect 

of various explanatory variables related to agro climate, 

infrastructure and financial institutions on the dependent 

variables related to agricultural output. and private agricul t.ural 

investments. 

The study has brought out certain important findings. Expansion of 

branches of commercial banks accelerated private investment in 

agriculture like investment in tractors, pumps, milk animals, draft 

animals and increases .fertilizer demand. Also, it is found that 

commercial banks preferred to be located in irrigated area and they 

avoided areas of drought and flood potential. The study has also 

brought out the negative impact of rate of interest of bank loans 

on agricultural investment. 

b. Reg.ional D.isparities Related to .Tnstitutiona.1 Credit to 
Agriculture 

RBI Bulletin (October 1969) 11 m~de an interdistrict comparison of 

spread of banking. It was a major attempt to compare spread of 

banking with agricultural development for 300 districts in India. 

It constructed a composite index for (a) agrictiltural development, 

{h) spread of banking and (c) extent of deposit mobilisation. The 

!! 

H. P. Bi.nswanger et. al. "How Infrastructure and Financial 
Inst:i tutions Affect Agricultural Output and Investment in India", 
Journal of Development Economics, 41, 1993. 

RBI, "Inter District Comparison of Spread of Banking and 
Agricultural Development", RBI Bulletin, October 1969. 

14 



distri~ts were rAnked Accordingly. The study showed that there is 

considerable gaps :i.n banking development between the districts. 

One limitation of thi.s study was that the credit disbursed by the 

banks was not included in the composite index and hence inter 

district disparity of credit could not be assessed. 

Tara Shukla (1971) 12 made an inter-state analysis of institutional 

finance to agriculture. The study is divided into 2 parts. In the 

first part she ranked the states with regard to the per hectare 

institutional credit. In the second part she selected a few socio-

economic variables and found out the multiple correlation 

coeffi~i_ent in order to explain the regionAl variation. She found 

that among the variables that affected the per hectare credit most 

in 1968/69 wAs assets per household. But in 1 970 Fer'ti 1 i zer 

Consumption was the most significant variable correlated to the 

agricultural credit.. She opines that this change implies a change 

of policy of the credit institutions. Earlier they were providing 

credit.,more on the basis of asset of the borrower. But later an 

agrictrl tural inplit orientation had greater influence on the credit-

disbursal and that was a welcome- change.0· One limitation of this 

study is that it gives the correlations of credit per hectare and 

certain socio-economic variables. An adequate explanation of 

variations of credit per hectare is not provided with. 

-Tara Shukla, 
Agriculture", 
No.4, 1971. 

"Regional Analysis of Institutional Finance for 
Indian Journal of Agricultural Ec,momics, Vol .?.fi, 
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S.K. Basu (1979) 13 did a detailed study on regional disparities of 

commercial banks' credit to agriculture. It is a cross sectional 

study of 283 selected districts for the year 1973. He found that 

there were wide variation across the states with regat'd t.o per 

hectare ~redit to agriculture. The gap was as wid~ as 1.2 paise and 

Rs.1120.80. The :i_nter district disparity measured in terms of 

coefficient of variation amounted to 2.32. He attempted to trace 

the determinants of the regional disparity of agricultural credit 

by using regression method and found that certain banking, 

institutional and productivity variables are responsible for this 

variation. Basu has taken into consideration most of the relevant 

variables to explain the regional disparity. But since it is a 

cross sectional study, generalisation of the findings over time is 

not warranted. 

A.S. Kahlon and Karam Singh (1984) 14 attempted to highlight the 

regional dimension of agricultural credit. The distribution and 

disparities in the inst.i tutiona 1 credit and spt'ead of banking for 

the period 1951-1981 is analysed. The inter-siate disparity was 

found quite large. In 1977-78 per hectare credit for Kerala was 

Rs.343/- whereas that of Assam was just Rs.6/-. 

In most of the years the ranks of states remained same for 

institutional credit to agriculture. They found that credit was 

flowing more to relatively better off states. Another finding of 

this study is that commercial banks' credit to agriculture and that 

11 

!4 

S.K. Basu, 'Commercial Banks and Agricultural Credit: A Study in 
Regional Disparity in India', Allied Publishers, New Delhi, 1979. 

A.S. Kahlon and Karam Singh, Managing Agricultural Finance - Theory 
and Practice, Allied Publishers, New Delhi, 1984. 
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of co-operatives were additive and moved together. The correlation 

coefficie~t between the two for 1977-78 was 0.82~ Thus regions 

which got the credit, got credit from both the sources and others 

didn't receive from either. But the study didn't look into the 

factors responsible for the regional variations. 

Nilakanta Rath (1989a) 15 has given a detailed explanation of the 

decline in agricultural investment in the nineteen eighties. One 

reason for this decline, pointed out, was the inter-regional 

disparities of institutional credit to agriculture that led to the 

lower private capital formation in agriculture. As a result, 

public capital formation in agriculture which was on decline could 

not be complemented satisfactorily. This led to the overall 

decline of fixed capital formation in agriculture. It is true that 

an increasing proportion of private investment in agriculture was 

financed by institutional credit. For example, in 1973-74 31.8 

percent of private fixed capital formation in agriculture was 

financed by institutional term loans whereas in 1984-85 it came 

upto 53.6 percent. But the skewness of distribution of term loans 

was found to be quite large. In 1984-85 six relatively developed 

states viz., Punjab, Haryana, Karnataka, Kerala, Andhra Pradesh and 

Tamil Nadu accounting for just 25 percent of the total cultivated 

land in the country amassed about 50 percent of term loans while 

another six states (4 eastern states, Madhya Pradesh and Rajasthan) 

accounting for 40 · percent of cultivated land received only 22 

percent of the term loans. The study gives detailed information 

regarding capital formation in agriculture, state-wise shar·e of 

l! · ·· Nilakanta Rath, "Agricultural growth and Investment in India", 
Journal of Indian School of Political Economy, Vol.1, No.1, 1989. 
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term loans etc. However as the reference period of this study was 

only upto 1984-85 the latter part of eighties did not figure up in 

the analysis. 

N. Rath (1989b) 16 tr~ces the growth pattern of institutional credit 

to agriculture with special reference to short term crop loans, 

during the period 1973/74 - 1984/85. Inter-state disparity between 

the states was considered in the case of crop loans too. The six 

well banked states (Punjab, Haryana, Karnataka, Kerala, Andhra 

Pradesh and Tamil Nadu) accounting for about 25 percent of total 

cultivated land in the country bagged 56 to 60 percent of short 

term loans while four eastern states, Madhya Pradesh and Rajasthan 

with 40 percent of cultivated land co11ld avail only 16 percent of 

the short term credit. 

The poor coverage of the credit institutions is highlighted by the 

study. He points out that only about 1.~5 percent of cultivator 

households in the country received term loans from credit 

institutions a year. He sheds light also on the point that the 

nominal increase in credit is not that much significant in real 

terms. If in 1971-72 t.he value of total crop loans mat.ched 80 

percent of total value of 5 major inputs viz., fertilizers, 

insecticides, charges for electricity: diesel oil and irrigation: 

in 1975-76 the crop loans could match onl.y 45 percent of the value 

of inputs. Sirice then the crop loans do not even match the value 

of fertilizer alone. This calls for greater increase in the 

quantum of agricul t.ural credit. He also cautj ons that. credit alone 

Nilakanta 'Rath, "Institutional Credit for Agriculture in India", 
Journal of Indian School of Political Rconomy, Vol.l, No.1, 1989. 
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is 'frustrating and worse' unless it is accompanied by more 

government expenditure on infrastructure to expand production base. 

In the light of this st.udy we cfln extend the analysis of t.he 

disparity in crop loan covering all the states and covering the 

latter part of the 80's too. 

S. Sunanda's study (1991) 17 of institutional agricult.ural credit 

in Kerala highl ight.s t.he in'ter district disparity. In per hectare 

credit, Ernakulam and Trichur stood highest while Palghat ranked 

the lowest. Regional disparity of agricultural credit from 

commercial banks decreased between 1974/75 and 1985/86 while that 

of co-operatives increased. She hfls used Principal Component 

Analysis to explain the variation. 3 sets of variables are used 

for explaining the variation of per hectare credit from Commercial 

Banks and co-operatives viz., Banking Variables, Asset Variables 

and Producti vi t.y Variables. 

One limitation of the analysis was that the same variables are used 

to explain variation of credit from commercial banks and 

cooperatives. Even in the banking variables li.ke per capita credit, 

per capita deposit etc. only commercial banking variables were used 

to explain variations in cooperatives too, instead of considering 

variables relating to cooperatives. 

! 7 S. Sunanda, 'Institutional Credit to Agriculture in Kerala - i\ 
Disaggregated Analysis' 1 (Unpublished K.Phi 1 Thesis) 1 Centre for 
Development Studies, Trivandruro, 1991. 



RBI Staff studies (1qq3) 18 presents the current status of credit-

deposits ratio (C-D Rffti.o) and explains the steps taken by tht=! 

banks in reducing regional disparities. It is argued that the 

general lowering of e-n Ratio is due t.o t.he increasing cash Reserve 

Ratio {CRR) and Statutory Liquidity Ratio {SLR) and due to the low 

the absorptive capacity of underdeveloped regions. The study has 

shown that the steps taken by banks such as branch expansion in 

ru:t'al C!P.nt:t'es, sti pulatinn of 60% e-n rfft.i o for rural centres, IRDP 

programmes in underdeveloped regions etc. hav~ helped in reduction 

of regional dispffrities. The pFipt=!r ff] so gi Vt=!S respcYr1St=!S t.o the 

suggestions from various circles for improving C-D ratio in 

underdeveloped regions. Much of tht=! suggt=!stions involve 

infrastr·uctural development progrannnes and as such, the paper 

argues that they Are duties of the stAte governments and not of 

banks. 

The argument that low absorptive capacity is the major reason for 

lowering of C-D ratio in under developed regions is not fully 

acceptable because even in such regions, dependence even on non 

institutional credit is quite high. 'I'hi s means that lower C-D 

ratio is more because of supply constraints from the part of banks 

thAn solely due to a demand constraint. 

Again, the stipulation of 60 percent e-n ratio for rural centres, 

that is much hailed in this paper is in fact not properly 

maintained by the banks. In 1991 in 12 states C-D iatio wa~ lower 

RBI Staff Studies (1993), Credit-Deposit Ratio: Current Status & of 
Future Correction (prepared by Rashmi Malhotra}, 1993. 
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than 60 percent for the rural centres. Besides nor·th-eastern 

states, relatively less developed, had the lowest C-D ratio. 

(c) Recent Developments Re.lated to Agricultural Credit 

Certain writings that deal with the recent financial reforms in 

India r the expert committee reports that led to such reforms, 

issues like declining agricultural investment etc. have reaffirmed 

the significance of institutional credit to agriculture. 

Khusro Committee Report (l989)n is an ext.ensive report covering 

1974 pages which reviews the agricultural credit system in India 

and makes some recommendations for its improvement. The Committee 

remarks that though the institutional credit t.o agriculture has 

grown considerably in quantityr there is a deteriorati.on in 

' quality. To counter this, the committee asks for higher deposit 

mobilisationr relative freeing of interest rates from administered 

rates, more effective lending and recovery and more 

credit institutions. 

The recommendations af the committee which can have 

consequence on agricultural credit are the following: 

(i) Interest rates on agricultural loans other than that for a 

redefined priority sector of small and marginal farmers and 

weaker sect.ions of the society be freed of any regulation 

except a ceiling limit of 15.5 percent. The interest charged 

on loans for this redefined pri.ority be 1.5percent above the 

t! 

. . t . ~ . ])i ~ . 
mAXJ. mum 1.n terAs t the >An ks gwe X: (~)Jo~~~ :- ('(J 4-4) ' 4 4 ("'N,S 

Nit 
RBI, Review of the Agricultural Credit System in Tndia - Report of 
the Agricultural Credit Review Committee (Ch. A.M. Khusro), 19Rq. 
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( ii} Direct.ed lending be restricted t.o the re-defined priority 

alone. 

(iii} RRBs be merged with the sponsoring banks and a new National 

Co-operative Bank of India (NCBT) be set up as apex body of 

co-operative credit. 

The committee's demand for raising interest rate and limiting 

directed credit is on the ground of viability and profitability of 

credit institutions. But in such cases a better alternative would 

be to share the burden of developmental programmes by the 

government by providing for greater refinance facility. Again, the 

committee's recommendation of merging of RRBs would be like 

suggesting amputation as the cure for sickness. Since the target 

group of RRBs is the weaker sections it. is quite natural t.hat they 

have some built-in-limitations and hence deserve some special 

refinance facilities whieh was suggested earlier by CRAFTCARD. 

Institution of NCBT would be useful provided it doesn't mark the 

working of NARARD. 

s. '[._ Shetty ( 1990} 20 analyses the decline in agricultural 

investment in the eighties. Four aspe<"'!ts of the decline enunciated 

are: (1} Decline of Gross Capital Formation, (2) Decline of 

Investment in relAtion to GDP from agri.cultuJ:'e, · (3) Decline of 

Ratio of Public sector capital formation in agriculture to total 

public sector domestic capital formation and ( 4) The decline in 

fixed capital formation as percent.age of GDP in agriculture. As a 

result. the annu.al compound growt.h rate of GCF and GFCF became even 

S.t. Shetty, "Investment in Agriculture - A Brief Review of Recent 
Trend~", ~conomic and Political Weekly, 17-24 February, 19qo. 
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negative (-1.5 percent and -2.8 percent respectively) in the period 

1980/81 - 1987/88. But he found that during this period compound 

growth rate of institut.ional credit to agriculture was 15 percent. 

Still, private sector capital formation in agriculture grew only by 

9.1 percent. The study has not gone into the discrepancies between 

increasing institutional c~:r·edi t and lowering of agt'icul tural 

investment. In fact it is a major issue that needs deeper probe. 

TITarasimha:m Commi tteP. Report ( 1991) ~i presents a review of the 

financial system and give certain recommendations for "infusing 

greater competitive viability into the system" of commercial banks 

as a concomitant to the structural reforms initiated by the 

Government of India. We review here only those recommendations 

which are closely related to agricultural credit. They are: 

(1) Tnte:r·est rate on agrieultural ct·edit be rationalised and 

concessional rates be phased out; 

(2) Directed Lending be gradually phased out and for the interim, 

directed lending be limi.ted to redefined priority sector of 

smal.l and marginal farmers and weaker sections and that ~oo be 

limited to 10 percent of the aggregate lending of commercial 

banks; 

( 3) Set up Rural 'Ranking Subsidiaries (RBSs) to take over the 

rural branc"!hes of commercial banks and whet·ever needed the 

branc~hes of RRBs too. Also the branch licensing policy be 

!1 

abolished. 

RBI, Report of the Committee on Financial System (Ch~ M. 
Narasimham}, 1QQ1. 
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Jn fact 1 the recommendations of Narasimham ~ommittee is a bone of fo~ 

contention. While some hail it as a successful step for structural 

refor·ms many conceive it as t.urni ng the 'banks into a handmaiden of 

t.-.-·ade and industry, nAglecting the crucial agricultural sect.or. 

Rationalisation of intArest rate would certai.nly make bank credit 

unaffordable for most of the farmers. Phasing out of directed 

lending can 1Aad to starvation of funds in many backward regions: 

aggravating regional disparity. Setting up of RBSs would lead to 

reduction in volume of agricultural credit. Abolishing of branch 

licensing pol icy would adversely affect the rural areas. The 

l''easonahlt'!ness of these rt'!r~oromt'!ndo=tt.i ons are t.o bt'! treat.t'!d with 

caution as the report. lacks any empirical support for. these 

recmmnenda t ions. 

M.V. Gadgi1. (l992)n makes a review of the three major. 

recommendFt t ions of the r.;arasimham and Khusro Connoi t tee Repcn~ts 

regarding directed credit 1 interest rate and re-structuring of 

agricul tl)ral credit institutions and a,nalyses the 1 i kely impacts of 

these on future of agricultural credit. 

Though he agrees t.hat thesP. reforms may rP-duce the volume of 

institutional credit to agriculture 1 he is, practically, supporting 

these new rP.forms. He supports the hike in interest rates on the 

basis of his study of 5 major crops in six states which reveals 

that farmt'!rs can afford an interest rate upto 24 percent on crop 

!! T.f. V. Gadgil, "Future of Institutional Credit to Agdeulture in 
Tncl:i a: r.i kely Tmp<H~t of Narasirnham and Khusro Commi t.tee Reports" I 
Tndian Journal of Agricultural Economics, Vol.41 1 No.2 1 1Q92, 
pp.25'S. 
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loans. Also he r.~rgues t.hat. a higher rate of interest would 

dissuade large farmers from borrowing agricultural credit to use in 

non-agricult.ural purposes. Besides, t.he co-operatives c""!an attract 

more deposits by giving better interest. 

But Gad(dl's emnirical !':t.udv is a verv narrnw studv which can't be -· .. ··-. . - . ... 

generalised as cost structure considerably varies from region to 

region. Besides, even the NABARD's study shows that at the most 60 

percent farmers may be able to afford an interest rate of 24 

percent on term loans (Annual Repnrt of NABARD 1989-90). 

Therefore, a more comprehensive study taking into consideration 

many other factors affecting regional dimensions of agricul.tural 

credit may provide a better critique of these reports. 

D. Narayana 2' (199?.) .l makes vehement criticism of the 

recommendations of Naras:imham Committee Report, especially nf 

phasing out of directed credit programmes. He argues that this 

recommend at i.on has nei thet' a logi c~a 1 basis nor any empi r:i ca 1 

support. He argues that the three gt··ounds on whieh thf! phasing out 

of directed lending :is based are not empirically valid. Firstly 

delinquency rate is not related to directed credit. He quotes the 

study of Wiggins and Rajendran to show that recovery performance of 

Nationalised Banks in Madurai was better than that of private banks 

which are more cautious on lending. Secondly, lower credit 

business in rural branches, as the report claims, does not stand. 

For instance, Credit-Deposit ratios of rural bran~hes was not very 

l! D. Narayana, "Directed Credit Programmes - A Critique of Narasi.tnharn 
Committee Report", ~conornic and Political Weekly, 8 Feb. 1992. 



low. Thirdly, the argumP.nt of the Report that cost of creditr is 

not the most important thing but the availability of credit is like 

saying that "a hungry man needs access to food, does not matter 

what its cost". 

Besides these arguments, he points out certain other positive 

effects of direct~d lending viz. it helps to reduce the role of 

informal moneylender, and checks the interest rate charged by the 

informal sector etc. His criticisms are important. But he does not 

touch the other side of the coin viz., the 'viability' problem of 

ct·edi t instit.ut.i ons. 

·D. Narayana (1993) 24 is a critique of the new financi.al reforms in 

agricultural credit sector which are based on Narasimham Committee 

Report and support.ed by the Discussion Paper and an article by 

Rhagwati and Sreenivasan both published recently by the Ministry of 

Finance. He argues that raising of interest rate on agricultural 

credit and departure from the bias towards rural and unbanked 

regions in branch expansion would not only negatively affect 

agricultural investment but also would widen regional disparities. 

The criticism is reasonable. However, he hasn't presented any 

empirical evidence to show whether the farmers can bear a hikP. in 

the interest rate. ~lso, how these reforms can lead to widening of 

rP-gional disparitiP.s is not explained . 

. ; 

D. Narayana, "Financial Sector Reforms - Is There a Strategy for 
Agrit~ul tural Credit?", F.t~onomic and Pol i.tical Weekly, 16 Octobtn~, 
l9<n. 
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r:onc1usion 

The foregoing review brings out a number of important dimensions of 

agriculturAl creoit. RApio increAse of creoit institutions have 

resulted in credit depending in agriculture. Term loans issued by 

commercial hanks finance larger proportions of private investment 

in agriculture. The expansion of commercial banks had led to 

increased pri vat.e agricul tnral investments. In seventies as well as 

in early eight.ies the . agricultural credit showed much regional 

disparities. Only few at.t.empts were: there in explaining these 

disparities in the seventies. 

The review r.. 1 so highl :i.ghts some of the issues whi eh require further 

and deeper studies. The dispute initiAted over the new financial 

reforms do need further· analysis. A look at these reforms in an 

angle of-regional dispariti.es so as to see how far these reforms 

would affect the existing regional disparities is of interest. A 

look into the regional disparities of eighties and an explAnation 

of the same is lacking. The factors behind the decline in 

agricultural investment is to be probed deeper. 

In the present study as we cannot take up all t.hese issues, what we 

intend is to fill the gap in the existing literature with regards 

to the assessment and explanation of the regional disparity in the 

agricultural credit supplied by the eommercial banks in 1980's. We 

hope this study would help to bring out certain suggestions for a 

more hal nneed distri butj on of ngri eul tural c!redi t aeross t.he 

states. It may nlso provide a critical evaluation of the new 

reforms for the agricultural credit sector. 



ChaJ>ter 3 

'l'RKNDS AND PA'T"J''HRNS OF COMMERCTAT1 BANKS • AGRTCUT,'f'URAI, CREDT'l' 

In troduc t.i on 

Since the nationalisation of the major commercial banks and the 

entry of Scheduled Commercial Banks (hencefort.h SCBs) int.o an 

act.ive agricultural finance, the supply of agricultural credit has 

registered an enormous increase. As we saw in the pt·evious 

chapter, many of the studies on agricultural credit have acclaimed 

this fact. One major reason behind the expansion of agricultural 

credit was the phenomenal growth of banking infrastructure. SCB 

offices have spread far and wide in the country, especially in the 

rural and semi-urban centres. Bank offices which were just around 

R300 in 1969 incr·eased to about 60, 000 in 1990. 

Along with this increase in bank offices deposit mobi.lisation and 

credit disbursa 1 grew considerably. While hank deposits grew fron• 

about Rs.4600 crores to 173100 crores between 1969 and 1990, hank 

credit registered an increase from Rs. 3600 crores to Rs. 104000 

crores. Agricultural credit supplied by SCBs was just above 180 

crores in 1969. But. in 1990 the amount reached about 16: 000 

crores. 

All these are some highlights of the SCBs' achievements. But there 

are many other issues involved in this agricultural credit 

scenario. Certatn questions await elear answer. For instance, one 

may legitimately ask what was the pace of the growth of 

agricultural credit in the two decades? (S ·v t · d · ht · ) .•.H en.Jes an e1g .1.es .. 

How was the regional dist.ribution of banking :infrast.t·uct.ure? Wc=ts 

it more even or quite skewed? Whether the agricultural credi.t 



supply of SCBs was favourable to the small and marginal farmers or 

to the richer sections of the society? Did the agricultural credit 

show a regional balance across the states so as to facilitate the 

faster growth of agriculturally backward regions? In other words, 

whether the quant.i t.ative gt·owth of agl''JC!U1 tural credit carried with 

it a qualitative 'improvement as well? These a.re some major issues 

which call for a closer look i nt.o the trfmds and pat t.erns of 

agricultural credit. 

The organisation of this chapter is as follows: Tn Section 1 

growth of banking infrastructure is analysed. Section 2 traces the 

trends and patterns of bank deposits and credit. Various 

dimensions of the growth of agricultural finance are discussed in 

Section 3. In Section 4 regional disparity in the Commercial 

Banks' agricult.ural eredit is dealt with and in Sect.ion 5 t.he 

association of agricultural credit with concentrations of rural 

assets and in large holdings is looked into. 

3.1 Growth of' banki.ng infrastructure: 

Since the nationalisation of 14 major eommereial banks the SCBs 

have taken up a large scale branch expansion which we may even 

qualify as 'Operation Rank Branch'. ~s a result. the b:t.·anches of 

SCBs have multiplied several fold within a few years. In 1C16c;l 

there were 8~6~ hank offices of SCBs in the country. By 1979 the 

number skyrocketed to 30202 and again in 1989 it reached 57699 

(Table 3.1). That means, within 2 decades the bank offices have 

increased sevenfold! By March 1992 their number stood at 60528. 



Table 3.1 
'Pl~-ess of r.ounercial Ranks 

I
I. 

Tm~rtant Indicatm-s 

1. No. of Cam'lercial Banks 

a~ Schedult!d CcrrtllPxcial Banks 
of which Regional Rural Banks 

b. Non-Scheduled r.onnerci al Banks 

?.. No. of Offiees in Indh 
of which RRB Off:i("!f!S · 

3. 'Population pP.r Offi~ (in 'OOOs) 

1.969 

89 

73 

I 1.6 

I S26?. 

I M 

4. Tle,IX)Sit.s of Scheduled Cci"ilTterci.al Ranks 464fi 
(Rs. Crorf!S} 

5. Credit of Scheduled r.onrrtet-cial Banks 
(R.s. Crnt'P-"i) 

n. 'Per r.api t.a 'Oe!XlSi t of Seheduled 
Ca'iinercial Banks (in Rs.) 

17. 'Per capita Credit .of Sd~uled 
r.omtercial Banks (in Rs.} 

8. Deposit ac; Percent of National !ncarte 
(at current prices) 

9. Advances to Priority Sectors 
(Rs. Crores) 

10. Credit-'Deposi t Ratio 

88 

I 68 
I 
115.5 

504 

77.5 

1974 

83 

74 

9 

15 

10756 

183 

134 

?.0 

1901 

73.1 

1.979 

136 

l31 
56 

5 

30?.02 
1965 

?.1 

19116 

447 

?.98 

33.7 

5906 

66.7 

1984 

?A7 

?A3 
16?. 

4 

45332 
8213 

1989 

?.78 

274 
196 

4 

14 

1990 

275 

?.71 
196 

4 

59815 
l4n5l 

14 

646?.0 147854 173085 

41613 89080 104011 

878 1821 ?.093 

593 1097 1?.58 

36.5 45.7 49.8 

16303 34219 38649 

67.5 60.3 60.1 

Source : 1. RBT, Banking Statistics : Basic Statistical Returns {B.S.R.) .Tune, 1979 and 19q{). 
2. RBI, Report on Currf'xtcy and Finance, Vol. 1, 1978-79, 1988-89, 1989-90. 

Tt is tn b~ specially nnt~d that a major portion of the n~w bank 

offices opened after 1q69 were in ihe rural areas follnwed by semi-

urban centres which t'eveals the definite poliey measure of bringing 

banki. ng to the unhanked and under brtnked regions of the country. 

A look at. t.he pnpulAti on group-wise eli stt'i but.i em of bank offiees 

(Table 3.?.) shows thAt while in 1969 only ?.2. 17 percent of the 

tot.al bank offices were loeated in t'lll':'al centres, by 1990, 58 

30 



percent of the hank offices are in rural centres. 1. T we auo 

together the rural And semi-urban bank offices we can see that by 

1990 1 71 percent. nf the bank offi t~es a?'e located in rural and 

semi-urban centres. ls a result, proportion of bank offices in the 

urban and met.ropol i tan centres has conside:r~ably declined. The 

urban/ metropolitan bank offices that counted 38 percent of total 

banks in 1969 declined to ~3 percent by 1990. Tn 1970s as well as 

eighties the branch expansion in rural centres registered a very 

high annunl growth rate (35.7 and 11.7 pereent 

respectively) in relation to other centres. 

However, the post nineties tell i'i different story. During 1990-9~, 

growth rate C>f urban bank offices has overtaken that of rural bank 

offices. Even t.hm1gh t.hi s shift. of t.rend F.tttunes to the nf!w 

financial reforms of the Government of India, how far 



Table 3.2 
Population-wise Djstri.bntion of C".fJ"itnP.rcia1 Bank Offices (includi.ng RRR.q) 

Rural Semi-Urban Urban Metropolitan I Total 

YP-ar r.zo of %to No of % to 1 No of %to No of %to I No of 
Offices Total Offices Total jOffices Total !offices Total jot fir~ 

1969 I 1832 2?..17 I 33?.2 40.21 1 1447 17.51 1661 2o.to I 8262 
1970 3062 30.?.?. I 36<15 
1971 4?.79 35.62 4016 
197?. 4814 35.34 4185 
1973 I 5561 36./..0 47?.3 
1974 6165 36.40 5089 
1975 I 6810 36.36 5569 
1976 7687 36.17 6387 
1977 9532 38.43 7211 

I 1978 11802 4?..13 7586 
1979 1.3333 44.15 7845 

I 198o I 15101 46.58 I 8079 
1981 I 17650 49.43 I 8426 

I 198?. ?.0394 52.06 I 8764 
1983 2?.678 53.89 9036 
1984 25372 55. en 9262 
1985 I 28782 55.37 10460 
.1986 29718 55.79 10567--
1987 30201 56.09 106?.9 
1988 31151 56.22 11098 
1989 33014 57.22 11165 
19q(). 34494 57 .fi7 11255 
1991 35187 58.46 11269 
199?. 35?.75 58.28 I 113oa 

I C"..anoound Annual Growth Rate (%) 

I 197:_80 35.7 -1~.8 

1

198Q-q() 11.7 3.6 

. 1990-92 0.8 0.?. 

36.47 
33.43 1 
3?..19 
30.74 I 
30.05 
29.73_ 
30.06 
29.o7 I 
21.os I 
?.5.98 
24.92 
23.60 
22.37 
21.47 
20.43 
20.1?. 
19.84 
19.74 
?.0.03 
19.35 
18.82 
UL72 
18.68 

1583 
1778 
2323 
2573 
2899 
3263 
3769 
4263 
454?. 
4717 
4856 
5126 
5359 
5577 
5769 
7542 
7l95 
7215 
7338 
75?.4 
758?. 
761.5 
7788 

1.8.8 
5.1 
0.9 

15.63 
14.80 
17.05 
16.75 
17.12 
17.42 
17.74 
17.19 
16.?.1 
15.62 
14.98 
14.36 
13.68 
13.?.5 
12.73 
14.51 
13.51 
13.40 
1.3.24 
13.04 
1.2.68 
12.65 
12.87 I 

1791 
1940 
2100 
2505 
2783 
3088 
3407 
3796 
4086 
4307 
4384 
4505 
4660 
4788 
4929 
5194 
5785 
5'795 
5827 
5995 
6057 
6119 
6157 

1.3.2 
3.5 
0.6 

Sout'Cf!: 1. RBT, Banking Statistic.<:; : B.S.R~ (June 1973 t.o JnnP. 19q(). 
2. RBI, Statistical Tables Relating to Banks in Tndia 1970 to 1973. 

17.68 
16.15 
15.42 
16.31 
16.43 
16.49 
16.03 
15.31 
1.4.58 

14.26 1 
13.52 
12.62 
11.89 
11.38 
10.87 
9.99 

10.86 
10.76 I 10.52 
10.39 
10.13 
10.17 
10.17 

3. RBI, Rerxwt on Cur-rency and Finance, VoL 1, 1990-91 and 1991-92. 

10131 
1?.013 
136?.?. 
15362 
16936 
18730 
21250 
24802 
28016 
30202 
324?.0 
35707 
39177 
42079 
45332 
51978 
53?.65 
53840 
55414 
57698 
5981.5 
60190 
605?.8 

20.0 
7.6 
0.6 

I 
I 
I 

I 
I 

I 

I 
I 
I 

it would Affect the rurAl credit scenario in the coming years is to 

be seriously looked into. 

Thanks to the signific~nt increase in bank offices, population per 

bank office has come down considerably. In 1969 sixt.y four 

thousand people had only one bank office. But in 1990, 14 thousand 
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people have a bank office (Table 3.1). Thus bank office density 

has enhanced remarkably. 

Regional distribution of bank offices 

Table 3.3 gives a look at the bank branch expansion across the 

states. During the two decades and more specially in the first 

decade si nC!e 1969 all the stat.es have l:'egist.ered a very high 

percent age of increase in the number of banks. The percent age of 

inC!rease in the rural branC!hes was even beyond comparison with that 

in the other centres. Another important feature revealed i.n the 

table is that the relatively under banked states in 1969 li.ke J&K, 

Assam, Bihar, Orissa, West Bengal etc. recorded a decadal increase 

of above 2000 percent!. (In the case of Kerala a negative growth 

rate is seen in rural banks during 1979-aq. Though this looks 

strange at first sight, it seems more meaningful when we consider 

that between the two census years of 1981 and 1991, Kerala was the 

state recording highest annual growth rate of urbanisation (4. 9 

percent) 1• That means many of the rural centres might have become 

semi urban or urban centres. In fact 1 highest·growth rate in semi-

lirban banks is claimed by Kerala during this period. Similarly in 

the case of Haryana, the neaative arowth rate in semi-urban bank 
J J -

offices is made up by a higher increase in .the urban bank offices) . 

CMIE, September 1.qq2 1 Table 1.6 
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Table 3.3 
Stat~ and Populatioh-vise distribution of Coaa~rcial Sabk Offices 

I Rural \ Ckange Seai Urban \ Change I Urban/Ketrnpolitat \ Change 

I States ltm tm 1989 196H9 tm-s9 I 1969 1m JQ&9 H6H9 19iH9 I 1m 1979 1989 1m-19 19iH9 

lAP I 106 1110 2519 947.2 i32.3 m 6" m 152.2 43.4 I 202 619 1058 20U 10.9 ~l 

I I 
lSS 9 234 163 2500.0 226.1 u 163 m 270.5 37.4 I 15 49 m m.; 153.1 

lm 1 30 m 332& mu 288.3 157 m m 195.5 50.2 I 85 m m 228.2 au 
I GITJ m m 1615 m.s ii. 1 31i 623 m 9U 15.1 I 235 m 1034 111.9 61.8 
lm I 45 366 133 713.3 10G.3 95 m m 11'U -u I 32 89 281 118. t 215.1 
I Hili I 24 m m 950.0 BU 17 61 83 25&.8 lt.l I 0 0 0 0.0 u 
lm I 5 237 540 4640.0 121.8 10 40 73 300.0 82.5 I 20 95 15Q 315.0 51.9 
lm lm 1189 2278 m.1 9i.6 304 m 803 91.4 33.& I m 142 ms &3.2 60.1 
lm lm 817 604 598.3 -26. t m 918 1167 210.1 92.5 I 132 m 506 \46.2 55.1 
In I 59 821 2938 1291.5 257.9 m 422 m 11iU 58.8 I m 3&8 m 201.9 61.5 

lm 121 811 2393 li2U 172.9 330 751 817 127.6 u I m 1471 2355 HU 60.1 
on I 18 454 1422 mu 213.2 43 m m 269.8 62.9 40 li1 2"' 171.5 100,9 'l 

lm I 91 
735 tm 107.1 57.3 141 430 m 192.5 13.0 I 110 m m 114.5 6U 

lm 115 703 1895 511.3 16U 154 354 551 129.9 55.6 I 96 2'" 5"" 172.9 91.6 0& u' I lto9 72.5 I m U31 115.& 49.7 ITJ 890 1838 716.5 IOU 4&0 m 1055 27.4 443 l ITP lm W5 5381 1185.6 227.1 3'" 791 mo 153.5 50,4 I m m 1607 213.1 71.3 I' 
I .. m 2058 mu 231.9 148 410 608 1iU 48.3 I m m ms 167.2 U.1 ,n H 

I I I I 

I mm !tm 13081 32840 H4.1 15i. i 3324 8091 nm 143.6 40.9 I ms 9024 um 16U GU 

Source : iRT, Banking Statistics, R.S.i., JuDe t•7• and JnDe 1•8•. 

However, the preferential treAtment. of t.he under banked states got. 

F.t set hF.tck in the Post. nineties. Between 1991 F.tnd 199/. the number 

of bank offices opened in the six well banked stAtes (Punjab, 

HaryF.tna, AndhrF.t PrAdesh, Kerala, Karnataka and Tamilnadu) was 

higher than the number in six less banked states (Assam, Bihar, 

Orissa, West Bengal, Madhya Pradesh and Rajasthan). 

Table 3.4 speaks for itself abo11t population per bank office. To 

cite an example, consider the case of Manipur. Tn 1969 there was 

only one bank there for about 5 lakhs people. Since, by 1993 every 

17,000 people has a hank office here. Himachal Pradesh has the 

highest bank density (Population per hank office is 6000). 

34 



Table 3.4 
Population per Bank Office ( Population in thousands} 

. 
STATES 1969 1.974 19R4 19R9 1993 

AP 7; '· 35 15 12 12 
ASS .. 198 79 28 18 16 
BTH 207 84 22 1.5 1.4 
GtJ,J 34 1C} 1.2 1.0 10 
HAR I ;7 26 1.3 10 1.0 
HIM I 80 22 q 6 6 

I J&R' 114 2R 9 8 8 
R'AR 3R 1.8 1.1 9 9 
KER 35 18 10 9 9 
MP 116 51 16 13 12 
MAH 44 25 14 12 11. 
MAl-J 497 119 28 21 17 
MEG I 147 56 1.4 9 8 
ORI I 21.2 86 1.8 14 13 
PUN 42 1.6 9 8 8 
RAJ 70 35 16 1.2 1.1 
TN 37 23 13 12 ll 
TRI 276 86 23 13 12 
UP 11.9 53 19 14 13 
WB I 87 45 20 14 13 

I 
INDIA I 65 3?. 1.5 1.2 11 

cv 0.88 0.63 0.36 0.29 0.24 

Source 1. RBI Banking St.atistic!s : R.S.R.: ,June 1974: 
June 1984 and June ](}89. 

2. Report on Cur.rene"!y and Finance, Vol 1 1 1992-93. 
3. Census of India, 1961 1 1(}71., and 1981. 

The establishment of Regional Rural Banks (RRBs) deserves a special 

mention. They are in fact an offshoot of SCBs and belong to the 

family of SCBS. 'T'hey are specially const i t.uted to finance the 

weaker sections of the society and the small and marginal farmers. 

RRBs have also took up a large scale branch expansion. Even though 

the first RRB was set up only on 2 October 1975, within the 15 

years the number of RRBs increased to 196 and their branches to 

14651 (by 1990) (Table 3 .1) . 

35 



In short, over the years since 1969 across the states and in the 

country as a whole banking infrastructure has grown considerably 

with a special bias towards the rural and under banked regions. 

How this development has stim~lated the banking activities in the 

country shall be analysed next. 

3.2 Trends and patterns oF bank credit and bank deposjt: 

The phenomenal increase in the bank offices was accompanied by 

tremendous increase in the bank deposit and bank credit. Nearness 

of banks naturally stimulates banking habit. of the people. Bank 

deposits increased manyfold over the years. Tn 1969 the bank 

deposits was only Rs. 4646 crores in 19R9 it. became Rs. 1478~4 

crores (Table 3.1). That is, over 2 decades bank deposits 

inereased about. 3100 percent! As a proportion to National Income 

bank deposits have grown from about 16 percent (1969) to 50 percent 

in (1990). Parallel to this growth of deposits, banks expanded 

their credit operations also considerably. Total bank credit grew 

from Rs. 3599 crores to as Rs. 89080 crores between 1969 and 1989 -

a growth of about 

2400 percent. 

One of the socially desirable features of the bank credit operation 

is the credit to priority sectors. While in 1969 only 14 percent 

of the bank credit went to this sector, in 1989 44.6 percent of the 

total bank crP.dit. was in t.he form of priority sector advance. 

(This was even above the stipulated rat.e of 40 percent). However, 

a declining trend is seen in this too in the post nineties. 
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State-wise analysis 

In Tables 3.5 and 3.6 distribution of absolute amount of deposits 

and credits and their percentage to total aeross the states is 

given. All the states have recorded positive growth rate duri.ng 

the period 1969 and '89. All through these year.'s Maharashtra stood 

first in both credit disbursement and deposit mobilisation. In 

fact, 20 pereent of the total bank deposits came from Maharashtra. 

With respeet to eredit also, nearly this same percentage share was 

maintained. North Eastern States like Assam, Orissa, J&K, Tripura, 

Manipur, Meghalaya etc had low share of deposits as well as credit. 

States 

A'P 
I ASS 

BTH 
G[lJ 
HAR 
HJJ.t 

I 
J&K 
KAR 
m. 
MP 
MAH 
MAN 
Mm 
ORI 
PUN 
RAJ 
TiJ 
'l'RI 
UP 
WB 

Table 3.!1 
State-wise distrfhutioo of Deposits of Scheduled Caltner·cial Ranks 

1%9 1979 1984 1989 1 
t-------+-------+--------t--------!C'.anoound Annual 
I Aroount % to I mrunt % to Arrr-Jtmt % to Alr.'"Jtmt % to l~h Rate (%) 

852.13 
160.20 
7.39.08 

1404.?.8 
?.74.16 
65.97 

139.17 
905.84 
683.07 
480.04 

4007.83 
11.68 
23.36 

147.67 
14.04 

371.99 
1382.31 

13.80 
14&1.98 
2279.94 

'l'ot.al j Total Total Total lt969-7C1 1C17q_S9 

4.6o I 
0.86 I 
3.99 

7.571 
1.48 

0.36 ,' 0.75 
4.88 
3.68 
2.59 

?.1.61 
0.06 
0.1.3 
0.80 
4.39 
?..01 
:7.45 
0.07 
7.99 

1?..29 

1450.45 
295.80 

1177.47 
2045.30 
485.16 
151.80 
?.61.50 

1440.38 
1119.00 
861.23 

5615.36 
18. 9fi 
36.63 

283.50 
1430.11 
613.34 

1926.08 

5.06 
1.03 
4.11 
7.13 
1.69 
0.53 
0.91 
5.02 
3.90 
3.00 

19.58 
0.07 
0.13 
0.99 
4.99 
2.14 
6.71. 
0.09 
9.12 

37?.8.03 
704.10 

2796.36 
4416.61 
1169.44 
410.40 
580.1.0 

3218.43 
?.632.74 
2160.58 

11611.70 
20.68 
90.15 

7?A.39 
3462.99 
1579.66 
4191.58 

5.80 
1.09 
4.35 
6.87 
1.82 
0.64 
0.90 
5.00 
4.09 
3.36 

18.05 
0.03 
0.14 
1.13 
5.38 
2.46 
6.52 
0.10 

8038.77 
1645.14 
7154.63 
9048.80 
2934.57 
1047.84 
1385.60 

1
7100.86 
5679.57 

I 5495.68 
27189.22 

I 81.69 
261.80 

1875.99 
7758.25 
3931.48 
9362.56 

5.47 
1.12 
4.87 
6.15 
2.00 
0.71 
0.94 
4.83 
3.86 
3.74 

18.49 
0.06 
0.18 
1.28 
5.28 
2.67 
6.37 
0.14 

7.0/. 5.3n 
8.46 5.72 
5.93 6.09 

I 4.56 5.12 
7.70 6.01 

13.01. 6.08 
8.79 5.81 
5.90 5.47 
6.38 5.36 
7.94 6.07 
4.01 5.73 
6.23 7.47 
5.68 6.56 
9.20 6.14 
7.57 5.54 
6.49 5.98 
3.93 5.5?. 
8.23 6.83 
7.64 5.75 
4.68 5.34 

OTHERSr2305.40 1?..43 

?.5.16 
2614.8?. 
3347.87 
3483.67 

11.67 
12.15 

65.47 
6450.01 
6534.95 
7767.68 

10.03 
10.16 
12.08 

?.06.59 
15185.42 
14030.12 
17616.71 

10~33 

9.54 
11.98 5.11 5.59 

mDTA 100.00 100.00 100.00 100.00 5.47 5.63 

Sou~ : RRT, Banking Stat.ist.ir.s : B.S.R., ,June 1919, Jnne 1984 and June 1989. 
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Table 3.6 
CNera11 Outstanding Credit of Sc'.heduled Cannercia1 Banks as per Utilisation 

(State-wise nistributioo) 

1969 1979 

l\lll)lmt % to Arrount %to 
States Total Total 

AP 161.79 4.50 I 1050.88 5.30 
ASS 27.63 0.77 186.30 0.94 

Ism 50.37 1.40 I 583.62 ?..94 I Gill 122.21 3.40 I 1143.?.3 5.77 
HAR 29.99 0.83 5?.7.15 ?..66 
J&K 4.18 0.1?. 79.66 0.40 
KAR 187.55 5.21 1148.53 5.79 
KF.R 113.71 3.16 758.79 3.83 
HP 60.41 1.68 498.32 2.51 
l.fAH 160.53 4.46 3963.?.5 19.99 
ORI I 16.66 0.46 ?.07.08 1.04 
PUi-J I 76.70 2.13 I 1008.58 5.09 

I 
RAJ I 44.75 1./A I 446.60 ?..25 
'l'N 418.79 11.64 I 1748.54 8.82 
UP 160.48 4.46 I 1383.27 6.98 
'llB 716.73 19.9?. I 1846.94 9.32 
Others IJ246.32 34.63 I 3241..63 16.35 

I I 
I INDIA 3598.80 100.00 19822.37 lOO.rAl 

1984 

Awxmt % to 
'l'ntal 

I ?.944.57 6.48 
6?.1.64 1.37 

l /.1.3.84 2.67 
?.398.04 5.27 
1329.20 2.92 
367.92 0.81 

2727.39 6.00 
1947.71 4.28 

I 14t8.o3 3.12 
ho976.oo 24.14 
I 696.2/. 1.53 
1 2589.48 5.70 
I 1249.?.1 2.75 
I 3767.58 8.29 
I 3505.46 7.71 

3139.63 6.91 I 45711.91 10.07 

145468.83 100.00 

(Rs. Crores) 

1989 t I 
Conoound Annual I 

I 1wnmt %to ~~h Rate (%) 
Total 1%9-79 1979-89 

6383.32 7.1.4 I 54.9s 50.74 
13?.5.38 1.481 57.43 61.14 
?385.44 ?..67 105.87 30.87 
5318.67 5.95 \ 83.55 36.52 
2231.36 2.50 165.78 32.33 
476.23 0.53 180.57 49.78 

6208.30 6.95 51..24 44.05 
3744.77 4.19 56.73 39.35 
38/.6.28 4.28 72.49 66.78 

18687.68 20.91 I 236.89 37.15 
?.049.65 2.29 114.30 . 88.98 
3374.63 3. 78 lt21.50 23.46 

I 
I 2535.97 2.84 89.80 46.78 

9216.92 10.31 
6491..93 7.26 
7663.15 8.58 
7440.81 8.33 

893110.49 1Ck1.00 

31.75 
76.?.0 
15.77 
16.01 

45.08 

4?.. 71 
36.93 
31.49 
12.951 

35.08 

Source : RRJ, Ranking Statistics : B.S.R., ,JunP. 1(;79, ,June 1.9&4 and June 1989. 

Regarding the growth of bank credi.t one interesting feature to be 

observed is thi=lt while du1·ing 1C}69-7q the rel8tive1y developed 

states like Maharashtra, Haryana, Punjab etc had a higher growth 

ri'lte, where as between 1 q7q ;::md 1 qgq the r·elati vely under developed 

states like Orissa, Assam, lwtadhya Pradesh etc. fared better. Tn 

Section 4 we shall see that this phenomenon has helped in the 

reduction of interstate disparity in the bank credit. 

3.3 Agricultural FinRnce 

In the sectoral deployment of credit, we are more interested to see 

the share of agricultural credit. Credit of SCBs go to various 
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sectors like Agriculture, Industry, trade etc. A comparison of the 

share of credit going to Agriculture and Industry reveals that 

between 1974 and 1989 share of agriculture in the total bank credit 

increased from 9 percent (Rs. 709 crores) to 17 percent (Rs. 15266 

crores) whereas the share to industry declined from 63 percent (Rs. 

5016 crores) to 47 percent (Rs. 41655 crores). (See table 3. 7). 

(f.Zeedless to say that a reversal of trend is visible in the 

nineties). 

Table 3. 7 
~"!toral Deployment of Seheduled Connercial Ranks' Outstanding Credit and 

Its Pt-.rcent Share to Total Bank Credit 
(Rs.Crores) 

I I Agriculture Industry Others Total 

I Years Aroount Percent Aroount 'Percetlt Aroo\mt Pt>.rcent Arocxmt Percent 

I 1974 708.74 8.86 5016.08 62.71 I 2274.24 28.43 7999.06 100.00 
1979 2521.14 13.Hi 8962.69 46.77 7678.81 40.07 19162.64 100.00 
1984 7654.77 17.67 18342.51 42.34 17328.42 40.00 43325.70 100.00 
1989 15265.80 17.34 41655.00 47.32 31106.27 35.34 88027.07 100.00 
1991 19997.60 18.66 61689.00 57.55 25504.40 23.79 1071.91.00 100.00 
1992 20489.70 17.20 65/AO.OO 54.76 33406.30 28.04 119136.00 100.00 

Source : 1. RBI, Banking Statistics : B.S.R., Jtme 1974, June 1979, Jtme 1984 and Jtme 1989. 
2. RBI, RefJOrt on Cunency and Finance, VoL 1, 1990-91 and 1991-92. 

The increasing share of agricultural credit was visible in all the 

states. As seen from Tabl.e 3.8, all the states registered positive 

growth rate during the period 1974-1989. In fact the increase was 

more between 197 4-80 than in the eighties. Though Maharashtra 

received the highest amount of agricultural credit in 1974, in the 

eighties Andhra Pradesh came first. Tamilnadu also improved its 

share considerably. Compound annual growth rate of growth rate of 

Orissa, Himachal Pradesh and Jammu & Kashmir was conspicuous 

because of the lower base amount in 1974. Growth ~ate for ~ssam 

was very low iri 1974-80, though it picked up by 1989. 
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Table 3.8 
St.at.e-wiSP. Distribution of C'.ctl•llf!rci a l Banlcs' Out.st.andi ng Cretli t t.o 

Agriculture and Its Percentage 
(Rs. in Ctnres) 

1974 1980 1989 C'..OI1p1Ulld Annual Gr-owth Rate 

States Tuno1mt Pe.rcent Aroount Percent Alrount Percent 1974-80 198Q-89 

HAR 16.60 ?..34 1151.00 4.79 654.00 4.28 115.66 33.31 
I HJM 1.00 0.14 13.00 0.41 74.00 0.48 1.71.43 46.92 

J&K - 0.70 0.10 11.00 0.35 44.00 0.29 ?.10.20 30.00 
PUN I 37.90 5.35 230.00 7.30 940.00 6.16 72.41 30.87 
RAJ 1.8.70 2.64 1.?.8.00 4.06 751..00 4.92 83.50 48.67 
ASS 41.80 5.90 46.00 1.46 217.00 1.42 1.44 37.17 
Bnt 18.50 2.61 1?.8.00 4.06 626.00 4.1.0 84.56 38.91 
ORI 4.80 0.68 82.00 2.60 529.00 3.47 229.76 54.51 
WB 72.20 10.19 142.00 4.51 1188.00 7.78 13.81 73.66 
MP 22.10 3.1?. 143.00 4.54 922.00 6.04 78.15 54.48 
UP 81.60 11.51 331.00 10.50 1413.00 9.26 43.66 32.69 
GUJ 47.30 6.67 167.00 5.30 758.00 4.97 36.15 35.39 
t1AH 108.40 15.30 325.00 10.31 1396.00 9.14 I 28.55 32.95 
AP I 61.50 8.68 386.00 12.25 1672.00 10.95 I 75.38 33.32 
JrnR I 65.10 9.19 265.00 8.41 1468.00 9.62 43.87 45.40 

IKER I ?.7 .00 3.81 I 145.00 4.60 675.00 4.42 62.43 36.55 

f :.ters 
72.90 10.?.9 295.00 9.36 1617.00 10.59 43.52 44.81 
10.60 1.50 164.00 5.?.0 322.00 ?..11 I 206.74 9.63 

I 
I morA 708.70 100.00 3152.00 100.00 5266.00 100.00 49.25 38.43 

Six VeU Banked st.ates 

?.81.00 39.65 147?..00 46.70 70?.6.00 46.02 60.55 37.73 

Six ~ Banked States 

178.00 25.12 669.00 21.22 4?..33.00 27.73 39.41 16.60 

Source : RBI, Banking Statistics : B.S.R., June 1974, June 1980 and .Tune 1989. 
Note : Punjab, Haryana, and four southern states of AP, TN, Kerala, and Kat'nataka 

(%) 

are ineluded as well banked and four eastern state.<: of Assam, Orissa: Bilkff, WB and MP 
and Rajasthan are ronsidered in Ute less banked group. 

'T'ota1 institutional Credit to Agriculture 

I 

The two major sources of agricultural credit in the country are 

the SCBs and Co-operatives. In order to see the total growth of 

agricultural credit let. us look at the share of both these 

institutions. From table 3.9 we observe that agricultural credit 

has grown from 'Rs. C}8S crores to 37S74 crores between 1970 And 

1991. Tl1.at:' means ins t. i. tutinnal credit. t.o Agriculture has 
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,.able 3.9 
Progress of Institutional Credit f.or ~gdculture 

Loans Outstanding from 1970 to as on June·30) 
(Rs in Crores) 

Year Co-oper Commercial Regional All 
atives Banks Rural Banks Institutions 

1970 643 34?. TU 985 
1971 744 382 NA 1126 
197?. 1733 439 NA ?.172 
1973 197& 53?. NA ?.510 
1974 2168 644 T-JA 281?. 
1.975 2455 684 T-JA 3139 
1()76 ?.594 1.09?. 2 3686 
1977 3053 1381 20 4434 
1978 3454 2238 66 5692 
1979 3864 2459 167 6323 
1980 4193 3097 181 8189 
1981 4953 4042 197 10123 
1982 5661 4699 294 11654 
1983 6493 5453 405 13643 
1984 7435 6672 536 16137 
1985 8562 8072 727 19035 
1986 9833 9782 904 22440 
1987 11402 10716 1095 25505 
1988 10660 12934 1349 27771 
1989 11.789 14381 1595 31224 
1990 13020 16712 1882 3557?. 
1991 l/.886 182?.1 1943 37574 

Source: Report on Currency and Finance, Various Issues 
(from 196()-70 to 1991) 

NA : Not applicable. 
* It includes credit from state Govt's and Rural 
electrification corporations also. 

regis~ered a compound annual rate of growth of 177 percent. 

Another point to be no~ed from the table is that the grow~h rate of 

co-operative agricultural credit has decreased in the late 80's and 

from 1988 onward the SCBs have dominated over the co-operatives in 

the quantum of agricultural credit. The credit given by Regional 

Rural banks is shown separately in the table. If we add this with 

that of SCBs we see that during of the second half of eighties 

SCBs' agricultural credit was much higher in quantum as well as in 

growth rate than that of co-operatives. The rising trend of 

instit.utional credit to agricul~ure is visible in fig. 3.1. 
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FIG. 3.1: TRENDS IN AGRICULTURAL CREDIT 
DURING 1970.1991 
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Direct and indirect finance to agriculture: 

Agricultural credit given by the credit institutions are of two 

types - Direct finance and Indirect finance. Direct finance is 

credit given directly to the farmers by the credit institutions. 

Indirect finance refers to credit given for distribution of 

fertilizers, loans to electricity boards, loans to state sponsored 

corporations for on-lending t.o wt=!aker sections of the agricnl tln:·al 

sector etc. Share of the indirect finance is very small compared 

to direct finance. In the supply of direct and indirect finance to 

agriculture we can observe two definite trends as we move from 1976 

to 1989 (Table 3.1 0) . In total direct fi.nance the share of co-

operative gradually decline vis-a-vis an increasing share by SCRs. 

On tht=! cont.rary 1 in the indi rec!t. finan<"!e shal"'e of co-ope:r·a ti ves 

gradually increases while that of SCBs declined. 
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Table 3.10 
Direct and Indirect Finance to Agri.f!U l t.ure ftYill Scl1edu led C'.cin·nerd al Banks, 

Co-opP..rati ves and AU Institutions 

Years 

1976 
I 1979 
11984 I 1989 

Direct 

SCBs CO-OPs i\T,T, SCBs 

7CKL03 ?.J57 .10 3147.40 301.50 
l8?A.60 335?..70 5177.30 633.70 
5789.00 5735.00 115?A.OO h419.00 

1439?..00 9408.00 ?.3800.00 1.585.00 

Canpotmd Atmual Growth Rate (%) 

1976-79 43.65 14.08 21.50 36.73 
1979-84 43.46 14.21, 24.52 24.78 
1984-89 29.72 12.81 21.31 2.34 

(Rs. in Crores) 

Indirect Grand Total 

CQ-OPs ALI.* SCB..c:: co-o?.s AU. 

237.30 854.30 I 1091.53 ~tl)94.40 4001.70 
505.40 1776.60 I ?A58.30 3858.10 6953.90 

1700.00 4613.00 7208.00 7435.00 16137.00 
?.382.00 74?A.OO 15977.00 11790.00 31224.00 

37.66 . 35.99 
47.27 31.93 
8.02 12.19 

41.74 
38.64 
?A.33 

16.24 
18.54 
11.71 

24.59 
26.41 
18.70 

Source : RBI, RefX)rt on CUrrency and Finance, Vol. 1, (Various Years). 

Note : * Represents State govemment loans and loans given by Rural electrification cor~ration .• 

Table 3.11 sheds light on the sharing of direct and indirect 

finance by the states. In 1974 West Bengal received the highest 

percent of direct finance (12.67 percent) followed by Maharashtra 

and Tamilnad11. But in 1979 highest percent of direct finance went 

to AP and in 89 t.o Tamilnadu. Tn the case of indirect. finance 

while UP came first in 1974, Maharashtra came to the fore in 1979 

and 1989. 
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·states 

HAR 
HIM 
J&K 
PUN 
RA,J 
ASS 
RTH 
ORI 

· iB I MP 
UP 

I GtJ,J 
MAH 
A.P 
KAR 
KF.R 
TN 
Others 

INDIA. 

Table 3.11 
Percent Share of States in Scheduled Commercial Banks' 

Direct and Indirect Finance 

1974 
... 

1979 1989 

Direct· ·rndirect Direct Indirect Direct 

2.44 1. 70 4.95 "3.15 4.01 
0.17 0.01 0.45 0.07 0.51 
0.07 0.18 0.38 0.14 0.30 
3.25 11.92 6.65 8.34 6.30 
3 .11. 1..17 4.39 1.93 4.95 
7.63 0.47 3.06 0.68 1.39 
2.79 2.05 3.94 4.33 4.24 
0.63 0.82 2.03 2.83 3.41 

12.67 2.40 7.43 2.99 8.39 
3.35 2.40 I 4.7n ?..54 5.96 
6.88 26.07 9.71. 11.84 9.20 
6.70 6.60 5.10 5 .1.3 4.79 

11.96 19.93 9.13 14.72 7.95 
8.98 7.72 l2.6fi 7.56 I 10.96 

10.06 6.43 8.fi7 7.66 I 9.68 
4. 7?. 0.94 4.95 3.06 I 4.76 

11.03 7.95 9.94 5.46 I 11.33 
3.56 1.27 1. 79 17.59 1.87 

l 100.00 100.00 100.00 100.00 100.00 

Indirect 

6.24 
0.31 
0.18 
5.15 
4.73 
1.66 

I 3.11 
3.86 
1.40 I 
6.66 I 
9.68 I 
6.17 I 

17.68 I 
10.90 

9.18 
1.96 
5.35 
3.77 

100.00 

Source : Computed from R.S.R. (RBI) data, June 1974, 1979 and 1989. 

Short term credit and term credit 

Agricultural credit is classified, period-wise, into short term 

credit (Production credit) and Term credit (Investment credit)~-

Agricultural credit is generally divided into short term 
credit and term credit. Short ~erm credit, also cAlled 
production credit, is given for purchase of produetion 
inputs like seeds fertilizers etc~. and for meeting the 
cost of cultivation like labour charges irrigation 
charges etc. They are normally repayable within a period 
of 12 months and in eertain cases within 15 to 18 months 
depending on _the harvesting and marketing of the 
particular crop. 
Term loans, also called Investment loans, consists of 
Medium and Long term 1 oans. They are granted. for 
development purposes like purchase of tractors, pump 
sets 1 plough animals, and other agricultural implements, 
for improving· land, for development of irrigation 
potentials etc. Repayment period extends from 3 to 10 
years and some times even longer, (Ref. RBI, Report on 
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States 

HAR 
HTM 
J&K 
PUN 
RAJ 
ASS 
BIH 
ORI I 
WB 
MP 
UP 
GU,J 
HAH 
AP I KAR 
KF.R 
Til 

Table 3.12 
Flow and Stock of Short Term Agricultural Credit from 

Scheduled Commercial Banks 
{Tn Nominal Terms) 

(Rs. crores) 

1979-80 1988-89 Compound Annual Growth Rate(%) 

FLOli STOCK FLOV STOCK FLOW STOCK 

3.40 8.70 12.40 23.80 I 29.41 19.28 
1.30 2.60 1.90 8.00 5.13 23.08 
0.50 ·?..?.0 1.50 15.20 I 22.22 65.66 

16.30 26.70 68.10 108.40 35.31 34.00 
2.50 6.40 17.30 41.20 I 65.78 60.42 
0.10 2.70 2.50 11.00 266.67 34.16 
3.10 17.80 21.90 69.60 67.38 32.33 
7.10 20.40 32.50 107.20 39.75 47.28 
7.20 40.90 28.50 128.50 32.87 23.80 
4.60 14.00 25.90 63.90 51.45 39.60 

1.1.40 38.50 80.50 170.20 67.35 38.01 
lLOO 38.40 69.00 132.80 I 84.72 27.31 

1.?..00 57.50 qlL50 274.80 80.09 41.99 
57.50 229.00 I 473.20 8<11.40 80.33 3?..14 
18.40 78.60 I 131.30 314.70 68.18 33.38 
18.40 70.20 I ?.?.6.?.0 304.80 125.48 37.13 
46.60 163.60 450.70 700.?.0 96.35 36.44 

1 
INDIA 1?.20. 80 829.50 11765.30 3414.00 77.72 34.6?. 

cv 1. ?.1 1.24 1. ?.2 

Source Report on Currency and Finance, Vol. ?., 1981-82 and 1990-91. 

Note Flow refers to credit advanced during the year and Stock refer to 
out~tanding credit as on end June. 

Both short term and term credit registered a positive growth at All 

Tndia level and state level. In Table 3.12 changes in the flow and 

stock3 of production credit from 1979/80 to 1988/89 is given in 

nominal terms. All India annual growt.h rate of stock was 34.6 

percent and of flow 77.7 percent. All the states registered a 

Currency and Finance (1985-86) Vol.11 pp. 61. 

'Flow' refers to the credit disbursed during the year and 
'stock' refers to the outstanding credit as on year end. 
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positive growth rate. A look at the same data in real terms4 

(Table 3.13) reveal that the all India growth rate in stock is only 

8 percent and that of flow 26 percent. 

States 

HAR 
HIM 
J&K 
PUN 

I 
RAJ 
ASS 
BIH 
ORI 
WB 
MP I 

I UP 
GUJ 
MAH 
AP 
KAR 
KER 

I TN 
I I rwnn 

Table 3.13 
Flow and Stock of Short Term Agricultural Credit from 

S~heduled Commercial Ranks (In real terms) 
(Rs. Crores) 

1979-80 1.988-89 Compound Annual Growth Rate(%) 

Flow Stock Flow Stock Flow Stock 
.. 

r 
·-· 

?..8 7.2 4.3 8.3 5.9 1.6 
1.1 2.2 0.7 2.8 -4.3 3.2 
0.4 1.8 0.5 5.3 2.9 21.0 

13.5 22.1 23.6 37.6 8.3 7.8 
2.1 5.3 6.0 1.4.3 21.1 18.8 
0.1 2.2 0.9 3.8 105.2 7.8 
2.6 14.7 7.6 24.1 21.8 7.1. 
s'~ 9 16.9 11.3 37.2 · .. 

10.2 13.3 . ~·.' 

6.0 33.9 9.9 44.6 7.3 3.5 
3.8 11.6 9.0 22.2 15.1 10.1 
9.4 31.9 27.9 59.0 21.8 9.5 
6.6 31.8 23.9 46.0 I 29.0 5.0 
9.9 47.6 34.2 95.3 27.1 11.1 

47.6 18<L6 164.1 309.1 ?.7.?. 7.0 
15.2 65.1 45.5 109.1 2?..1 7.5 
15.2 58.1 78.4 105.7 46.1 9.1 

I 38.6 135.4 156.3 ?.4?..8 33.9 8.8 

182.8 686.7 1612.1 1183.8 1 ?.6.1. 8.0 

Source Report on Currency and Finance, Vol. ?., 1981-82 and 1990-91. 
Note Nominal amounts of credit are converted to real terms using 

1977-78 wholesale prices of Fertilizers. 

I 
I 

I 

Tables 3.14 and 3.15 also tells the same story with respect to Term 

credit to agriculture for the time points 1979/80 and 1988/89. In 

nominal as well as is real terms all India growth rate was positive 

(58.20 for stock and 19.27 for flow in nominal terms and 21.63 for 

stock and 3.24 for flow in real terms). 

4 
Nominal amounts of credit were converted into real terms 
using 1<177-78 wholesale pric~t=!s of fertilizers. 
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At the state levP.l, a positive growt.h ratf! was recorded by all 

states in nominal terms while in real terms Kerala, Gujarat, 

Himachal Pradesh and J&K registered a negative growth rate in the 

flow. 

I 
I 

I 
I 

States 

HAR 
HIM 
,J&.K 
PUN 
RAJ 
ASS 
RIH 
ORT 
WR 
MP 
UP 
GUJ 
MAH 
AP 
KAR 
KER 
TN 

TNnn 

cv 

I 
I 

I 

Table 3.14 
Flow and Stock of Term Credit to Agriculture from 

Scheduled Commercial Ranks (In Nominal Terms) 

Flow Stock 

40.04 94.30 
2.20 4.00 
0.60 1.50 

73.84 1?.9.50 I 
29.1?. 75.80 I 
0.52 ?..70 

22.36 70.10 
7.80 14.70 
9.88 SLOO I 36.40 95.40 

75.92 181.10 
34.84 54.50 
36.80 101.40 
33.80 51.50 
41.08 74.80 
18.72 26.30 
33.28 36.20 

5?.0.01 1071.20 

0.74 0.75 

1988-89 

Flow Stock 

94.41 426.40 
3.48 32.00 
0.89 Hi. 70 

169.11 610.60 
80.89 478.30 
13.64 60.40 
77.6?. 394.30 
25.83 137.90 
37.23 288.60 

154.22 612.70 
196.8?. 86?..00 

67.55 331.20 
130.32 722.80 

85.97 402.70 
99.62 504.10 
36.13 176.10 

123.56 439.50 

1421.75 6681.70 

0.69 0.62 

(Rs. crores) 

!compound Annual Growth Rate (%} 

I 
I 
I 
I 
I 

I 

I 

Flow 

15.09 
6.46 
5.37 

14.34 
19.75 

?.80.34 
27.46 
25.68 
30.76 
35.96 
17.69 
10.43 
19.83 
17.15 
15.83 
10.33 
30.14 

19.27 

Stock 

39.13 
77.78 

112.59 
41.28 
59.00 

237.45 
51.39 
93.12 
51.76 
60.25 
41.78 
56.41 
68.09 
75.77 
63.77 
63.29 

123.79 

58.20 

Source RBI, Report on Currency and Finance, Vol. ?., 1981-82 and 1990-91. 

Private Gross Domestic Capital Formation (GDCF) in agriculture in 

current. prices was Rs. 6428 crores :in l 988/895. That means the 

term credit flow fr·om SCBs (Rs. 14?.?. cr) could finance only 22 

percent of t.he pl"·:i.vate GDCF in agriculture. Total. institutional 

term credit flow in 1988/89 was Rs. 2630 crores and it could 

finance about. 41 perr.ent. of GDCF. This underlines t.he need for 

CSO, National Accounts Statistics·1990-91 .. 
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further increase in term credit. Also the increasing production 

cost calls fo~ larger quantity of production credit.. For example 

in 1982-83, total production cost for crops (excluding consumption 

of fixed capitAl) in the country was Rs. 17609 crores in current 

prices and the total institutional flow of production credit was 

Rs.· 2598 cr. which could finance only 15 percent of the production 

cost6• 

I 

States 

HAR I 
HIM I J&K 
PUN 
RA.J 
ASS 
BTH 
ORT / 

WB 
MP 
UP 
GUJ 
MAR 
AP 
KAR 
KER 

·TN 

INDIA 

cv 

Table 3.15 
Flow and Stock of Ter~ Credit to Agriculture from 

Scheduled Commercial Banks (In Real Terms) 
(Rs.crores) 

1979-80 1988-89 I C~:nopound Annua 1 Growth Rate (%) 

Flow Stock Flow Stock I Flow Stock 

I i 
. 

40.04 94.30 44.60 201.42 1.26 12.62 
?..20 4.00 1.64 15.12 -?..81 30.88 
0.60 1.50 I 0.42 7.89 -3.33 47.32 

73.84 129.50 79.88 288.43 0.91 13.64 
?.9.12 75.80 38.?.1 2?.5.93 3.47· 22.01 
0.52 ?..70 6.44 ?.8.53 126.56 106.30 

?.?..36 70.10 36.67 186.25 7 .1.1 18.41 
· .. J.80 14.70 I 12.20 65.14 6.27 38.12 

9.88 51.00 17.59 136.32 -'\• 8.67 18.59 
36.40 95.40 I 72.85 289.42 11.13 22.60 
75.92 181.10 I 92.97 407.18 2.50 13.87 
34.84 54.50 31..91 156.45 -0.94 20.78 
46.80 101.40 61.56 341.43 I 3.50 26.30 
33.80 51.. 50 40.61 190.22 2.24 29.93 
41.08 74.80 47.06 238.12 I 1.62 24.26 
18.72 26.30 17.07 83.18 -0.98 24.03 
33.28 36.20 58.37 207.61 8.37 52.61 

520.01 1071.20 671.59 3156.21 3.24 21.63 

0.74 0.75 0.69 0.62 

Source : Table 3.14. 
Note 

6 

Nominal terms were converted into Real terms in constant 1979-80 prices 
using pri~e deflator for Private Gross Domestic Capital Formation. 

M.V. GAdgil, Op.cit p.285. 
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To sum up, we have observed that there has occurred a quite 

significant. increase in the agricultural ct·edi t from SCBs. The 

growth rate was positive at the all Ind~a level as well as in the 

states. SCBs' share has grown higher than that of co-operatives. 

But at the same time this increased supply falls short of meeting 

the p1·oduct.ion cost. and capital expendi t.ure which calls for further 

increase of agricultural credit in the future. In the coming era 

where agricultural subsidy may become a thing of the past and leave 

agriculture to compet.e o-r to die, new ventures are to be taken 

which call~ for a faster growth of agricultural credit. As C.H. 

Hanumantha Rao cautions, 'in this present context there is a very 

high need to step up agricultural exports and to have a new 

product-mix which necessitates a faster rate of growth of 

institutional credit to agriculture• 7• 

3. 4 Reg.ional dispari t.ies in the distribution of agricultural 

credit by SCBs. 

In spite of the fa(~t t.haJ: agricultural finance fro.!fl SCBs has grown 

con~iderably, many ~tudies (Tara Shukla (1971), S.K. Basu (1979), 

Kahl.on and Karam Singh (1984), R.V. Dadibhavi (1988), Nilakantha 

Rath (19R9) and others) point out that inter regional and inter 

class disparities in the distribution of agricultural credit has 

increased. Our attempt, therefore, is t.o investigate t.he nature 

and degree of regional balance maintained by the SCBs in the 

distribution of agricultural credit during the eighties. We shall 

divide this section into four. 

7 C.H. Hanumantha Rao, (1994) "Reforming Agriculture in the 
new context" Economic and Political Weekly, Vol.29, April 
16-23, 1994. 
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1. Interstate disparities in the banking infrastructure 

2. Per capita credit, per capita deposit and Credit-Deposit Ratio 

3. Regional disparities in agricultural credit 

4. Inter class disparity. 

1. Banking Infrastructure and Regional Disparities 

When we look at the branch expansion from the angle of regional 

dj spari ties: one important positive aspeet. t_ha t stands out is t_hat 

regional variations in the bank density have considerably decreased 

since 1969. This is very clear from Table 3.4. The Coefficient of 

Variation (hence forth CV) of population per bank office across the 

states was 0. 88 in 1969. Due to the bias ma:int_ained in favour of 

unbanked and under banked regions in the branch expansion: more and 

more bank offices: spread over such regions. This phenomenon 

narrowed down the large scale disparities which existed in the 

banking infra structure. Thus we find that in 1993 the CV was just 

0.24. Today we have: therefore, a more even distribution of bank 

offices. Did this evenness reflect in the banking activities too? 

Let us have a look into that. 

2. Per capita Deposit and Per Capita Credit and C1:·edi t-Deposi t 
Ratio 

In Section - 2 we analysed the growth of deposit and cred:i t in 

absolute terms. But to compare the states in terms of inter 

regional variation we need a relative measure. Per Capita Credit 

(PCC) and Per Capita Deposit (PCD) being ratios of the absolute 

amount to the population of the region, are better measures for 

comparison. The first point to be noted here is that both in per 

capita deposit and per capita credit regional variations have 

slightly decreased between 1974 and 1989, as seen from the 
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declining CV (Tables 3.16 & 3.17). Also we can see that there was 

considerable increase in both per capita credit and per capita 

Table 3.16 
Per Capita Deposit from Commercial Banks 

(in Rupees) 

States 1974 1979 1984 1989 Compound Annual Growth Rate (%) 
1974-79 1979-84 1984-89 

AP 102.63 333.00 695.53 1499.77 I 44.89 21.77 23.13 
ASS 60.03 197.00 353.82 826.70 I 45.64 15.92 26.73 
BIH 90.24 209.00 400.05 1023.55 I 26.32 18.28 31.17 
GUJ 307.71 766.00 1295.19 2653.61 I 29.79 13.82 20.98 
HAR 153.29 485.00 906.54 2274.86 43.28 17.38 30.19 

I HIM 173.?.3 434.00 954.42 2436.84 30.11 23.98 31.06 

I 
JK 166.04 568.00 966.83 2309.33 48.42 14.04 27.77 I 
KAR 178.33 493.00 867.50 1913~98 35.29 15.19 24.13 

I KER I 159.23 525.00 1032.45 2227.28 I 45.94 19.33 23.15 
I HP I 71.26 ?.07.00 413.90 1052.81 I 38.10 19.99 30.87 

T.fAH 473.23 1114.00 1849.00 4329.49 27.08 13.20 26.83 
MAN 31.?.7 17?.. 00 147.71 583.50 90.00 -2.82 59.00 
l'll':G 195.40 366.00 693.46 2013.85 17.46 17.89 38.08 
ORI 40.64 1?.9.00 274.39 710.60 43.49 22.54 31.80 
PIDl 367.80 1052.00 2061.30 4618.01 37.20 19.19 24.81 
RAJ 80. 71. 238.00 460.54 1146. ?.0 38.98 18.70 29.78 
TTl 184.70 468.00 866.03 1934.41 30.68 17.01 24.67 
TRI 66.31 15'7.00 311.76 983.'76 27.35 19.71 43.11 
UP 107.96 296.00 581.61 1369.29 34.84 19.30 27.09 
VB 309.76 756.00 1196.88 2569.62 28.81 11.66 22.94 

nmn\ 196.19 523.00 966.72 2?.10.00 33.32 16.97 25.72 

MEAN 165.99 448.25 816.45 1923.87 34.01 16.43 27.13 
cv 0.69 0.62 0.60 0.55 

Source 1. RBI, Banking Stati.iatlcs B.S.R., June 1974, June 1979, 
June 1984 and June 1989. 

2. Census of India, 1971 and 1981. 

deposit in all India level as well as across the states. The mean 

per capita deposit for the 20 states that was Rs. 166 in 1974 grew 

at an annual rate of 34.01 percent in 1974-79, at 

1.6.43 percent in 1979-84 and at. 27.13 percent in 1984-89 and 

reached Rs. 1924 in 1989. Similarly mean per capita credit grew 

from Rs. 111 in 1974 toRs. 1474 in 1989 at a rate of 48.36 percent 

in 1974-79, 16.47 percent in 1979-84 and at 2~.46 percent in 1984-

5?. 



89. The growth rate was relatively higher for the states with 

lower per capita credit base. As a result the regional variation 

has got slightly reduced. CV of per capita deposit from 0.69 to 

0.55 between 1974 and 1989 and that of per capita credit came down 

from D.90 to 0.67. 

Table 3.17 
Per Capita Outstanding Credit of Commercial Banks 

(in Rupees) 

States! 1974 1979 1984 1989 Compound Annual Growth Rate 
1974-79 1979-84 1984-89 

AP 90.88 242.00 550.00 1191.00 33.26 25.45 23.31 
ASS 54.40 125.00 312.00 666.00 25.96 29.92 22.69 
BIH 44.14 104.00 174.00 341.00 27.12 13.46 19.20 
GUJ 215.57 428.00 704.00 1560.00 19.71 12.90 24.32 

I 
HAR 

I 
191.46 525.00 1029.00 1730.00 34.84 19.20 13.62 

HIM I 25.29 222.00 550.00 907.00 I 155.59 29.55 12.98 
JK 51.00 173.00 615.00 794.00 I 47.84 51.10 5.82 
KAR I 171.16 392.00 734.00 1673.00 25.80 17.45 25.59 
KER 119.65 355.00 765.00 1469.00 39.34 23.10 18.41 

I MP 44.26 120.00 272.00 733.00 34.22 25.33 33.90 
MAH 395.86 786.00 1748.00 2976.00 19.71 24.48 14.05 
l.flN 6.45 49.00 113.00 445.00 131.83 26.12 58.76 
MEG (.3.20 74.00 167.00 611.00 I 43.79 25.14 53.17 
ORI I ?.9.04 94.00 264.00 776.00 I 44.75 36.17 38.79 
Pm~ 207.63 605.00 1542.00 2009.00 38.28 30.98 6.06 
RAJ I 49.73 173.00 365.00 739.00 I 49.58 22.20 20.49 

I TN I 200.01 424.00 778.00 1904.00 ?.2.40 16.70 28.95 
TRI 12.00 90.00 ?.61.00 673.00 130.00 38.00 31.57 
UP 58.53 157.00 316.00 585.00 33.64 20.25 17.03 
WB 237.18 457.00 575.00 1404.00 18.54 5.1.6 28.83 

I 
INDIA 145.91 362.00 683.00 1343.00 29.62 17.73 19.33 

MEAT~ 111.37 380.67 694.1.5 1473.63 48.36 16.47 22.46 
cv 0.90 0.92 0.74 0.67 

Source 1. RBI, Banking Statistics : B.S.R., June 1974, June 1979, 
June 1984 and June 1989. 

2. Census of India, 1971 and 1981. 

Credit - Deposit Ratio 

(%) 

Credit -Deposit Ratio (C-D ratio), though not an absolute indicator 

of regional imbalance, is a measure of infensity of credit 

operation. Maintaining a higher C-D ratio by the SCBs for less 
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developed regions in relation to developed regions and for rural 

centres in relation to urban centres is something desirable for 

reduction of inter regional and rural - urban disparities. Table-

3.18 shows the trend in the C-D ratio across the 6 regions in the 

country. 

Table - 3. 1.8 
Credit - Deposit Ratio (Region - wise) 

1969 1.981 

NOR THF.Rl-1-R F.G T Olli I 0.57 0.7?. 
NORTH EASTERN REG TON 0.35 0.41 
EASTERN REGTOiiT I 0.91 0.54 
CENTRAL REGION I 0.50 0.50 
WF.STERN REGION 0.82 0.74 
SOUTHERN REGION I 0.95 0.81 

AI, I, INDIA I 0.77 0.68 I 
Source: RBI Staff Studies, Credit-Deposit Ratio: 

1991 

0.61 
0.45 
0.50 
0.50 
0.60 
0.79 

0.61 

Current 
and Future Correction, June 1992, Annexure-A. 

Status 

The observed trend is of a general decline in C-D ratio over the 

years (One reason behind this decline is the rise in cash reserve 

ratio (CRR) and Statutory Liquidity Ratio (SLR) 8 • The historically 

well banked southern region and western region, though witnessed a 

decline over the years, still enjoyed a higher C-D ratio in 1991. 

C-D ratio of relatively less developed North Eastern region, though 

marked a slight increase over the years, had the lowest C-D ratio 

even in 1991. For the eastern region, e-n ratio declined from 0.91 

in 1969 to just 0.50 in 1991. This shows that e-n ratio of SCBs 

lag far behind the ideal norm of maintaining a higher C-D ratio for 

the less developed regions. 

8 Ibid. pp.1 
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Coming to rural-urban disparities one point is to be remembered. 

Banks are insisted by RBI on maintaining a 60 percent C-D ratio for 

the rural and semi urban centres with a specific purpose of 

reducing rural-urban disparities. But even in 1989 in six states 

the e-n ratio of rural centres remained far below the 60% level 

(Table 3.19). Besides, in 3 states (Punjab, Gujarat and J&K) urban 

e-n ratio was higher than that of rural. However, compared to 

previous years, this is an improvement because, in 1974 13 states 

and in 1979, 7 states were having e-n ratio higher in urban than in 

rural areas (Table 3.19). 

Table 3.19 
State and Population·iise Credit-Deposit htio 

I ·1m I 1m 1989 I 
I 
I 

States I iural Seti·Urbn ITrban Total ltura I Seai -ITrban ITrban Total iml Se•i-Urban ITrban Total I 
I I I I 

t·· Ul 0.81 0.37 0.09 I 0.67 0.61 U9 O.H us us 0.60 OJ7 I 
I I 0.22 --~J~ 

~ m 0.10 G.26 0.00 0.17 0.30 0.00 0.27 0.36 0.34 0.00 I 
I 

m I 0.15 OJS 0.33 0.31 I 0.2i 0.52 OJ8 0.37 us 0.33 0.37 0.33 I 
I PuR 0.21 0.36 0.63 us I us OJ8 U1 OJ8 0.33 0.40 0.41 0.41 I 
jm I 0.60 0.62 0.58 0.60 I 0. 79 us 0.04 Ui U2 0.53 0.54 0.60 i 

lSS 0.17 0.38 0.68 0.46 0.30 0.40 0.48 Ul 0.82 us 0.41 0.54 I 
lm I us 0.31 0.34 .0.35 I 0.62 0.35 0.31 O.B 0.42 0.30 0.27 0.13 I Oil I 0.43 O.S2 0.59 G.55 0.89 0.63 0.56 o.u 1.53 0.68 1.05 1.06 

iB I 0.22 0.20 0. 97 o.ss I 0.36 0.2( o.u 0.£1 1.01 0.32 0.51 0.58 
XP us 0.50 0. 71 0.62 o.u 0.56 0.52 6.55 0.19 0.53 0. 73 6.68 
UP I U4 0.44 0.52 o.u 0.52 0.51 U6 o.u 0.43 0.40 0.38 uo 
GITJ 0.30 0.41 0.84 0.62 0.3( 6.38 0.60 0.52 0.52 U2 0.61 0.54 

jm I 0.14 0.49 0.93 0.89 0.08 0.51 0.19 0." 0.81 0.55 0. 'l3 0. 72 
AP I 1.36 0.12 U2 o.u 1.03 0.69 0.64 0. 70 0.92 0.63 0.81 0.18 

lm 0.14 0.13 1.03 0.92 0.11 0.64 0.85 0. 7S 1.08 0.13 0.84 0.86 
jm I 0.52 0.51 1.09 0. 72 0.55 us 1.01 0.66 0.82 0.54 0.87 0.66 

Tl 1.20 0.86 1.13 1.07 0.90 0.69 0.99 0. 91 1.13 0.82 1.03 0.99 

I -mn 0.51 U9 0.86 0. 73 0.54 us 6.79 0.67 0.6& 0.49 D.£3 uo 

Some : Caaputed fro• Banking Statisties (UJ.), June 1914, 1979 and 1m. 

In short, C-D ratio of SCRs has not reached the desired levels so 

as to reduce the regional as well as rut· a] - urban disparities. 
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3. Regional Djsparities in the Agricultural Credit: 

We look at the regional disparities in agricultural credit in 2 

w~~s - one, by assessing the percent shAre of Agricultural ·credit 

going to different ~tates; two, by measuring the dispersion in the 

per hectare credit across the states. 

Percent shares of agricultural credit going into various states 

reveal a high level of unevenness when we compare it with the gross 

cropped area (GCA) of the states. For exarnple six states viz 

Punjab, Haryana that are more prosperous and four southern ~tates 

AP, TN, Karnataka and Kerala which are historically well banked9 

states on one hand ·and six other states viz four eastern states of 

Bihar, WB, Assam, Orissa and MP and Rajasthan which are relatively 

less developed and less banked states on the other hand. The 

former six states which possess about 25 percent of GCA received 

about 40 percent of the total agricultural cr·edit from SCBs in 

1974; 47 percent in 1980 and 46 percent in 1989 whereas the latter 

six, accounting for about 42 percent of GCA could avail of only 25 

percent, 21 percent and 28 percent of agricultural credit in the 

corresponding years (Table 3.8). 

The story is the SAme if we make a further comparison of these 

states in terms of direct finance and indirect finance. Even in 

the year 1989 in which the latter six states had improved their 

position, they could avail only 28 percent of direct·finance and 23 

percent of indirect finance while the former six states received 47 

9 Bankedness is conceived in terms of per capita credit, per 
capita deposit, population per hank office etc. 
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percent of direct finance and 39 percent of indirect fi.nance (Table 

3.11) . 

This is just an example to show that in spite of the relatively 

faster growth of agricu1tural credit in the less developed states, 

' the disparity is still significant. 

Agricultural credit per hecta:r·e oF Net Sown Area: 

Comparison of states on the ground of overall agricultural credit 

in absolute terms mav not be fully justifiable because agricultural 
q-

activities and thereby the credit requirements may vary from state 

to state. A comparison is meaningful and justifi.able if and only 

if we can standardise the agricultural credit as an average per 

unit of requirement of credit. To define requirement of 

agricultural credit we need an optimum norm of production 

efficiency on an all India basis to measure the c~pital requirement 

of agriculture in various states. Therefore a simpler method of 

measuring the requirement of agricultural finance might be to 

relate it to the agricultural activity in a state in terms of man 

power employed in agriculture or the area of land actually 

cultivated. In Industry we could conveniently choose 'Man-hours' 

as a criterion for industrial activities. But in agriculture a 

parallel concept, say, "manday-hectares" won't be a precise norm to 

be adopted because of disguised unemployment prevalent in the 

agricultural sector. Hence we are left with a choice between 

manpower act.ually employed or land cultivated as a norm to 

standardise agricultural credit. Here, of course, we prefer \land 

cultivated' because of the availability of more reliable and 

readily available data. 
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Area of land cultivated is taken here as Net Sown Area (NSA} rather 

than Gross Cropped Area (GCA} 10 . Therefore a standard unit, taken 

here for comparison is, the 'Scheduled Commercial Banks' 

agricultural credit per hectare of NSA' as the measure of 

agricultural activities in a region. 

Now we are in a position to compare the states and see whether the 

disparity between states in terms of this standard norm of per 

hectare agricultural credit of NSA' has increased or decreased or 

remained constant over the eighties. 

Thanks to the increased supply of agricultu-r-al credit by SCBs, 

agricultural credit per hectare of NSA (henceforth PHC) has grown 

considerably over these years. As seen from Table 3.20, per 

hectare credit at all India lev~l in 1974 was just Rs. 50. Within 

10 years it reached Rs. 651 and again in 1989 it .. came upto Rs. 

1330. This means that PHC grew at an annual compound rate of about 

60 percent for the first 5 years since 197 4 and at 46 percent 

between' 79 and 84 and at a rate of 21 percent during 1984-89. In 

1984 and '89 Kerala stood first in PHC. PRC of Kerala reached Rs. 

3048 in 1989 followed by TN (Rs. 2916) and Punjab (Rs. 2229). At 

the other extreme stood Rajasthan with just Rs. 466. The range was 

as high as Rs. 29582. 

10 :NSA indicates the net geographical area on which 
cul t.i VFlt.ion takes place. GCA refArs to -such area 
multiplied by the intensity of cul ti va tion. Why we 
prefAr NSA to GCA is explained in Chapter 3. 
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Table 3.20 
Carrnercial Banks' Agricultural Credit Per Hectare 

(in Rs.) 

··- CcrnJnmd AnnUal Growth Rate (%} 'I Year . 

States 1974 1979 19&4 1986 1988 1989 I 1974-79 1979-84 1984-89 

AP 5?..86 275.23 888.20 1193.51 1505.66 1518.53 84.14 44.54 14.19 I 
ASS 160.77 . ?J8.05 305,62 326.53 656.67 802.80 9.61 5.68 32.54 I BIH 2?..09 1?.8.51 3?A.31 465~33 709.2 823.83 96.33 30.47 30.81 
GUT 48.47 134.49 353.80 467.6 711.46 805.98 35.50 32.61 25.56 I 
HAR 46.55 32?..10 1415.46 1844.56 1789.4 1833.90 11.8.39 67.89 5.91 
HJ}t I 18.0?. 161.92 703.63 970.71 1122.59 1259.93 159.73 66.91 15.81 
JK I 10.16 113.38 688.48 755.31 737.43 624.?A 203.20 101.45 -1.87 
KAR 63.64 205.82 538.04 1011.02 1?.61.83 1397.98 44.68 32.28 31.97 
m 122.62 519.22 1480.00 1924.14 29?A.31 3048.16 64.69 37.01 21.19 
MP 11.91 58.33 174.78 259.94 382.11 477.65 77.97 39.93 34.66 
MAH 59.16 -. 62.53 156.16 460.6 581.8 867.61 1.14 29.95 91.12 
MAN 7.86 144.26 3?.8.39 -325.51 636.75 774.99 347.21 25.53 27.20 
Mm 10.34 44.23 254.66 792.88 1275.21 1294.83 65.51 95.15 81.69 

47.76 33.24 ORI I 8.04 93.50 316.79 421.69 627.82 843.33 212.70 
;PI'JN 92.12 424.19 2892.93 2543.65 2008~93 2229.24 72.09 116.40 -4.59 l I RA..J I 11.71 67.92 ?.06.12 307.39 525.9 465.75 95.99 40.69 25.19 

I 
TN 118.06 360.75 980.10 1425.06 ?.200.88 2915.50 41.11 34.34 39.49 
TRI 34.16 164.15 287.50 854.93 1243.77 1570.82 76.12 15.03 89.27 
UP 47.53 151.26 377.17 526.45 658.83 821.28 43.65 29.87 23.55 
WB 1.32.16 297.26 357.43 595.19 899.24 2226.73 24.98 4.05 104.60 

lNDIA 49.76 198.36 651.48 693.38 11.22.99 1330.15 59.72 45.69 20.83 

cv 0.85 0.64 0.98 0.88 0.58 0.56 

Source : Ccinputed fron 1. RBT, Banking Statistics (B.S.R.} for Various Y~.ars. 
2. Agricultural Statistics for Various Years. 

A look in~o the grow~h rate of PHC reveals an interesting feature. 

In the late eighties growth rate was higher for those states which 

registered a relatively lower growth rate in the earlier periods 

(eg.West Bengal, Assam, Tripura etc.) and lower for those states 

which had a higher rate in the earlier periods (eg~ Punjab, Jammu 

& Kashmir, Haryana etc). As a result PHC improved in those states 

which had a lower growth rate in the earlier pe.t·iods. This is 

reflected in the slight lowering of CV of PHC. In 1974 the CV was 

0.85. In 1984 it was still higher (0.98). But later it gets 

reduced. In 1986 ~V came down to 0.88; in 1988 to 0.58 and in 1989 

to 0.56. In 1974, PHC of 12 states was below the all India level. 
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Even in 1989 we see that ten states ranked below the national 

average. If we consider the average PHC of the period 1980-89 the 

C.V for the 20 st~tes was as high as 0.77 (Table A1 in appendix). 

Thus the concli tion was not much better even at the end of the 

eignties. However: if we make a comparison between PHC of 

iable 3.21 
Per HP.d.are Credit of Net &)WI) At'f'.a of Co-operatives 

(in Rs.) 

I 
Year· I Cc:rnp:mnd Annual Rate of Growth(%) 

States 1979 1984 1986 1988 1989 1C)79-84 1984-89 

AP I 151.72 2?.0.45 ?.72.81 42?..30 404.04 I 9.06 1.6.66 I 
ASS I 5.?.8 5.4?. 5.56 5.56 5.56 I 0.53 0.52 I Brri I 41.82 47.23 49.81. ?.74.57 3?.3.51 2.59 116.99 
GUJ I 165.17 223.11 ?.84.28 409.78 386.65 7.02 1.4.66 

I HAR I 327.51 556.96 66fi.1 1 74:1.31 766.% 14.01 7.54 
Hn.f I 90.44 182.?.8 238.54 .'314. 75 318.58 20.31 14.96 
JK I 57.59 47.24 28.27 30.00 42.93 -3.59 -1.82 I I 
KAR 95.61 ?.01.69 233.81 291.20 159.35 I 22.19 -4.20 
KF.R 548.78 969.59 347.33 170?..99 1664.28 15.34 14.33 
MP 74.97 82.69 169.90 1.91..97 199.24 2.06 28.19 
MAH 119.57 212.95 235.13 360.93 513.91 15.62 28.27 
MAN 158.76 75.02 75.02 75.02 80.22 -10.55 1.39 
MEG 43.48 59.29 99.23 97.71 80.00 7.27 6.99 
ORI 122.74 146.43 98.21 121.51 31.01 3.86 -15.76 
PUi~ 534.12 814.63 879.40 981.73 1261.00 10.50 10.96 
RAJ 73.14 87.93 112.80 180.45 70.46 4.04 -3.97 
TN 81.15 303.44 545.27 792.54 1078.24 54.78 51.07 
TRI 31.~9 23.43 103.57 119.45 138.50 I -5.02 98.22 
UP 157.02 179.81 131.24 162.40 150.00 I 2.90 -3.32 
'WB 90.49 103.35 103.81. 107.10 100.00 2.84 -o.65 

T.NDTA 131.36 200.96 ?.39.51 330.01 326.37 10.60 12.48 

r:v o.<n 1.12 l.OS 0.94 0.99 

Source : l. RBT /l-uffiARn: St.at.i st.iea l Stat.ernent.s Relating to r.ooperative Movement 
in Tndia for various years. 

2. Agricultural Statistics for various years. 

SCBs and that of cooperatives: we can see that regional variation 

across the states was higher for PHC of co-operatives than that of 

SCBs (CV of PHC from co-operAtives in 1989 was 0.99 and for the 

period 1980-89 was 1.11 (Table A6 - appendix and Table 3. 21) . 
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Growth rate of PHC was very l.ow for co-operatives compared to that 

of SCBs. Tn the PRC from co~operative also, Kerala ranked first in 

1989. But Assam's share was negligibly small. 

In short the regional variation in PHC of SCBs continued to persist 

even by the end of 80s_ Of course, with a slight reduction in 

relation to previous years and in relation to PHC of cooperatives. 

4. Interclass Disparities: 

Apart from the inter regional disparities in the agricultural 

Cl''edi t, it will bA also useful to ana lysA t.ht=! distribution of 

agricultural credit within a region. Tn other words, to see 

whether t.he ag-r::i eul turAl cr·edi t f·r'om SC'Rs exhibi. t intra rt=!gional 

disparities. For this let us have a look into the credit going to 

different size clAsses of opt=!rational holdings 11 • Tables 3.22 and 

3.23 gives the class wise distribution of per hectare short term 

credit and long term credit respectively. 

11 Holdings of the size upt.o 1 hect.are, 1 to 2 hectare r 
above 2 hectare are referred to as margina1 1 small and 
large farms respective] y _ I,arge small farms include here 
bot.h medium and large ~arms (farms of size between ?. and 
10 ha are usually referred so as medium). 
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. Table 3.22 
Distribution of Outstanding Per Hectare Short Tenn laans issued by the Cartnercial Banks 

by Size - Class of Holdings 

.. · 

1.985 1989 Cc.tnJnmd Annual Growth Rate (%) 

States Marginal Small Large I Margll'ial Small Large I Marginal Small Large ., I 
I I 

,I 
A'P TI3.'75 '750.81 201.09 I 120'7 .16 1.374.12 317.50 14.00 ?.0. 75 14.47 
ASS 31.81 : 16.16 3_1.&1 t 66.67 59.79 13.39 27.36 67.48 -14.49 
R:m 51.2~ 79.50 17.93 95.82 124.43 35.98 21.74 14.13 25.17 
GllJ 136.96 103.07 65.99 366.67 ?A4.00 109.36 41.93 34.18 16.43 
HAR 
HlJ.j 
,lT{ 

lrnR 
~ 

HP 
M11H 
JliAN 
l·iffi 
ORI 

IFtJN 
RAJ 
TN 
'I'RI 
UP 
WB 

54.15 
148.26 
36.42 

475.98 
1514.36 

34.68 
1?.7.97 
56.76 

468.75 
253.32 
438.85 
58.57 

1 834.49 
169.16 
50.87 

219.06 

INDIA I 299.61 

cv 1.23 

148.56 30.70 
98.21 16.31 

105.51 145.87 
290.10 91.58 
823.02 421.83 
33.96 21.34 

108.05 53.78 
27.27 7.04 I 

307.35 69.80 I 139.20 66.98 
409.00 134.32 
49.13 7.85 

705.14 229.51 
76.32 57.29 
72.98 40.38 

138.?.8 109.96 

223.83 63.83 

1..10 1.07 

151.53 151.17 46.92 44.96 
213.93 91..03 30.65 11.07 
76.72 76.38 245.64 27.66 

853.70 557.68 151.84 19.84 
2553.09. 1566.40 691.20 17.15 
100.58 76.50 39.23 47.51 
399.04 202.76 95.12 52.96 
81.08 39.39 14.08 1o.n 

671.88 330.88 191.58 10.83 
470.73 312.65 78.52 I 21.46 
854.68 843.41 192.39 23.69 
108.88 78.60 12.69 21.48 

1452.63 1339.28 423.69 18.52 
272.90 84.21 57.29 15.33 
97.62 136.43 76.47. 22.97 

415.93 194.30 90.33 22.47 

528.16 415.78 103.73 19.07 

1.15 1.20 1.13 

Source : l. RRT, RP.JX)t't on Current"!Y and Finance, Vol. ?., 1986-87 and 1990-91. 

0.44 
-1.83 
-6.90 
23.06 
22.58 
31.32 
21.91 
11.11 
1.91 

31.15 
26.55 
14.99 
22.48 
2.59 

21.74 
1.0.13 

21.44 

2. C.entre for Honitoring Indian F.conony (Cl-m:), Table 7.8-1, September 1990. 

Note : '1-farginal - Up to 1 ha. · 
Small - 1 to ?. lta. 
Large - Abwe 2 ha. 

13.21 I 
21..98 
17.10 
16.45 
15.96 
20.95 
19.22 
25.00 
43.62 
4.31 

10.81 
15.43 
21.15 
o.oo· 

22.35 
-4.46 

15.63 

It was the marginal farms, followed by the small farms, that 

received the highest per hectare credit in short term as well as 

long term credit in both the years 1C185 and 1989 at all India 

level. In the state level also, this trend was more or less 

visible especially in short term PHC (with the only exception of 

Jammu and Kashmir where PHC of small and marginal farms were much 

lower-than the bon small farms). 
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Table 3.23 
Distribution of Outstandhtg Per Hectare Term T.oans issued by the Conllf!rdal Banks 

by Size - Class of Holdings 

. 

States 

AP 

lASS 
BIH I G:ll 
HAR 

IHDt 
I.JK 

KAR 
m I 
MP I 
MAH I MAN 
rm; I 

I ORI 
Pili~ 

RAJ 
TN 
'T'RI 
UP 
WB 

JND!A 

CY 

1985 I 
Marginal Small Large j Marginal 

'I 
I 

223.96 198.45 100.48 353.29 
45.50 42.05 71.50 504.67 

196.80 270.05 132.59 408.37 
3?A.88 ?.D9.o2 21o.o2 I 982.37 
475.11 650.39 567.37 1 1118.34 
181.59 106.73 66.31 425.37 
35.22 38.19 190.6o I 84.18 

532.91 237.08 164.96 I 1082.10 
450.62 397.09 739.08 1088.99 
?A0.36 272.55 185.74 I 873.56 
327.01 192.27 119.15 I rn.29 
51.35 42.42 63.38 110.81 
53.13 22.06 2.97 215.63 

191.40 171.56 58.96 ,_ 511.53 
1666.91 1037.30 900.30 j ?nst.os 
380.84 /.55.84 72.13 656.85 
?.39.44 211.12 200.72 I 637.81 
88.79 57.02 160.42 ?.27.10 

151.55 229.36 383.84 329.12 
167.16 161.67 386.27 433.99 

236.55 229.66 188.05 547.43 

1.14 0.96 0.98 0.70 

1989 

Small l.a.rge 

411.17 237.54 
179.11 91.78 
599.83 306.33 
599.91 270.45 

1378.59 1122.25 
212.56 335.30 
80.31 270.1.8 

597.83 333.40 
1018.25 872.89 
491.93 455.25 
455.10 ?.84.35 
28.79 177.46 
80.88 21.78 

303.61 1.70.27 
2565.92 1374.60 
503.54 197.47 
554.97 530.43 
107.89 480.21 
394.39 626.95 
208.50 836.30 

489.63 363.84 

1.05 0.77 

caRJX)Uild Annual Growth 

II 
J-

I 
I 

I 
I 
I 

I 

Mat'ginal 

11.55 
201.83 
21.50 
40.48 
27.08 
26.85 
27.80 
20.61 
28.33 
52.69 
27.54 
23.16 
61.18 
33.45 
4.61 

14.49 
33.27 
31.16 
23.43 
31.93 

26.28 

Small 

21.44 
65.19 
24.42 
37.40 
22.39 
19.83 
22.06 
30.43 
31.29 
16.10 
27.34 
-6.43 
53.33 
15.39 
29.47 
19.36 
32.57 
17.85 
14.39 
5.79 

22.64 

Source : 1. RBI, Re:[X)rt on CUrrPJlcy and FinanL--e, Vol. 2, 1986-87 and 1990-91. 
2. Centre for rbnitoring Indian F.conony (CMIE), Table 7.8-1, September 1.990. 

fi)te : Marginal -Up to 1 ha. 
Small - 1 to 2 ha. 
Large - Above 2 ha. 

Rate (%) I 
i 

Lar-ge 

27.28 
5.67 

26.21 
5.75 

19.56 
81.14 
8.35 

20.42 
3.62 

29.02 
27.73 
36.00 

126.67 
37.76 
10.54 
34.76 
32.85 
39.87 
1?..67 
23.30 

18.70 

II 
,I 

I 
I 

I 
I 

I 
I 

In the marginal farms" short term PHC Ke~ala stood far above all 

other states. Tn 1985 and 1989 PRC of marginal farms in Kerala 

came upto Rs. 1514 and Rs. 2553 respectively. (Ofcourse, Kerala is 

the only state where the largest proportion of area under 

operatiorial holdings within the state lie in the marginal farms) . 

With re~ard to long term PHC also, in most of the States, marginal 

farms availed the highest PHC· followed by small farms. However 
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five states {J&K, Tripura, Manipur, W.B and UP) maintained higher 

pr_ot)ortion of long term PHC in the medium and large farms than in 

sma.ll ,and marginal farms in 1985 and in 1989. Though in 1985 

Kerala and Assam, were also having a higher PHC in non small farms 

latei they improved the share of marginal ~nd small farms. 

With respect to the growth rate between 1985 and 1989, at all India 

level ~swell as state level, marginal farms registered the highest 

growth rate followed by small farms. 

In short: SCBs maintained a positive bias towards the marginal and 

small farms. As the small and marginal farms are more limited in 

terms of 'owned funds' , such a preferential treatment for the small 

and marginal farms is not only desirable but necessary to reduce 

the inter class disparities. Whether this bias would continu~ in 

the present. regime of phasing out. of directed credit is an open 

question. 

3.5 Concentrations of rural assets and cultivable land and the 
agricultural credit 

Next, we shall look into another dimension of the disparity of 

agricultural credit viz its association with the rural wealth. We 

want to see whether concentration of rural assets is associated 

with the supply of SCBs' agricultural credit per hectar·e. 

Conventional approach of SCBs has been to provide-credit on the 

basis of the credit worthiness of the borrower. Hence the greater 

the assets of the borrower the greater the credit worthiness and as 

8 result. the larger the flow of cred:i t .. As A.K. Sen pointed out, 

fi4 
.... 



"a bigger farmer ... can borrow money at a lower rate of interest 

b f h . t d . t th . - "12 ecause o 1s grea er ere 1 wor l.n~ss . If this norm is 

regionally translated it may mean that the greater the assets per 

household in a region the larger would be the flow of credit. In 

the seventies the banks had revealed such an asset orientation in 

the supply of agricultural d. t 13 ere 1 . It would be interesting to 

see whether this trend persisted even later. 

Average value of assets for ·the rural household and the 

distribution of assets in different decile groups and the Gini 

coefficient of concentration of rural assets across the states is 

given in Table 3.34. The figures talk for themselves concerning 

the inter personal and inter regional inequalities. In the all 

India level, while the lowest 10 percent of the rural household' 

owned just 0.4 percent of the assets, the top 10 percent owned 

about 50 percent of assets. Between the two bench mark years of 

1971-7?. and 1981-82 there was no considerable reduction in the 

inequality. A look at table 2.25 confirms this fact. 

12 

13 

Amartya Kumar Sen, "Size of Holdings and Productivity" 
The Economic Weekly, Vol.16, February 1964, p.323. 

Tara Shukla (1971), S.K. Basu (1979) etc. 
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Table 3_24 
State Vise Percentage Share of Assets Owned by lbuseholds in the 

Lowest and Hight=o..st Groups 

jstate Average Percentage share of assets owned by 
value of lLJWeSt Top 

I assets per 10% 25% 50% 25% 10% 
I household 
I (Rs_) 

lAP ?.6,?A7 0.3 1.8 7.0 74.3 50.2 
lASS ?.0,503 LO 3.1 13.8 62.8 40.2 
IBTH 32,347 0.6 1.9 8.7 71.7 48.1 
lruJ 36,876 0.6 2.6 10.8 68.4 44.5 
iHAR 90,950 0.6 ?..8 10.7 67.1 33.3. 

~HTI~ 62,558 0.9 5.4 18.9 57.7 32.7 
,J&K 59:001. 1.1 5.7 19.8 58.3 32.9 

IKAR 33,05?. 0.3 ?..0 10.3 70.4 48.0 
!J..."ER 76,476 0.6 2.0 9.9 72.3 38.0 

ll·iP 29, 7?.5 0.6 2.5 11.6 66.9 44.2 
MAH 35,077 0.3 1.5 8.8 71.6 48.5 

loRT 17:630 0.5 2.9 10.7 71.3 45.2 
I PUN 96,631 0.3 1.4 6.1 76.9 42.0 
IRA.J 40,888 0.7 4.1 1.5.8 64.4 40.6 
lm 19,520 0.3 1.9 7.7 76.6 52.7 
UP 44,660 0.6 2.8 12.3 69.7 44.0 
'WB 20,710 0.2 2.1. 8.7 68.8 44.2 

JNDIA 36,090 0.4 1.7 9.1 72.3 49.5 

SourCP.: RBI, All India Debt and Investment Survey 1981.-81. 

Table 3.25 
Percentage Share in the Value of Total Assets 

by Different Household Categories 

Co-efficient 
of concen 
tration 

0.661/. 
0.5454 
0.6331 
0.5846 
0.5595 
0.4678 
0.4649 
0.6?.?.9 
0.6048 
0.5901 
0.6325 
0.6050 
0.6535 
0.5260 
0.6660 
0.5754 
0.6081 

0.6354 

Household Category Percentage share in value 1 
of total assets 

Lowest 

!Lowest 
Ton 25 

I ~ 

!Top 10 

10 percent 
25 percent 
percent of 
percent of 

1971 

of household 
of household 
household 
household 

1.981 

0.0 0.4 
1.3 1.7 

74.8 72.3 
50.7 49.5 

Source: All-India Debt and Investment Survey 1981-82 p.2. 
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Regional val:'iat.ions in the ownership of assets per household was 

Rs. 36090 at all-India level. But out of the 17 states considered, 

9 states were below the national average. For Punjab the average 

value of assets per rural household was Rs.96631 (followed by 

Haryana - Rs.90950) while that in Ortssa was only Rs. 17630. The 

intensity of the inequality in the asset distribution can be better 

perceived by the Gini-coefficient of concentr~tion of assets. At 

the all India level, Coefficient of concentration was as high as 

0.6354 and in states AP and TN it was still higher. 

Now, if the banks still continue the asset orientation in the 

disbursal of agricultural credit 1 naturally, the tendency of the 

flow of credit towards the richer sections and regions might still 

continue almost the same in the face of this continued variation in 

the sharing of assets. We shall test the association between the 

agricultural credit and concentration of rural assets by testing 

the significance of correlation of SCBs' agricultural credit per 

hectare with averaae value of assets ner household. and also with . . -. .. . 

Gini coefficient of concentration of rural· assets across the 

states.· The correlation results is given in table 3. 27. A 

positive and significant correlation is observed for SCBs' PHC with 

both the measures of concentration of rural assets. It suggests 

that the credit policy still had on it a drag of the past - being 

oriented to assets than to the purpose of the loan. It means that 

left to itself, the banks would channel a major portion of the 

funds towards the rich regions and the rich farmers. It is in this 

context the need and relevance of directed credit programmes for 

the priority seetors becomes clearer and significant .. The new 

policy change towards phasing out of directed credit programme 
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would only aggravate the inter regional as well as inter personal 

disparities. 

Concentration of Cultivable Land in Large Holdings 

Concentration of rpral assets comprises the total assets - land and 

non-land. As such it covers the entire strata of households of a 

region irrespective of the size of their land holdings. Rich 

peasants can be of two types: tl..,- s- Wl. th 1-"'~'<_~eH - .o~ ~ . - .-. '- • - operational 

holdings and those who own only medium or semi-medium land 

holdings. In other words, to be a rich peasant one need not 

necessarily be an owner of a large farm, though, however, a large 

farm owner is usually a rich peasant_ Therefore, a look into the 

concentration of rural assets may not tell much about the 

concentration of land. So we would test the significance of 

correlation between per hectare credit and concentration of 

cultivable land in large operational holdings to see whether the 

"two are correlated or not. 

In the table given pelow (Table 3. 26) sti.tte-wise data for the 

percentage of large holdings to total holdings is given for two 

time points, 1980-81 and 198~-86. The states are also ranked in 

terms of the data. 

14 According to Agricultural Census' definition, holdings 
uptrr 2 hectares are small; ~-4 hectares are semi-medium, 
4-10 hectares are medium and above 10 hectares belong to 
large ~rms. 



Taiil.e - 3.?.6 
Percentage of Area Under J_.arge lilldings to Area Under Total 'Jbl~?,,P£JS 

I states 
I 

198Q-81 1985-86 
Rank! % of large holdings Rank % of large holdings 

I 
to total landholdings to total landholdings 

lAP 18.69 8 16.91 8 
lASS 14.17 9 14.08 9 
BIH 10.53 l1 8.07 13 
G[1J 24.80 5 20.92 5 
HAR 31.34 3 24.29 4 
HJN 12.72 1.0 9.69 l1 
,J&i( 4.31 18 4.39 16 
KAR ?A.52 ,. 19.90 6 0 

lm 7.20 14 9.70 10 
h·iP 34.02 2 ?.8.22 3 
lrmH 21.57 7 17.44 7 
l1-mt~ 0.24 20 0.57 20 
I}WG 4.49 1.7 4.30 17 
ORI 7.40 .13 6.35 14 
lror~ ?..8.44 4 29.85 2 
IRR.J 49.59 1 47.36 1 
lnT-t 8.71 12 9.24 12 
!TRt 6.39 15 2.52 19 
IUP 6.18 16 4.81 15 
lt.m 3.66 19 3.56 18 

Source: crm., Septem'bt=!r 19Ck'), (Table 7.8-1). 

In both the periods the first five states with highest percentage 

of large holdings were Rajasthan, Madhya Pradesh, Haryana, Punjab, 

~nd Gujarat respectively. Manipur, West Bengal, Jam~u & Kashmir, 

Meghalaya, Uttar Pradesh and Kerala stand out with lowest 

percentage of large holdings. Tripura has shown considerable 

decreasf! in thf! pt=!rcent.age of large holdings during 1985-86. 

Spearman's rank correlation coefficient for the ranks of t.he 2 

periods is found t.o be very high ( +0. 96) . 'l'ha t. means, the states 

with higher percen~age of large holdings remained the same during 

the early and latter part of 80's. 

In order to see whether the proportion of large holdings of a state 

might have influenced the agricultural credit, it won't be proper 
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to take thA crude measure of per~Antage of large holding as the 

variable. We need some weighting. For example in 1985-86 

percentage of large holdings in Haryana (a well irrigated state) 

was 24.29 and that of Rajasthan {a rather dry region) was 47.36. 

But if we consider agricultural productivity and cultivator 

density, Rajasth~n's large holdings would lag far behind that of 

Haryana. Therefore it is better that this percentage of large 

holdings be weighted with the cultivator density. For this let us 

take the ratio of the all India average size of holding and the 

average size of holding of each state. Let the former be denoted 

as 'K' and,. the latter 'Ki'. Then the weight we give is 'K/Ki'. 

If 'Pi is the percentage of large holdings in the 'ith' state the 

weightAd index can hA written as: 

Pi(w) =Pix K/Ki. 

when cultivator density is higher in a state than the all India 

level Ki will he smaller than K and Pi gets inflated and vice­

versa. The Table 3.27 gives a display of this variable. 
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Table 3.27 
Weighted IndP.x of Cooi~.ntratioo of Cultivated Area in LarcJe Holdings 

Percent of J..arge Holdings Average Si7..e of .. Weighted Index 
to Total Holdings (Pi) Holding (Ki) [K I Ki] [ Pi * (Kjl{i)] 

I States l98Q-81 1985-86 198G-81 1985-86 I 198Q-81 1985-86 198o-st 1985-86 

I AP 18.69 16.91 I 1.94 1.72 0.95 0.98 17.73 18.?.6 
I ASS 14.17 14.08 1.36 0.78 1.35 2.15 19.18 30.53 

1: 10.53 8.07 1.00 0.87 1.84 1.93 19.37 ?.0.32 
24.80 ?.0.9?. 3.45 3.29 0.53 0.51 1.3.23 12.67 

HAR 31.34 24.29 3.52 2.76 0.52 0.61 16.38 19.07 
HTM 12.72 9.69 1.54 1.24 1.19 1.35 15.?.0 17 .?.3 
JK I 4.31 4.39 0.99 0.86 1.86 1.95 8.01 8.42 
KAR 24.52 19.90 2.73 2.41 0.67 0.70 16.52 17.09 
m. 7 .?.0 9.70 I 0.43 0.36 I 4.28 4.67 30.81 33.60 I MP 34.02 ;?.8.22 3.42 2.91 0.54 0.58 18.31 19.64 
t~H 21.57 17.44 I 3.11 2.65 0.59 0.63 12.76 13.68 . I 
OR! 7.40 6.35 I 1.59 1.47 1.16 1.14 8.57 8.46 I PUN I ?..8.44 29.85 3.82 2.77 0.48 0.61 13.70 17.2S 

49.59 47.36 4.44 4.34 0.41 0.39 I· 20.55 19.20 
8.71 9.24 0.67 0.64 2.75 2.63 23.91 22.86 
6.18 4.81 1.01 0.93 1.82 1.81 11.27 11.17 
3.66 3.56 0.95 0.92 1.94 1.83 7.10 6.69 

I morA 22.81 20.25 1.84 1.68 1.00 1.00 22.81 22.81 

Souree : Conputed fm-n area of size of holdings fran CMIE, September 1990 (Table 7-8.3). 

We r.~ssume a positive correlation between this weighted index of 

concentration of Cllltivable land and large holdings on per hectare 

agricultural credit of SCBs because the owners of large holdings 

can act as a pressure group on banks to get more funds. The 

correlation result is given in Table-3.28. 
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Table 3.28 
Correlation of SCBs' PHC with 'Measures of Concentration of 

Rural Assets and of Cultivable Land in Large Holdings 

Variables 

Average value of Assets per household 

!Coefficient of concentration of rural assets 
Weighted index of concentration of land in 

llarge holdings 

* - significant at 5% level 
**- significant at 10% level 

N = 17) 

1981-82 

0.552** 
0.395** 

-0.526* 

The negative correlation coefficient of the concentration of 

cultivable land in large holdings is an ominous trend. It means 

that banks are financing more the small farms than the large ones. 

Coming to 1985-86 the correlation coefficient i~ higher than in 

1980-8115 which implies that the negative correlation between these 

two variables have become stronger. The. analysis of per hectare 

credit of various size classes also confirmed this relationship 

(Tables 3.2?. and 3.23). It implies that even when SCBs provide 

credit in favour of rural assets, it is not indicative of their 

preference for large holdings. Tn fact the SCRs deserve a 

compliment for remaining above the pressures of the large farm 

lobbies. 

To sum up, in this chapter, we were tracing the trends and patterns 

of agricultural financing of SCBs. We have seen that since 1969 an 

unprecedented growth of banking infrastructure took place. As a 

result bank offices increased from 8262 (in 1969) to 60528 (in 

1993). Along with this deposit mobilisation and credit 

disbursement also grew enormously. Agricultural credit from SCBs 

15 Coefficient of correlation was -0.531 significant at 5% 
level. 
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shot up from Rs. 709 crores of 15266 crores between 1969 and 19R9. 

Growth of total institutional credit to agriculture was from Rs. 

985.crores to 37574 crores between 1971 and 91 at an annual rate of 

growth of 177 percent. By the late eighties SCBs have over taken 

the co-operatives in the quantum of agricultural credit and in its 

growth rate. 

Regarding regional disparities, banking infrastructure de~elopment 

has reduced the :regional disparities in the banking density. 

However the banking variables like per capita credit, per capita 

deposit ~tc. have registered only slight reduction in the regional 

variations. 

Agricultural credit showed considerable regional disparity in terms 

of nercentane shat~e of credit aroun to various states and in terms 
* . - - • 

of per hectare credit. Anyhow the regional variation was slightl.y 

less in the eighties compared to previous years and in relation to 

PHC from co-operatives. 

SCBs have made conscious efforts in reducing inter class disparity 

and as a result the marginal and small farms were getting a PHC 

higher than that of medium or large farms. 

Concentration of rural assets showed a positive correlation with 

agricultural credit per hectare whereas the weighted index of 

con(~entration of cu1 ti_vable land in large holdings had a negative 

correlation. 
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Chapter 4 

DETERMINANTS OF REGIONAL DISPARITIES OF COMMERCIAL BANKS' 
AGRICULTURAL CREDIT 

In the fore-going chapter we traced the growth of SCBs' 

agricultural credit since 1969 and especially during the nineteen 

eighties. We saw that the outstanding agricultural credit of SCBs 

which was Rs. 3152 crores at the beginning of eighties grew at a 

compound annuaY growth rate of 38.43 percent and reached Rs. 5266 

crores by 1989. In order to assess the regional disparity accross 

the states with regard to Commercial banks' agricultural credit we 

standardised the agricultural credit into per hectare credit of net 

shown area and we observed that the regional disparity in this per 

hectare credit, which is an indicator of the agricultural credit to 

a state in relation to the level of agricultural activities, 

measured in terms of coefficient of variation was considerably high 

inspite of its slight decrease compared to seventies. The 

Coefficient of Variation of the average per hectare agricultural 

credit for the period 1980 - '89 was found to be 0.77 for the 20 

states (Table 4.3) This was higher than the variation observed in 

the other banking variables like percapi ta overall credit and 

percapita deposit (Table ~.3). 

Naturally a question arises here - Why such a regional disparity 

even in this standardise norm of agricultural credit? What are the 

factors behind this regional variation? In this chapter our attempt 

is to find an answer to this question. In the light of our analysis 

and existing literature and apriori reasoning we shall tt.·ace 

certain banking and other socio ...;. econ.omi c variables, which we 

hope, would be able to ~xplain the variation in the per hectare 

agricultural credit across the states. We divide this chapter into 



2 sections. In section-1 we formulate the hypotheses to be tested 

and explain the method of our analysis and in Section-2 test of 

hypotheses and the interpretation of the results is made. 

4.1 Formul.at.ion of hy.oothes.is and method oC Anal.ys.is 

To trace the determinants of the regional disparity of agricultural 

credit of SCBs in terms of the multiple regression analysis. The 

variables we consider in this analysis are listed below. 

The variables 

Dependent variables(Y}: 

SCBs' outstanding agricultural credit per hectare of net sown area 

is taken as the dependent variable in our analysis. The rationale 

behind taking agricultural credit per hectare was explained in 

chapter 2. One point to be added here is that we have preferred 

here credit per hectare of NSA to credit per hectare of Gross 

Cropped Area (GCA). This is due to two reasons. One, compared to 

GCA, NSA is more stable because GCA is more susceptible to larger 

fluctuations resiil ting from various agro cliJnatic factors than .NSA. 

Two, and more important, we have already selected intensity of 

cultivation as an explanatory variable in our analysis. Therefore 

if we take credit per hectare of GCA as the dependent variable, we 

would get trapped into a circular reasoning because GCA itself is 

a product of NSA and intensity of cultivation. 

appendix for data for 1980-89). 

Explanatory variables: 

(See Table Al, in 

As we already mentioned, it is on the basis of a priori reasoning 

and in the 1 ight of existing literature we have selected a few 

75 



explanatory variables for our model. Broadly these variables may 

be classified into 3 groups viz. Banking Variables, Institutional 

Variables and Productivity Variables. 

Banking Variables 

Three variables relating to SCBs are considered here. 

1. Per capita overall outstanding credit of SCBs (X1J 

2. Per capita deposit of SCBs (X2) 

3. Population (in 'OOOs) per bank office (X3) 

Institutional Variables 

Two socio economic variables are considered under this head. 

1. Degree of urbanisation (x4) which is measured as a ratio of 

percentage of urban population in a state to the percentage of 

urban population in all India. 

2. Strength of co-operative Movement in a region measured in terms 

of agricultural credit per hectare from co-operatives (X5) . 

Productivity Variables 

Four variables related to the agricultural productivity are 

included here: 

1. Percent of gross irrigated area to gross cropped area (x6) 

2. Intensity of cultivation (X7} 

3. Percent of area under non-food crops (~) 

4. Consumption of fertilizer per hectare (Xg). 

These are the nine explanatory variables we have included in- our 

analysis. Not that it is an exhaustive list of all relevant 

variables, but these, being, are the key variables we hope would be 

76 



able to explain a large proportion of variation of the agricultural 

credit per hectare from SCBs. Correlation matrix reveals that most 

of these variables are significantly correlated to the dependent 

variables (Y) (See Table 4.1) • 

Table 4.1 
Correlation latrix 

I iariall" ' I1 I2 I3 u IS X6 17 IS I9 

y l.OOOQtt 
It .5874** 1.0000** 
X2 .mou . 9027** 1.oooou 
X3 •. 7072tt -.(9ft4tt -.smu uooou 

lu .1452 .4726** .3996** -.1368 1.0000** 
I xs -.om .1240 .1051 -.1332 .om l.OOOQtt 
lu .l403tt .1440 .1&13* -.3009tt .mtu -.1070 t.oooou 
I X7 · .mou -.om -.0303 •. 1850* -.4813** -.om .236QU uooou 
I X8 .3202** .6266** .mou -.1582 .smu .1805 -.om -.5Q98U uooou 

I9 . 6366** .msu .6382** -.5293tt .smu -.0140 .6213tt .om .2610** 1.0000** 

I of eases: 200 Hailed Siqnif: t - .01 u - .001 

Formulation or Hypotheses 

1. Per capita outstanding c?.'edi t or SCBs (X;) 

In chapter 3 we observed that per capita credit from SCBs 

registered considerable increase since 1969. From a sheer Rs. 68 

in 1969 the per capita credit increased to Rs.1097 in 1989 (Table-

3.1). But at the same time we saw that regional dispersion of per 

capita credit across the states was considerably high even by the 

end of eighties (CV was 0.67 in 1989) inspite of a decline it 

-
registered over the years. Even in 1989 per capita credit of 12 

states remained below the national average (Table 3.17). 

Thus we see that per capita credit itself is a vari.able having much 

regional dispersion and also we see from Table 4.1 that the 
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correlation coefficient between SCBs' agricultural credit per 

hectare of NSA {henceforth 'Y') and per capita credit was positive 

and significant. Therefore we may safely include this variable 

among the explanatory variables to see how far per capita credit 

influenced Y. We assume a positive impact of per capita credit 

(X1) 1 on Y. Ther~fore we formulate a hypothesis here to be tested. 

Hypothesis - 1 

Level of overall credit of SCBs as indicated by per capita credit 

determines the level of agricultural credit. 

2. Per capita deposit (X2} 

We are familiar with the banking principle that 'credit creates 

deposit'. But equally true is its inverse too that 'Deposit 

creates credit'. Deposit gives credit worthiness to the borrower 

Report of the Banking Commission had also pointed out that one of 

the most important forms of assets that give credit worthiness is 

the bank deposi t 2• Naturally: increase in deposit may lead to 

increase.in credit. In fact bank deposits and bank advances are 

mutually related in the sense that aggregate deposit is an 

explanatory variable of aggregate credit and aggregate credit would 

influence aggregate deposit3. 

3 

Data on per capita credit for eighties is given in Table 
A2 (Appendix) 

RBI: Report of the Banking Commission 1972. 

Supply function of bank credits and demand function of 
bank deposits as given by Khusro and Sidharthan 
highlights this point. In their model demand function of 
bank deposit and supply function of bank advances are as 
follows: 
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For interstate comparison we have adopted per capita deposit and we 

saw that per capita deposit also showed much regional variation 

across the states, though it has declined to a certain extent 

(Table 3.16). 

Since-deposit and credit are intimately related deposit (in terms 

of per capita deposit4) may be having some influence on 

agricultural credit too. Therefore we postulate the second 

hypothesis. 

Hypothesis - ?. 

The level of bank deposit measured in terms of per capita deposit 

determines bank credit per hectare of NSA. 

3. Population pe:r: Bank Office (X1) 

In chapter 3 we discussed in detail the growth of banking 

infrastructure and the consequent increase in bank density whereby 

the population per bank office (measured in 'OOOs) shrank 

considerably. 

There are many studies which show ~hat commercial banks' branch 

expansion positively increased the supply of overall credit as well 

d d D = D (rt, A, Y) 
A5 = As (D, R, ra) where 

nd - demand for deposit, As is supply of bank advance; Y- national 
income, R - bank reserves, rt - rate of interest paid on deposits 
and ra - rate of interest on advances. ("An Econometric Model of 
Banking in India" Technical Studies, Vol.1, Banking Commission 
(1972) pp.1-78. 

See table A3 in appendix for data on per capita deposit 
for eighties. 
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as agricultural credit5. We have also found very high correlation 

between X and Y (Table n1 co~·r.:.lat1" on co.:.fficient = -. 707, 3 - ,....._, ._ = = 

significant at .1 percent level). The negative correlation means 

that as population per bank office decline (in othe:t· words 1 as 

number of bank offices increases) agricultural credit per hectare 

increases. By including the variable x3 in our regression model6 

we hypothesise the following: 

Hypothesis-3 

As the population per bank office diminishes agricultural credit 

per hectare of NSA increases. 

4. Degree of Urbanization (X1) _ 

We have computed degree of urbanisation of a state as a ratio of 

the percent of urban population in the State to the percent of 

urban population in India. In other words we are considering here 

the relative urbanisation of a state with respect to the all India 

level. 

By bringing in urbanisation into the explanatory variables our 

intention is to reflect not only the urbanisation as such, but 

along with that, a reflection of the level of secondary and 

tertiary sector growth of a region. Urbanisation, in general, is 

intimately related to industrialisation7• Therefore level of 

5 

6 

7 

See for example Clive Bell (1990), Binswanger (1993) 1 

M.V. Gadgil (1988) etc. 

Data on population per bank office for the period 1980-
1989 is given in Table A4 (in appe~dix). 

See also S. Kuznets ( 1959) , six lectures on Economic 
Growth pp. 58. 
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urbanisation, to a great extent, is a reflection of the level of 

secondary and tertiary activities of the region. If so, a higher 

degree of urbanisation may imply a higher level of economic 

development. 

The degree of urbanisation did not registered any notable decline 

in the eighties8• (Coefficient of variation that was 0.37 in 1980 

remained at 0.34 in 1989). During 1980s eleven states were below 

the national level of urbanisation. While Maharashtra stood first 

in the degree. of urbanisation throughout t.he decade, (degree was -at 

1.49) Himachal Pradesh had only 0.42 degree of urbanisation. In 

short there was much regional variation with regard to level of 

urbanisation. 

The logic behind the inclusion of this variable into the model may 

be stated as follows!. A larger proportion of bank credit is going 

every year to the non-agricultural sector. For example, in the 

eighties an average of 84 percent of bank credit had gone io non-

agricultural sector. Also we see that there is positive 

correlation between overall credit and agricul tut:·al credit (as 

reflected between per capita credit and per hectare agricultural 

credit, Table-4.1). If so, a larger part of agricultural credit 

might be flqwing to more urbanised centres. Urban centers being 

relatively more economically developed we may conclude that 

agricultural credit flow towards the more developed regions 

resulted in a multiplied flow of funds at such centres. Let us 

postulate this problem as a hypothesis. 

8 See Table A5 (in appendix) . Data for the inter censal 
years are projections on the basis of 1971, 1981 and 1991 
census data. 
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Hypothesis - 4 

Level of economic development of a state as indicated by the degree 

of urbanisation increases the level of SCBs' agricultural credit 

per hectare. 

6. Strength of Co-operative Movement of a Region as Indicated by 

Co-operatives• Agricultural Credit per Hectare (X0} 

Co-operative credit institutions considered in this study are the 

Primary Agricultural Credit. Societies (PACs), Central Land 

Development Banks (CLDBs) and Primary Land Development Banks 

(PT..DBs) because they are the institutions providing credit directly 

to the ultimate farmers. In order to see whether the co-operatives 

influence the agricultural credit supply of SCBs we shall regress 

The implication of this variable is important. In the 

multi agency approach of agricultural financing, co-operatives and 

SCBs are supposed to operate in such a way that regions and persons 

not financed by one institution be helped by the other. But some 

studies have shown that the credit from both these institutions 

were going into the same direction9. Therefore, it is to be tested 

whethei this trend continued the same or differed in the 

eighties10 • We presume that in the eighties banks have become more 

aware of thei:t' respective roles in filling the gap left by t.he 

other institution. Therefore let us formulate our hypothesis as 

follows. 

10 

R.B.I., Organisational Framework for the implementation 
of social objectives, Report of a Study Group of National 
Credit Council (1969} p.28, Kab1on and Karam Singh 
(1984), S.K. Basu (1979) p.147 etc. 

Data relating to co-operatives' per hectare credit for 
the 1980's is given in table- A~ (Appendix). 
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Hypothesis - 5 

SCBs' agricultural credit per hectare flows into areas where co­

operative credit movAment is weak. 

6 Percent of Gross Trrigated Area to Gross CJ":opped Area (X;) 

Irrigation. not only results in greater agricnltural output but has 

even much wider impacts. Binswanger's study11 , for example reveals 

that irrigation potential increases the density of all major 

infrastructure variables like regulated markets, rural 

electrification, rural road etc. Commercial banks have tended to 

be located in areas of better irrigation. Naturally banks would 

provide a larger share of agricultural credit to irrigated areas 

because such areas are characterised by ·relatively low risk of 

agriculture and therefore less repayment problems for the bank. 

When we look into the data of irrigated area we notice that the 

interstate disparity continues in the same pace from 1969 upto 

1989. The CV was 0.64 in 1969. In 1989 and also for 1980-89 it 

was the same. In the eighties while Punjab had 89.44 percent of 

irrigated area Tripura had only 9.52 percent. This wide disparity 

may naturally affect the agricultural credit of SCBs. Table A7 

presents the data relating to the percent of gross irrigated area 

of the 20 states for the eighties12. A hypothesis that we 

formulate here is the following: 

Hypothesis - 6 

The higher the percentage of gross irrigated area to the gross 

l1 

12 

Binswanger et.al.-Op.cit.pp.349-352. 

See Appendix. 
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cropped area of a region the greater the SCBs' credit to 

agriculture per hectare of NSA. 

7. Tntensity oF Cultivation (X7} 

Intensity of cul ti vat ion of a state may he measured as the 

percentage of GCA to NS_~. Increase in intensity of cultivation 

means increased ag1:·icul tural activities and _therefore increased 

demand for credit. Variations in intensity may therefore lead to 

variations in credit disbursal too. Table Ag provides the data of 

intensity of cultivation for the 20 states. In 1969 the disparity 

was as high as 1.43. But by 1980 it has considerably decreased to 

0.14. Throughout the eighties we see that this level of CV remains 

almost same. During the period 1980-89 Himachal Pradesh, Punjab 

and Tripura were the three topmost states with 167.13 percent, 

164.4 percent and 164.15 percent of cultivation intensity 

respectively. The lowest three states were Karnataka, Gujarat and 

Meghalaya with an intensity of cul ti va tion of 109. 84 percent, 

110.71 percent 

regional levels 

and 112.98 percent 

of intensity of 

respectively. 

cultivation 

How far 

affected 

the 

the 

agricultural credit in the eighties? To understand this we propose 

the following hypothesis to be tested. 

Hypothesis - 7 

The higher the intensity of cultivation of a state the greater the 

per hectare credit to agriculture from SCBs. 

8. Percent of Area Tinder non food Crops (X8} 

Area under cultivation is broadly classified into area under food 

crops and area under non-foodcrops. Non-food crops or cash crops 
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can fetch more monetary benefits and is an attraction for banks to 

finance. Therefore variations in the level of area under non food 

crops can influence agricultural credit significantly. As we 

observed in the introductory chapter 1 there was a greater shift 

from food crops to cash crops during 1980s. Parallel to that there 

was a decline in the area under food crops. 

Annual rate of growth (compound) of cash crops increased from 10.4 

pecent (in s~vent.ies) to 11.5 percent in the eighties whereas 

growth rate of food crops declined in eighties than in seventies. 

(See Table 4.2). 

Table 4.2 
Area Under Non-food Crops 

1970-71 

1
states Food 

Crops 

AP -7.7 
ASS 20.6 
BIH 1.1 
GU,J -12.4 
HAR 3.4 
HIM 7.3 
JK 9.1 
KAR -7.9 
KER -8.6 
NP 5.6 
MAH 8.7 
MAl-l 42.9 
MEG 0.0 
NAG 100.0 
ORI 19.7 
PUN 23.2 
RA,J -4.1 
TT-1 -21.0 
TRI 11.1 
UP I 4.3 
WB I -0.3 

INDIA 

I 
1.9 

cv 2.6 

Source CMIE 1 Sept 

Compound Annual Rate of Growth 
(in percentage) 

to 1980-81 1980-81 
Non- Food Food 

Crops Crops 

-7.9 -8.4 
39.0 1.6 
9.2 -4.7 

14.9 5.4 
70.0 5.3 

-60.0 -1.1 
0.0 4.8 
9.3 8.6 

-11.7 -28.2 
0.0 0.8 
2.9 2.8 
0.0 -15.0 

16.7 8.3 
0.0 25.0 

112.7 -1.7 
24.1 12.0 
35.1 3.2 
-8.9 0.2 

-25.0 -3.3 
2.9 1.2 

84.4 3.8 
10.4 1.3 

.2. 5 10.4 

199?.. 

R5 

to 1988-89 

I 

Non-Food 
Crops 

44.7 I 
21.1 

-10.8 
-14.8 
-1.0 

150.0 
40.0 
28.0 
18.2 
39.8 
13.0 

100.0 
14.3 

0.0 
29.9 
6.5 

37.9 
24.7 
33.3 

-28.1 
-14.1 

1.1.5 

1.5 



Another important feature to be noted is that regional variation in 

the rate of growth of cash crops has infact decreased in the 

eighties whereas that of food crops increased considerably. 

How far these developments influenced the supply of agricultural 

credit is to be analysed. For this we include percentage of area 

under non-food crops as an explanatory variable. Our hypothesis is 

the following: 

Hypothesis - 8 

Increase in the percentage of area under non food crops leads to 

higher amount of agricultural credit per hectare from SCBs. 

9. Consumption of Fertisizer per Hectare (X~ 

The new Flg:t·i eul tm:·al tP.(~hnoJ ogy is Fl pa(~kagP. programme. 'T'he major 

aspect of the new agricultural technology which gave birth to the 

'Green Revolnt.ion' is it.s input orient.ation. Use of' fertilizer has 

become one of the major ingredient of the new package for the 

qualitative improvement. of agriculture. 

Fertilizer statistics data of per hectare consumption of 

fertilizers shows a very high growth over the years since the late 

sixties. The Table presented in the appendix (Table Ag) reveals 

that while the all Tndia avP.rage fP.rtilizer consumption per hectare 

(in Kg) which was 10.7 in 1968-69 rose upto 62.4 kg by 1988-89. A 

500 percent increase! However, the consumption varied consider~bly 

across the states. Ofcourse, Punjab ranked first all-throughout 

these years in ferti 1 i zer consumption followed by Tami 1 NF!du: 
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Andhra Pradesh rand Uttar Pradesh. AJ so ot.her states of green 

revolution belt were growing fast in fertilizer consumption. 

Wht=!n WE! look int.o thE! cof!ffici en t. of variA t.ion of fe:t·ti 1 i Zf!r 

consumption for the 20 states, we learn that it has not declined 

much over thE! yeArs. Tn 1969 CV wAs 0. 85 and i.n 1980-89 it. 

remained at 0.81. The growth rate in the fertilizer consumption 

also registered much regional f1 uc!t.iiAt.i ons in t.he per·i od 1980-89 

(See ChartAl in appendix). These variations in the consumption of 

fertilizers across the states could vary t_hf! demand as wt=!ll as 

supply of agricul tura 1 credit from SCBs. Correlation between 

fertilizer consumption per hectarE! and pe:t' hectare SCBs' credit was 

positive and significant13 • In a study made by Tara Shukla for the 

period 1960-69, she too found thAt there was significant 

correlation between institutional credit to agriculture and 

f t ']' i4 er .. J __ J. zer use . So let us see how far the fertilizer consumption 

per ht=!<~t.ar·e determined the per he<-!t.arf! flow of ag:t'i c!ul tural credit 

of SCRs in the eighties. We assume a positive impact and it is 

post.ula~ed below. 

Hypothesis - 9 

Increase in fertilizer consumption per hectare leads to increase in 

SC'Rs' agricultural credit per hectare. 

13 

14 

Correlation coefficient = 0. 64 significant at 1% level on 
2-t.ailed test. 

Tara Shukla, "Regional Analvsis of Institutional Finance 
to Agriculture", Indian- .'Tournai of Agri cul t.ural 
Economics, Vo1.26, 1971, Raooorteur's report on 
Tnstitnt.ional Credit. t.o Agriculture, p.54?.. 
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To perceive the explanatory variables of our study at a glance, a 

descriptive statistics is given below: 

Table 4.3 

Descriptive Statistics of the Variables for the period 1.980-89 

Variables 

Per ~apita overall out­
standing credit (Rs.) 
Per capita Deposit (Rs.} 
Population per bank 
office (in 'OOOs) 
Degree of Urbanisation(%) 
Per hectare credi.t of 
co-operatives (Rs.) 
Percent of gross irrigated 
area to gross cropped 
area (%) 
Intensity of cultivation(%) 
Percent of area under non­
food crops (%) 
C[)tlSllmpti.on of ferti 1 izer 
per hectare (Kg) 

V Dependent variable: 
agricultural credit per 
hectare from Scheduled 
Commercial Banks (Rs.) 

Method of Analysis 

Mean 

647.30 
10?.3.69 

16.00 
?.l. ?.0 

249.41 

30.91 
133.87 

20.32 

40.10 

675.05 

Standard Coefficient 
Deviation of Variation 

414.88 
591.39 

5.62 
7.71 

154.43 

19.64 
19.60 

12.08 

31.74 

512.41 

0.66 
0.59 

0.34 
0.36 

0.70 

0.64 
0.15 

0.60 

0.81 

0.77 

We have made use of the Ordinary Least Square (OLS) estimation o 

Multiple Regression Analysis in ot~der t.o assess the majot' 

determinants responsible for the regional variations of 

agricultural erP.di t per he<""! tare of fvSA. The functional fonn of the 

regression model used is log-linear model of the following form: 

[Eq.4.1J 
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Where V - the dependent variable viz agricultural credit per 

he~tare of NS~ from SCBs 

Xl, X2 ••• Xq- are the explanatory variables . 

Where, 

x. = p . t 1 
1 ercapl_a overa .1 outstanding credit of SCBs 

X
2 = Percapita deposit of SCBs 

Xl = Population (in thousands) per bank office 

X4= Degeree of urbanisations 

x5 = Strength of Cooperative movement 

x6 = Percent of gross irrigated area to gross cropped area 

x7 = Intensity of cultivations 

x8 = Percent of area under non-food crops 

X~ = consumption of fertilizers per hectare , 

a 1,a 2 •••• aq- are their respective slope coefficients 

ao - is the i.ntercept and 

U - the ert'Ol' term 

The data used in the anlysis is the pooled data of the 20 states 

for the 10 year period f.:eom 1979-80 to 1988-89. Therefore the 

number of observations of each variables is 200 (T-1=200). The 

regression resul.ts are given in the table 4.4 (See Eq.4.1). The 

coefficient of determint=~tion (R2 ) or the adjusted R2 the 

measure of 'goodness of fit' of the model was found to be very high 

and its F-Statisti~ was significant at 1 percent level. Besides, 

the actual signs of the regression coefficients were found to be 

qui tt-! in accordance with our t-!xpect.a tion. Therefore we ct=~n 

legitimately approve of the 'goodness of fit' of our model .. 



Table 4.4 

Analysis of Regression of Commercial Banks' Agricul.tural Credit 
PAr He~tare of Net Sown ArAa (Y) 

Parameters Rquation 4.1 Equation 4.?. 

Constant • 1. cu -.954 
(.1?.6) (-.394) 

Regressi.c>n 
Coefficients of 

xl .520 .515 
(5.081_)* (4.736)* 

X~ -.?.38 -.195 
/, 

(-2.495)* (-1.941)* 
x3 -.864 -1.009 

(-8.646)* (-9.993)* 
9. -.545 -.192 A4 

(-4.475)* (-1.836)** 
Xs -.099 -.121 

(-3.877)* (-4.337)* 
x6 .048 

(.649) 
X i 1.081 1.630 

(3.532)* (3.399)* 
Xg .244 .209 

(3.819)* (3.110)* 
x9 .294 

(4.225}* 
X1o .147 

ft 
(2.171)* 

R~ .780 .752 
F' 75.009* 72.436* 
-2 .770 .742 R 

- statisti~s are in parenthesis 
* - refers to signifi~ant at 1 percent or 5 percent level 
** - refers to signifi~ant at 10 percent level 
Coefficient of the variables are in elasticity form. 

However among the explanatory variables ~ (percent of irrigated 

area to GCi\) didn't become sigrl.ficant even at 10 percent level'. 

But , theoretically as well as empirically x6 is an i_mportant 

variable. Now a look at the correlation matrix reveals that there 

was very high inter correlation (rather, multi-collinea~ity) 
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between x6 ~nd x9 (fertilizer consumption per hectare of GCA) 15 . 

When we tried a regression after dropping Xq we found that X6 

immedi~tely became significant. Rut X~ is ~lso ~ key variable to 

be considered. Therefore we have taken a ratio of the variables x9 

~nd x6 ,~nd named it as x10 . x10 therefore refers to ferti 1 izer 

consumption per hectare of irrigated area ~nd as such it combinAs 

the two variables x6 and Xq- We have formulated another regression 

equation with this variable as follows! 

[F.q.4.?.] 

Where the v~ri abl es ~nd par~met.er ·refer to the same as in F.qu. 4.1 

x10 = r-atio of fertilizer consumption per hectare of GCA to percent 

of irrigated area to GCA. 

Regression results of the equation 4.2 is also given in Table 4.4. 

Here too R2 was as high as 0.742 with a significant F-value. The 

signs nf the parameters also had a theoretical consistent"!y. An 

important factor to be noted is that in our equation 3. 2 the 

v~ri~hle x10 has become highly signific~nt. whic:h in t.urn implies 

that both ferti l i.zer consumption and percent of irrigated area have 

~ si gni fi c~nt influence on Y. Thus all our explt=tn~t.ol"'Y variables 

have become significant in explaining the variation of the 

dependent vari~hle Y. 

15 Empirically also, we know that application of the 
chemical fertilizers are supposes sufficient irrigation 
and they move together. 



3. 2 Tnterpretation of the Regression Resu1 t and Test of Hypotheses 

R~re we undertak~ a brief i nterpr~tati:on of t.he t'egressi on result~ 

as given by equation 3.2 in order to explain the variation of SCBs' · 

agricultural creoit per h~ct.a't'e of NSA (Y). 

1.Spread of bank office is a major determinant of SCBS' 

agricultural credit per hectare. 

Regression coefficient of x3 is found to be -1.009 significant a+ 

1 percent level. The negative sign implies that as population per 

bank office (in 'OOOs) decreases. Y increases. It is when the 

bank branches expand, the population per bank office decreases. 

'T'h~r~for~ b:rFtnch ~xpFtnsion of SCB~ ~nhFtne~~ agri cul t.ur'iil ct'~di t p~'t' 

hectare. Therefore hypothesis 3 is accepted. History of 

agr'i cul tu:rAl fi nFtnce of SCRs i~ in suppor't of this finding. 

Between 1969 and 1989 when the bank branches expanded from 8262 to 

57699 (i.e 76 time~) Ftgricu1 turiil cr'edi t supply inr:t'eased from Rs. 

188 crores to 18,593 crores (ie 98 times). A recent study made by 

the World Bank Economist Binswanger for 83 di~tricts of IndiFt for 

the period 1960/61 to 1981/82 has shown that branch expansion of 

commercial banks had accelerated the pace of private agricultural 

investJnent.16 . In our study the regression coefficient of -1.009 

means that when population per bank office (in /OOOs) reduces by 

one unit (here by one thousand) agricultural credit per hectare 

increase by Rs. 1.009 units. 

In the 1 ight_ of this finding we should think se:ri ously about the 

impact of post 1990 d~clin~ in brFtnch expansion and that too in th~ 

A lO% incr·ease in commercial bank branches incrf..!ased 
investment i. n nni mnls And pump sets by 4 to B% And on 
trActors by 1.4% see H. Binswanger et al, Op.cit, p. 355. 
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rural centres. We shall take it for discussion in the next chapter. 

?.. I,evel of overall credit. determines level of agricultural credi.t: 

Level of overall credit, as represented by per capita credit (X1) 

shows a positive and significant impact on V and therefore we shall 

accept the hypothesis : 1. Regression coefficient of x1 was 0.515 

which means that when per capita credit increases in a region by 

Rs. 100 agricult.ural credit per hectare may show an increase of Rs. 

52. Thus increase in the overall credit in a place attracts more 

agricultural credit also. 

But the significant positive correlation between degree of 

urb<misation (X4) and x1 (TAble 4-.1) leads us to conclude t.hat areas 

of higher economic development attracts more overall credit. In 

addition to this, if more agricultural credit happens to flow to 

the areas with more overall credit, it would result in a multiplied 

flow of funds in the economically better of regi.ons. As far as 

states lying below the national average in per capita credit are 

concernt=!d, this phenomenon would c~rt=!att=! Find perpt=!tur.tte R vicious 

circle of undt=!rdevelopment. This calls for some definite policy 

measln't=! to bt=! implt=!ment.t=!d. Wt=! shR1l comt=! hAck to this point in the 

next ehapter. 

3. Per capita deposit has shown a negative impact on agricultural 

credit per hectare: 

The regression coefficient of X~ was found to be negative and 

significant. Therefore the hypothesis : 2 which assumes a positive 

impact of X2 on V stands rejected. Though this result looks a bit 

baffling at first, it is understandable. In order to understand 



this problem, let us see whether the per capita deposit had a 

neg~tive i.mp~ct on the overall credit too. For this we have run a 

regression of per capita credit (X1) on per capita deposit and the 

other related banking variables plus the degree of urbanisation 

which :represents the level of non-agricultural activities. The 

equation used iri the analysis was the following: 

where ~ - per capita credit 
x2 - per capita deposit 
x3 - Population per bank office 
x4 Degree of urb~nisation 
Xr - Cooper~tives' aaricultural credit per hectare 

3 - -
a

0 
- the intercept. 

U - error term 

[Eq.4.3] 

Results of the regression analysis of the equation 4. 3 in 
given below: 

Table - 4.5 
Result of the Regression Analysis of Per capita Credit (Xt) 

Equation 4.3 

Parameter'S: Regression Coefficient of 

Constant F 

-.69?. .9&5 .096 .1&3 .0?.?. &18 ?.18.405* 
(-1.400) (24.631)* (1.169) 4.395)** (.998) 

t. Statistics are in parenthesis 
* refers to significant at 1 percent or better 
** refers to significant at 5 percent or 10 percent level. 
Coefficients are in elasticity form. 

(N = 200) 

.&14 

Equat.ion 4. 3 has shown ~ ve·ry high R2 wi t.h significant F' v~lue. 

Out of the four variables only 2 variables are significant .. The 

most important point to be noted is that regression coefficient of 

x2 is positive, significant and also quit.e lF.irge. This means that 



increAse in per cApi t.A deposit. is a powerful variable to explain 

per capita credit. Secondly the positive and signifi.cant 

regression coefficient of non 

agricultural Activity positively influences per C'!apit.A credit .. 

Now let us come back to our problem. In the light of these 

findings the negAtive impAct of x2 on Y may mean that increase in 

the deposit is linked with increased flow of credit to non-

agricultural sector and as a consequence agricul tura 1 credit is 

slashed dlong with an increase in deposits. 

It implies that the benefits of banking is largely restricted to a 

gr.·oup who are c~r.·edit.ors as well as deposi.tors. Cer.·tai.nly: the 

number of denosi tors are much hiCJher in the non Aoricul tural sector . - -
than i.n t.he agri cul t.ln'Al and the i ncr'eFtsed depc>si ts · bectYtne more 

beneficial to the non-Agricultural sector. 

Tn this context: the relevance for the stipulation of a higher C-D 

ratio for the rurAl and under developed regions becomes clearer. 

Lowering of e-n ratio in the rural/semi urban centres in the post 

90s raise much concern. 

For a more balanced regional growth: maintaining a higher C-D ratio 

AS well as a higher Investment +Credit - neposit ratio in favour 

of the rural and 0 under developed regions is essential. 

4. Tntensity of cultivation leads t.o increased flow of agricultural 

credit per hectare: 

Hypothesis : 7 js accepted because parameter of x7 is positive and 



,· 

significant. It means that SCBs preferred areas of · higher 

cultivation intensity in providing finance. Tt is quite natural 

that in such areas agricultural activities and thereby demand for 

crt=!dit would bt=! more. 

It would bt=! int~resting to see whether there is any relationship 

betwt=!t=!n intt=!nsity of cultivation and farm si~e. Tt is argut=!d that 

small holdings t=!xhihit gt'eatt=!r cropping intensity17 . Tf so SC'Bs 

were financing more the small holdings than the medium and large, 

by way of their preference for cropping intensity. Empirically it 

is quite true. In Chapter 3 we observed t.hat the per hectare 

credit from SC'Bs was m11ch higher in small and marginal farms than 

in non small farms (Tables 3.22 & 3.23). Indeed, it is quite a 

welcoming t.rend. But in the futurt=! if cronnina intensitv tends . . - .. 
towards large farms on account of capital intensive technology will 

SCBs' crt=!dit also follow the largt=! ones? Tn such a case SCBs may 

have to follow an equity criterion too along with mere productivity 

concet'ns. 

5. Percent of area under non-food crops attracts more agricultural 

credit per hectare: 

The variable x8 had shown a positive influence on Y and the 

regression coefficient of Xg was positive and significant (Table 

4.3, Eq.4.2). Hypothesis 8 that postulates that increase in area 

under non food crops leads to increase in pre hectare credit is 

accepted. 

17 A.K. Sen, "size of .Holdings and Productivity", The 
F.c6nomic Weekly, Vol.16, 1964 p.322. See also G.R. 
Saini, "Holding size, productivity and some related 
AspPcts of Indian' AgTicultln't=!" F.conomi("! And Polit.ical 
WPekl y, ,June l c:l7l. 
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Tn t~ble 4.2 we had observed that in those st~tes where the annual 

growth rate of area under non-food erops was slower in the 70s 

pi eked up in ROs ~nd ~s A n~sul t the regionAl variAtion in the 

growth of area under non-food crops decreased in the 80s. If so, 

we m~y rightly argue that nne reason behind the slight reduction 

noticed in the disparity in agricultural credit per hectare in the 

80's mAy he this reduct.i.nn in the regionAl vAriAtion in the growth 

of area under non food erops. 

6. SCRs" agricultural credit per hectare has flowed more to regions 

where co-operative credit was weak: 

Regressi.on coefficient of was found to be lind 

significant (-.121 signifie~nt ~t 1 percent level). It means that 

F:tgt·i cultural c~l':·edi t per hect.Are fr·om SCBs Wi'IS mor·e where the co-

operatives' credit per hect.are was less. This validates our 

hypothesis 5. 

The negative impact of x5 on Y is an important finding. It means 

th~t SCBs have become more conscious as to finance areas and 

persons not covered by the cooperatives. Tn fact this is what is 

required of bot.h SCBs and co-operatives. We saw early that in late 

60s and in ear] y 70s eredi t. WAs flowing t.o almost. the same 

beneficiaries from both these institutions. Therefore i'l slight 

reversal of trend seen in the eighties is welcome. 

7. The hi ghe"'t:' t.he degree of urbanisation the lower t}:le agricultural 

credit per hectare: 

Just the opposite was our hypothesis (Hypothesis : 4). We assumed 

that bot:h Rgri c:u1 t.urRl RS weJ 1 Rs non agric!ul tural cr·edi t. may flow 
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more to regions of highel::' urbanisation, resulting in a mult.iplied 

flow of funds in such centres. But the negative regression 

"'O ff · · t of ""' :t:'- v- -1 s th"'t ""gr1" "U] t11rAl credit_ per hectare is "·e .. J.Cl.en _ . "4 .. t! t!i-:1 • - n- nt ... c - .. -· 

less where urbanisation is more. Therefore hypothesis 4 is 

rejected. Tts implication is that even though in more urbanised 

centres more hank credit is attracted, {as seen in the positive 

regression coefficient of x4 in Eq.4.3) lion's share of it is going 

to the non agricultural sectors. Empirically also it is true. In 

the case c')f Maharashtra, for jnstance, (t_he state with highest 

degree of urbanisation) of the total bank credit of Rs. 30,163 

crores at the end of December 1991, as much as Rs. 23,714 Crores 

{or 7&.6 percent) is attributable to the city of Bombay or Rs. 

?.5, 496 Crores { H4. 5 percent_) to j ts metxopol i. tan centres as a 

whole. The balance of bank credit of Rs. 4667 Crores for the rest 

of MahFtrasht:t:·a jnst_ r.ompal''es wi t_h that_ of Rs. 3&?.4 c:t:·ore fo:t:· 

B. l 1S . 1. 1ar , per hectare agricultural credit of Maharashtra was only 

Rs. R6R in 19R9 which was r.omparatively low (Table ~1) .This r.Ftlls 

for a healthy distribution of credit between the sectors. 

8. · Extent of irrigation and fertilizer consumption positively 

influences agricultt~a1 ~redit per hectare: 

We mentioned early that variable x10 refers to the ratio of 

variables x9 and x6 • In the regression parameter of ~O was 0.147 

which was significant at 5 percent level. It means that both, 

extent of irrigation and of fertilizer consumption of a region 

leads to an i ncl'·ease i.n the agrienl tm:·al eredi t_ per hect;:n·e. 

Therefore both hypothesis 6 and 9 are accepted. 

18 R.R.T. Staff Paper, Op.cit pp.?. 
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Study of Binswanger et al, which we quoted earlier had also found 

l t · · t d · f J b bAnks 19 • t 1a . 1 rr1 ga .e area 1 s pr·e errec . y 'T'he negative 

correlation between percent of gross irrigated area (X6) and 

populAtion per bank office (X3) whieh we observed in Tab1e-4.l also 

means the same. 

Increased ferL i.l i 7.er consumption leading to increased eredi t per 

input orientation. That means banks give a weighage to the purpose 

of credit. 

In chapter 2 we had found that even in the beginning of 80's asset 

orientation was predominant in SCRs' financing of agriculture. Tf 

this input orientation is a sign of shift fro~ the asset 

orientation, it is, certainly, a welcoming trend. 

'l'o sum up: 

To sum up, in this chapter we have made an attempt to explain the 

of multiple regression analysis. The model we used could explain 

the variation to a greAt extent .. By using t.he F.quAti.on 4.2 we 

found that all the 9 explAnatory variables were significant in 

expJ a i. ning the va-r·ia t ion of agricultural credit per hectare. While 

the variables per eapita credit, percent of area under non food 

crops, intensity of cultivation and the fertilizer consumption per 

hectare irrigated area showed positive influence on SCBs' 

agricnlturaJ credit per hectare, the other variables viz. 

population per Bank Office, co-operatives' agricultural credit per 

Binswanger et.al. Op.cit. p.363. 
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hectare, per capita deposit and degree of urbanisation showed a 

negat.i ve impact. We have also mentioned in brief the major 

implications of the regression findings. In the light of this 

analysis we shall present in the next chapter certain remarks and 

suggestions for a more balanced distribution of SCBs' agricultural 

credit. 
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Table - U 

Per B~~tare Credit to lgricultnre fro• Co•ter~fal Banks 

(in is.) 

mm tm-so mo-st i qa1-a2 t98H3 1983-84 tm-ss 1985-86 1 Q86-&7 1981-38 t988-89 1980-89 

; ' 
f 

I 

I AP 366.84 392.20 494.94 595.91 8&8.20 997.01 t!H.51 1430.80 15G5.66 1518.53 938.31 I I ' I m I 111.44 230. 'i4 251.11 213.81 305.62 315.28 m.s3 56U6 656.67 802 .so 384.07 I 
I I 109.20 430.87 I I BTH 162.02 208.17 33UI 329.05 324.31 372.45 465.33 519.94 823.83 
I GITJ I 174.40 241.08 265.53 m.12 353.80 391.59 467.60 552.16 711.46 805.98 425.73 I 
I m I m.s~ 503.21 61U6 597.03 UIU6 1536.99 1844.56 1366.93 muo 1833.90 1192.44 I 
I m I ftiU ftl\ 1i6 .33 442.14 543.13 703.63 731 .OS m.n m.oo 1122.59 1259.93 715.00 l I ~~I. ~Q 

I JI I 158.74 208.26 245.7i m.t7 688.48 m.&9 755.31 591.18 137.43 m.a 508.14 
I m I 25UO m.so 381.38 441.46 53&.04 70&.09 1011.02 1147.17 mul mus HU1 I I 

I [ftft I m.so ""'" "" 110US i067Jq 1&80.00 jni4.04 1Q2AJ4 mu6 297.4.31 3048. H 180&.54 I 
hK ,.lQ,IU I 

I I 
I i4P "" '"' 10U2 12&.05 14&.56 .,. "" 210. ~~ m.94 332.QO 382.11 47'U5 m.tt I I II ,QQ I !'.IQ 

I m "" .. , 15.87 120.24 .. , '"' ',. r "r 1&8 .fti 460.60 597.97 581.80 867.61 H4.29 I I II ,.In lto.n I ~0 .I 0 

I m: 118.69 216.33 "'" . ., 358.85 m.H ...... "" m.5t m.&s 636.75 77U9 402.1& I I ~ftL II J/J.II 
I 

147U5 • ""r '" 580.64 I I Xi.G S'L qft qo.sz ·iiS.Si i50.5n m.H 291.7.3 1~2.88 I/.".~ I 12;4.83 
I ... 136.53 14U7 204.06 ..... , ,. ... m.n 312. f& 42Uq rftf "' 627.82 843.33 187.37 I 
' URI ,,n,o' ~~4.~4 I 

I m 550.83 "'"' "" H5.31 1055.5i mu1 3753. i 1 2543.65 tm.39 2008.93 mu4 1&70.02 I I 114.~0 

I HJ 89.79 115.14 138.'12 172.13 20U2 250. q~ 307 .H 337.36 52UO 465.75 260.93 I I 

I n 472.57 183.50 8'16.34 m.1s m.to 119U3 1425.06 H68.90 2200.88 ms.so tm.s6 I 
I m I 20U5 213.70 213.03 473.17 287.50 340.54 854.93 muo t24~.7j 1570.82 m.u I 
I ITP I HUB 258.45 308.68 373.79 ...... '" ....... 526.45 567. ;q 058.&3 821.28 450.89 I Jll.ll Ul.~l ., 

iS I 2~1.25 m.sq 395.0~ 310.28 357.43 (iUS 595.19 634.84 899.24 mo.il m.56 I 
l I 
I 
I mr 244.19 318.32 H1.99 442.07 651.48 769.10 m.Js 7&6.21 1 i22. 99 1330.15 675.05 
I sn HU9 m.1o 27U2 284.64 m.ss 203.34 6i2.oe 703.04 651.58 149.49 512.41 
I Ci 0.66 0.76 0. 71 0.64 0. 98 1.04 o.BS 0.89 0.58 0.56 0. 77 I 

I 

SOITiCF. : Coapnted frt1il m Credit data and m data fro. lgricultural Statisti~s 
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Table - U 

Per C~pita Outstanding Credit of Coaaercial Ranis 
(in is) 

smr.s I i;so tm tm 1983 HU 1985 1986 1;&'1 ms tm mo-sq l 
I 

I lP 28A.OG 3Ai .00 nun 393.00 m.oo HUG 734.00 861.00 iOOUO muo m.6o I 
I m 133.00 124.00 m.oo 113.00 3iUO 35UO m.oo m.oo 515.00 HUO 319.20 I I 

I m 11&.00 132.00 132.00 170.00 . ., ....... m.oo m.oo 2l5.00 m.oo Ul.OO 207..30 I I l14.UU 

I GITJ m.oo 48'1. 00 m.oo 5&6.00 704.00 831.00 m.oo 101LOO muo mo.oo 848.00 I 

I m 565.00 517.00 ft2&.00 m.oo 1029.00 ms.oo muo 1431.00 1433.00 1130.00 1068.30 I 
I m m.oo 20UO 383.00 m.oo 550.00 m.oo '188.00 ~~uo m.oo 901.00 m.Ao I 
I ... iQ3.00 m.oo m.oo m.oo m.oo 78UO 144.00 61UO 10UO m.oo 53UO I I ~~ 

I m m.oo 4iUO m.oo 581.00 73UO 846.00 muo 1338.00 muo muo qouo I 
I m 416.00 m.oo 514.00 565.00 765.00 Ui.OO m.oo 1112.00 1321.00 UliUO 851.20 I I 

I WP 141.00 153.00 178.00 220.00 m.oo m.oo .176.00 m.oo 563.00 133.00 343.70 I 
I m m.oo 885.00 m.oo 1m.oo 1148.00 2018.00 muo muo 2293.00 muo muo I 
I m suo suo 62.00 14.00 113.00 i3UO m.oo 284.00 351.00 445.00 179.10 I 
I m 14.00 11.00 9UO 110.00 161.00 218.00 377.00 m.oo 594.00 611.00 m.1o I 
f Oil 110.00 13UO 161.00 201.00 m. on 30&.00 367.00 487.00 603.00 176.00 HUO I I 

I Fl!1i m.oo m.oo 855.00 945.00 1542.00 rm.oo muo 1644.00 1689.00 200Q. 00 tm.ao I 
I UJ 206.00 206.00 236.00 285.00 m.oo 424.00 467.00 512.00 m.oo m.oo 400 .ao I 

I 
I n 511.00 535.00 6i2.00 U1.00 778.00 m.oo 1046.00 129l.OG 1494.00 1904.00 911.1G I 
i Til 109.00 107.00 159.00 m.oo 2~1.00 3i5.00 361.00 m.oo m.oo m.oo 321.10 I I uP 161.00 liUO 210.00 256.00 316.00 314.00 m.Go m.oo m.oG 585.00 330.90 
I in m.oo 434.00 505.00 601.00 m.oo 161.00 1i.Z. 00 864.00 1010.00 1404.00 737.40 I 

I 
I mn 40& .00 408.00 465.00 55UO m.oo m.oo 862.00 m.oo 1018.00 1343.00 756.40 I I 
f I 
I 
~m 3iUS 319.55 "'"' ,, 442.10 5~1. 70 102.50 iOi.&S 853.&0 948.85 i159.30 641.30 I I .lt~.nu 

I sn 233.31 221.10 auo 315.53 426.76 522.60 510.32 503.26 518.Q8 651.02 414.88 I 
I I 

I Ci 0. 74 U9 0.55 0. 71 G. 72 G. 74 0.66 0.5, Q.55 0.56 0.66 i 
I 

Sburee: ~~~. B.S.i. (iarious issues), Census of India , 1'81 

10?. 



Table - ll 

Per Capita Deposit fro• Co11ertial Banks ( in is.) 

I H- 1!80 
1981 1982 1m 1984 1985 I 986 19&7 1988 1989 1980-39 

I lP lH.56 395.81 462.01 570.98 695.53 844.lft 971.32 1141.89 1337.16 1499.77 823.52 
lSS I 169.70 198.14 242.50 285.47 153.82 458.95 522.16 633.08 15U8 826.70 444.32 

I m I lq~&.11 249.15 21&.54 336.64 400.05 504.15 607.31 729.24 890.08 I 023.55 521.74 
I GUJ 70U6 U5.31 H3.61 1072.11 ms.H 1483.24 1581.10 m5.29 2280.25 2653.61 1490.31 
I m I 441.06 553.31 663.55 764.21 906.54 tlG9 .50 1334.90 1634.25 1941.43 221U6 1162.96 

I m I UU7 545.40 659.40 170.S1 954.42 1112.23 1416.09 muo 2103.61 2436.84 121U2 
Jr I 54U3 . 621.58 m.n 81U5 966.83 i 250 J 8 U9U1 rm .62 2037.11 230~.33 mu1 

I m I 453.:51 550.35 631.51 732.73 867.50 104U9 1213.96 1414.49 tm.34 1913.98 1049.51 
I m I 505.04 614.63 712.17 842.94 1032.45 1228.08 1U8.U muo 1m.91 mu8 1229.51 
I XP I ln5.58 m.~q 283.81 343.86 413.90 Sl5.1i 626.39 115.29 921.16 1052.81 538.39 I 

I m gqftJl 1208.65 1310.55 1538.H 1849.00 2288.87 27&3.38 31 Zl.35 3638.52 4m.n 2306.47 
I m 150.57 131.71 143.86 151.01 141.71 m.s1 284.57 m.43 498.71 583.50 169.67 
I m 386.0S 416.54 m.oo 547.08 m.46 975.92 112U3 tm.s5 i 913.38 2013.85 1004.44 
I on 135.72 1 i7 .57 l9U5 246.30 274.39 J46. 73 407.46 496.13 610.17 110.60 360.42 
I PITH 104Ui j 2S6 .2& 1509.32 1160.16 2061 .30 2450.14 2920.55 3493.55 4Gn .51 4618.01 2523.64 
I m 211.90 m.a 31UJ 385.26 460.54 516.15 687.22 m.s; 9!7.81 lUUO 586.18 

I u m.aq 54U8 mJ6 138.91 866.03 106U2 1200.00 1426.20 1649.08 1934.41 1051.11 
Tit 149.90 19U8 j 94.95 265.61 311.16 394.38 521.43 640. il 811.86 983.76 4&1.59 

I nP m.o5 354.36 405.56 516.11 581.61 lOUD 828.8~ 1003.65 1217.90 1369.29 126.16 
I 
I n m.oo 836.12 946.05 1095.45 1196.88 1401.22 mu8 1974.40 2261.05 2569.62 1468.14 
t 
I xm 425.91 512.15 58 US 689.25 8!6.45 999.13 1i8Ul 1417.32 1679.41 1923.81 ] 023.69 

SD 260.79. 318.&6 36U9 415.81 492.34 581.88 696.12 800.04 922.58 1064.14 591.H 
cv 0. 61 U2 0.62 0.60 0.60 0.58 0.59 0.56 0.55 O.S5 0.59 

Source : i3T 1 B.S.i. (various issues) 
Census of India 1 1981 
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Table - U 

POPIT!.lTTOR m mr GFFTC~ (Populatio~ in 'OO(is.) 

mm I mo tm tm 1983 HS4 tm 1986 1981 198& 1989 1980-89 I 
I ! 

lP I 21 H I& 16 15 13 13 13 12 12 !; I 
m I 43 39 35 lO 28 23 21 JO t9 18 28 I 
m H 29 25 23 22 18 17 16 16 15 22 I 
GITJ 15 14 14 13 12 11 11 11 11 10 12 I 
m 16 16 15 14 13 12 12 11 11 10 13 I 
m 13 11 10 9 9 8 a 8 1 6 9 I 
Jr 15 13 11 10 9 9 8 8 8 8 10 I 
m 13 13 12 .. 11 10 9 ~ ~ 8 11 I u 

I 

m 12 11 10 10 10 9 9 9 9 9 10 I 
KP 28 24 21 19 16 14 14 14 13 13 18 
m 18 17 16 15 ·a 13 13 13 12 12 H 
m 41 39 37 32 28 24 21 21 21 21 29 
KEG 24 23 20 17 14 11 10 10 1G 9 15 
Oil 33 27 21 20 18 16 15 15 14 14 19 
m 11 10 to 9 9 8 8 8 8 9 
m 22 21 19 18 H 13 13 13 12 12 16 
Tl 11 16 15 14 13 12 12 12 12 .. 14 16 

m ... 24 24 .. 23 20 t; 15 14 " 20 " 'J I J 

ITP a ... 
~I 23 21 19 16 15 15 14 14 19 

n 2i a 22 .. 20 1i 16 16 15 14 19 " 
wm 20 .s; lUG 17.30 15.95 13.8; 13.00 tu; 1u; 11.90 16.0 
sn 8.31 1.41 6.33 ; . 71 4.S6 3. 79 3.66 3.51 3.53 5.62 

0.40 0.39 0.37 O.l6 0.33 OJ9 0.2~ 0.28 0.30 0.34 

Sour~~ : iBT 1 B.S.i. (various issues! 
Census of India 1 Hal 
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Tahh - l5 

Degree of llrbanisation 

( Per~entage of llrban Population in a State to the Percentage of ITrban Population in Tndia! 

I I 
I mml nso 

I 
lQSl H82 1983 !9S4 1985 H86 1987 1988 1989 1980-89 

I lP i us o.98 0.99 1.00 1.00 1.01 1.02 1.02 1.03 1.04 1.01 
I ASS I 0.42 U2 U2 0.42 0.4/. 0.42 0.43 U3 U3 0.43 0.42 
I m I 0.53 0.53 0. 52 0.52 0.52 0.52 0. 52 0. 52 0.52 0.52 0.52 
I Gl!J I 1.31 1.31 1.32 1.32 1.32 1.32 1.33 1.33 1.33 1.34 1.32 

m I 0.92 0. 92 O.B 0.93 0.94 0. 94 0.95 OJ5 0. 96 0.96 O.H 
m I 0.32 0.32 n.J2 U2 0.33 0.33 0.33 0.33 0.33 0.34 0.33 I Jt I 0.89 0.89 0.39 0.90 0. 90 0.90 0. 91 Ul 0.92 0.92 uo 
m I 1.22 1.22 1.22- 1.22 1.21 1.21 1.21 1.21 1.21 1.20 1.21 I 

I m I 0. 79 0. 79 0.82 0.84 0.87 0.90 0. 93 0. 96 0.99 1.02 0.89 I 
KP 0.84 0.84 O.S5 0.85 U6 0.81 0.87 0.88 0.89 0. 90 0.86 I I m us 1.48 1.48 us 1.49 1.49 1.49 1.50 1.50 1.50 1.49 

I m 1.11 1.11 1.11 1.11 1.10 1.10 1.10 1.09 1.09 1.08 1.10 I 
I m 0.76 0.76 0. 76 0.75 0. 75 0. 75 0. 74 0. 74 0.74 0. 73 0. 75 I I 

I on 0.50 0.50 0.50 0.50 0.51 0.51 0.51 0. 51 0.52 0.52 0.51 I 
I PUii t.\7 1.17 1.17 1.17 1.16 1.16 1.16 1.16 1.16 1.16 1.16 I I UJ 0.89 0.89 0.89 0.89 0.89 0.89 0.&9 0.89 0.89 0.8~ 0.89 
I Tl 1.39 1.39 1.38 1.38 1.37 1.36 1.36 1.35 1.35 1.34 1.37 I 
I m 0.4~ 0.46 0.48 0.49 0.51 0.52 0.54 0.56 0.57 0.59 0. 52 I 
I ITP 0.76 0.7~ o.76 0.76 0.76 0.76 D. 77 0. 77 0. 77 0.77 0. 76 I I iB 1.12 i.l2 1.11 1.11 1.10 1.10 1.09 1.08 1.08 I.Gi 1.10 I 

I mn 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 I 
I 
I 

I mr 0.89 0.89 0.90 0.90 0.90 uo 0. 91 0.91 0.91 0.92 0.90 
I SD 0.33 0.33 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.31 0.32 
I cv OJ/ 0. 31 0.36 0.36 0.36 0.35 0.35 0.35 0.35 ' 0.34 0.35 

SOURCF. : Coapnted fro a Cmus of Tndi a: m1 t mt 
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Table - l6 

Per Hectate Credit of ISA fro• Co-operative Bants 
(in Rs.) 

States 1980 tm 1982 1983 1984 tm tm 1988 1989 mo-89 

AP 151.72 ' 237 .ts 163.34 211.90 22U5 262.92 m.st 422.30 404.04 262.58 
ASS 5.28 1.61 5.44 5.43 5.42 5.42 5.56 5.56 5.56 S.56 
m 41.82 36.65 71.71 65.53 47.23 suo 4Ui 274.51 323.51 189.82 
CITJ 165.17 144.48 201.87 205.46 223.11 m.u 28U8 409.78 386.65 257.29 
m 327.51 500.12 503.1& 510.63 556.96 58U8 666.11 741.31 166.96 415.86 
m 90.44 116.46 133.88 169.26 182.28 m.n 238.54 314.75 318.58 242.10 
Jt 57.59 5U3 63.76 75.05 47.24 36.37 28.27 30.00 42.93 n.94 
m 95.61 140.85 m.42 148.10 · 20U9 200.U m.s1 291.20 159.35 243.67 
m 548.78 76U3 m.6o 773.88 m.s9 1173.55 1347.33 1702.99 i66U8 554.27 
XP 74.97 76.89 87.80 93.83 82.69 !tUB 169.90 191.97 m.24 111.49 
'm m.s1 165.08 184.H 201.90 212.95 216.85 235.13 360.93 513.91 221.19 
m m.76 91.68 75.02 75.02 75.02 75.02 75.02 75.02 iS .02 95.10 
REG 43.48 SUI 14.09 32.36 59.29 60.06 9U3 91.11 80.00 m.8o 
Oil 122.74 i4Q. il 126.03 191.90 146.43 126.53 98.21 121.51 31.01 221.90 
m 534.12 656.81 755.82 886.50 814.63 m.93 87UO 981. 7l muo 530.94 
UJ 73.14 92.44 99.96 107.40 81.B I DO .38 112.80 I SUS 10.46 174.29 
Tl 81.15 61.89 165.85 220.29 303.U 383.07 54Ui 792.54 1078.24 219.57 
m 31.29 57 .il 39.39 27.67 23.43 43.84 i 03.57 119.45 13UO 111.88 
UP 157.02 131.67 151.32 161.86 m.81 171.67 131.24 162.40 150.00 t7U2 
n 90.49 96.23 101.06 79.88 103.35 101.62 103.81 107.10 100.00 149.63 

wm 148.53 183.27 190.32 215.49 227.15 282.08 311.08 427.81 460.25 249.41 
SD 147.14 203.14 209.51 23U7 253.47 303.41 327.67 400.26 441.90 154.43 
cv 0. 99 1.11 1.10 1.10 1.12 1.08 1.05 . 0.94 0.91 1.11 

sonm I. Statistical stateaents relating to Co-operative Roveaent in Tndia , Part -1 Credit Societies, 
(various issues) 
2. lgricnltnral Statistics, 

1.06 



Table - l7 

Fer~ent of Cross Irrigated lrea to Gross Cropped lrea 

mml 1980 1m 1982 1983 1984 1985 19&6 1987 1988 1989 1980-89 

I l'P 34.5 35.4 35.9 35.4 37.8 36.6 35.8 37.3 35.4 41.4 36.55 
I 
I m 11.3 11.0 16.5 1U 15.9 15.4 15 .l 15.7 15.5 15.5 IS. 99 I 

I m 3U 3U 33.1 34.1 3U 36.7 36.3 36.7 39.3 40.3 35.71 
I GITJ 2U 21.8 23.1 23.9 25.2 21.0 29.0 24.1 22.9 22.9 24.13 
I m 6U 6U 59.3 61.1 63.2 63.6 65.7 69.1 62.9 61.3 64.31 
I m IU lU 17.0 16.6 17.0 17.1 11.4 11.3 17.1 17.4 11.06 
I Ji 40.5 40.2 40.5 4U 40.9 40.5 41.1 38.8 39.6 4U 40.43 
I 

I m 15.2 15.1 1U 16.0 16.9 18.0 18.1 19.0 18.8 22.0 11.51 

I m 13.9 13.3 13.2 13.6 13.8 14.1 13.9 15.0 13.6 13.1 13 .&1 
I MP 10.1 11.5 11.5 12.4 12.1 13.9 13.4 15.6 15.1 16.1 13.35 

., m 12.2 12.3 lU 12.5 13.1 12.3 11.8 12.4 12.1 12.1 1UO 
m 32.6 31.9 31.3 40.8 40.8 39.9 40.5 42.1 39.9 39.5 31.93 

I m 22.8 22.8 25.2 2U 24.1 23.1 23.9 23.8 21.3 21.3 23.37 I 

I OH I 20.2 1U 22.9 24.1 21.0 23.1 23.3 22.5 22.1 25.6 22.50 
I PUll I su 85.5 86.1 SS.9 89.9 90.5 91.0 91.2 91.1 92.4 89.44 I 
I m I 24.9 21.6 20.0 22.2 21.3 ... 21.3 24.1 30.0 23.2 23.14 I I H.~ 

I TK I 51.6 50.9 4U 45.3 40. a 49.5 47.5 43.6 43.8 44.5 46.71 I 
I m I 9. 9 8.9 u 9.0 u u 9.1 u 10.5 u 9.52 I I UP I 4U 46.3 46.9 4U 48.5 50. i 50.& 51.2 51.0 55.9 50.31 
I iS I 20 .a 2U 23.5 26.2 25.2 25.2 2U 23.3 22.8 23.0 23.19 I 
! ' I I xm t 29 .11 29.42 29.72 30.95 30.63 31.51 31.48 31.69 31.63 lUI 30.91 
I I 

I sn 19.49 18.&7 i&. 70 19.12 19.37 IU2 19.99 20.01 19.96 20.53 19.64 l I cv I us 0.64 0.63 0.64 0.63 0.63 0.04 0.63 0.63 0.64 0.64 

somr.: lgricultural Statistics 
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Table - l 8 

Intensity of Cultivation (Permtage of Gel to ISA) 

I mm tm mt 1982 1983 1984 1985 t 986 1987 1988 1989 198Q-S91 
I 
I lP ttUO 114.40 115.20 115.70 117.10 116.10 116.00 11UO 116.00 119.40 nu8 I 
I lSS 124.12 125.10 127.90 132.20 132.90 137.70 UO.lO 134.30 136.70 136.70 m.79 I 
I m 131.80 134.10 \35.20 128.10 \35.30 134.90 13UO 137.!0 138.10 138.30 13us I 
I GITJ 110.79 111.10 112.80 11UO 115.40 107.50 10G.30 113.60 110.40 11D.40 110.71 I 
I m BU1 151.60 159.20 147.60 158.00 152.40 155.00 156.40 144.90 168.10 153.05 

m 164.81 165.40 165.60 161 .ao 163.70 110.30 167.10 169.00 169.30 168.30 167.13 I 
I Jr 135.60 136.20 136.60 138.40 138.10 140.00 140.70 141.10 143.50 146.90 m.11 I 
I m 107.56 107.70 108.10 101.10 108.20 ltO.SO 109.60 112.30 114.10 112.60 1o9.u I 
I m 130.02 131.30 133.90 131.30 131.20 131.60 130.SO 129.90 131.20 133.90 131.51 1 I WP 113.19 114.40 115.50 116.80 11 i .10 116.70 118.60 116.30 111.50 117.60 116.43 
I m 109.80 109 .I 0 111.30 110.10 112.90 112.60 115.20 110.00 I 08.50 108.90 m.9o I 
I 

1u.so I I m I 161.86 16'1.90 111.40 134.30 131.40 134.30 132.10 135.10 134.30 135.10 
I 

111.40 11G.40 110.50 122.40 121.90 112.98 I I m I 115.91 116.10 104.10 106.10 109.80 
I Oil I 136.78 142.70 140.30 139.00 151.80 139.50 146.40 147.80 152.70 146.00 ·uuo I 

! PUli I 156.28 161.40 164.60 134.60 165.60 167.40 170.60 171.90 116.20 115.50 16U1 I 
UJ ! 115.23 1!3.60 119.40 117.50 116.30 113.60 116.50 114.30 115.60 116.80 11s.s8 I 

I Tl I 123.83 120.10 120.40 1!4.70 118.80 122.50 119.10 111.50 116.40 116.30 119.08 
I m I 158.96 161.40 166.80 169.40 169.00 161.10 165.20 157.10 161.10 164.80 164.15 
I UP I 139.09 142.70 143.30 1U.40 145.10 145.60 H5.20 146.30 142.60 146.70 144.00 

f 141.54 136.90 132.80 125.80 146.80 146.90 149.50 153.10 157.00 155.10 144.66 I 

Kill 131.82 133.22 134.25 129.80 134.29 133.93 134.29 134.59 135.43 137.06 m .81 1 
18.28 19.59 20.98 11.49 19.32 19.55 20.23 19.19 19.87 20.88 19.60 
0.14 0.15 0.16 0.13 0.14 0.15 D.15 0.15 0.15 0.15 0.15 

SOliiCF.: mrcmrrm smmm 
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Table - H 

Percentage of lrea under lon -Food Crops to Total lrea 

1980 1981 1982 1983 198( 1985 1986 1987 1989 1980-&.9 

lP 22.27 25.64 22.60 24.05 24.37 26.89 21.86 34.10 35.27 21.01 
lSS 11.46 18.45 17.89 19.01 19.18 19.81 19.20 19.10 21.23 19.04 
m 4.75 7.65 us 4.61 Ul Ul S.l2 9.70 7.19 U2 
GUJ So.IS 50.00 48.21 48.18 46.60 49.33 49.40 62.10 44.72 49.92 
lUi 19.99 2UO 21.U 24.30 22.95 24.32 24.59 26.90 19.42 22.15 

I m 3.29 2.22 3.91 3.49 3.51 3.35 3.48 9.30 5.43 U2 
I JI 8.38 5.62 9.05 8.94 9.28 9.63 10.79 14.60 1.3'1 9.30 
I m 21.61 3D.68 21.43 21.85 22.95 29.93 29.10 33.50 3US 2U1 
I m 18.49 31.89 18.66 40.10 40.94 42.51 43.91 44.25 48.26 41.68 

.I KP 15.85 13.55 16.52 16.61 16.98 18.84 18.14 20JO IUS 11.25 
m 26.10 21.31 21.55 28.14 26.71 2U4 28.40 31.10 29.30 21.98 

I 
I m 2.00 2.34 1.11 2.61 2.61 2.56 U9 21.10 10.53 5.21 
I m 12.91 !Ul 12.31 12.69 12.42 1U4 13.68 38.10 18.10 18.48 
I on 10.50 14.46 11.25 11.89 12.31 12.05 12.34 24.50 18.21 14.11 
I FUI 24.34 2Ui 24.94 24.58 22.74 21.08 22.03 23.10 11.50 22.88 
I m 2Ufi 2/.0i 2&.31 28.74 21.38 10.43 21.09 21.60 2i .iO 21.89 
I Tlf 23.29 24.15 22.82 23.95 23.49 25.11 25.89 36.60 34.50 26.65 
I m 8.60 9.09 6.78 1.'18 us 8.15 8.89 16.60 12.12 11.79 
I ITP 6. 91 1.33 1. 70 7.61 7.18 1.94 7.80 18.21 1U9 9. 71 

iB 11.14 14.35 13.61 13.66 13.02 14.20 16.46 24.00 16.16 15.24 

xm 1U5 18.82 18.35 18.98 1&.39 1Ul 19.81 27.71 23.09 20.32 I 
Sii 11.94 12.08 11.85 11.98 11.55 12.39 12.32 12.23 12.39 12.08 

,. 
cv 0.66 0.64 Q.65 0.61 0.61 Ul 0.62 0.44 0.54 0.60 I 
somE: lGRICITL7ITRAL STATISTiCS 

109 



Table- l 10 

fertilizer Consoaption Per bectare of GCl 
(in lg .) 

1980 1981 1982 1983 1984 1985 1986 19&7 1988 1989 1980-89 I 

I lP 42.70 45.90 50.00 53.00 69.20 76.70 69.60 67.20 83.47 116.00 ,, Js I 
I lSS 2.06 2.80 3.30 4.10 5.30 3.90 4. 70 4.70 5.47 7.00 U31 

I m 15.90 IUO IUD 18.50 26.60 39.60 52.00 51.40 53.10 58.30 35.13 ! 
GITJ 36.60 34.40 3UO 38.70 46.90 49.40 41.30 38.60 45.30 58.70 42.85 I 

I Bll 39.70 42.50 45.50 47.40 59.20 63.40 70.20 72.90 13.57 89.90 60.931 
I m 15.00 17.40 19.50 19.50 19.30 22.10 24.10 26.90 23.23 30.90 22.41 
I JI I 23.50 21.40 21.80 32.30 36.70 29.10 37.00 30.00 37.40 52.20 32.14 I 
I m I 33.20 31.10 3UO 38.30 45.40 53.00 49.80 52.80 57.77 61.70 46.35 
I m 36.20 33.40 32.90 36.90 45.40 44.10 49.30 49.30 57.13 74.60 46.09 

I RP I uo 9.20 10.90 11.00 14.60 16.80 19.40 21.80 24.80 30.80 16.61 
m I 21.30 21.20 26.60 26.30 31.80 29.20 33.60 31.60 35.67 45.00 30.171 

I m I IUO 14.50 15.40 18.30 21.00 20.20 26.30 30.10 45.01 73.80 21.99 
m i 8.30 12.20 9.50 1i.70 11.90 13.90 14.40 16.20 15.71 14.90 12.88 i 

I Oil i uo 9.60 9.90 10.80 13.10 13.'10 16.90 13.00 14.13 IUD 12.60 i 
I Pill I lOUO 117.90 123.70 121.80 149.30 151.40 159.90 159.90 158.17 154.70 UOJ6 I 
I m I 8.60 8.00 7.90 9.10 11.&0 11.30 12.00 13.10 14.50 17.30 1u6 I 
I fl I 69.30 63.20 6UO 58.60 86.70 114.50 llO.SO 97.10 IOU I 118.00 88.90 I I Til I 5.50 5.10 , .00 6.80 9.60 uo 13.90 18.20 IUD 21.80 11.55 
I nP I 43.30 49.40 32.20 60.60 68.30 65.30 81.40 70.70 75.37 84.70 63.13 i 
I iB I 30.60 3UO 32.80 33.00 45JO 58.00 58.40 63.70 68.23 77.30 50.31 I 
l I I 

I 
- ) 

I mt 2U5 29.65 30.33 33.14 40.87 4U5 47.31 46.46 51.14 &0.50 4ut I I sn 
f 

24.48 25.87 26.78 2U3 33.46 36.55 36.9( 35.37 3U2 38.51 32.16 I I cv 0.86 0.87 0.88 0.83 0.82 0. 83 0.18 o.u 0.70 0.64 o.so I I I I 
SOuRCE: FEiTTLI7.&i STlTiSTTCS 
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FIG. 4.A1. FERTILIZER CONSUMPTION 
DURING 1980-89 
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o~apter 5 

CONCL~~TO~~ 

We started with the problems of regional disparities involved in 

the agricultural credit from commercial banks which was conceived 

to be a major reason for the regional variations in the growth 

performance of agriculture and also for the decline in agrictJltural 

investment. We saw that this problem assumes more relevance and 

importance in the context of new financial reforms in agricultural 

credit sector. The analyses of the problem involves two steps. 

First, we analysed the trends and patterns of agricultural credit 

and assessed the regional variation in agricultural credit. 

Secondly the determinants of the regional disparity were traced by 

employing multiple regression analysis. The main points and 

findings of 011r study and their implic8tions are presented below. 

The entry of commercial banks into active agricultural finance 

since 1969 ushered in a new era of increased institutional credit 

to agriculture. Bank branches expanded enormously and the branch 

expansion maintained a positive bias towards the rural centres and 

underbanked regions till the end of eighties. Concomitant to this, 

deposit mobilisation and credit disbursal of SCBs in~reased 

phenomenally. Agricultural credit grew considerably from a sheer 

9 percent of the total bank credit in 1969 to 17 percent in 1989. 

SCBs have now overtaken even the cooperatives in the supply of 

agricultural credit. 

A look at these develapments from the angle of regional disparity 

revealed that with regard to banking infrastructure; regional 

variations considerably decreased in the eighties. Also there was 



reduction in the regional disparity concerning per capita deposit 

and per capita credit. Regional disparities of agricultural 

credit, though slightly reduced in the eighties, is still quite 

significant. However, inter class disparities with regard to 

agricultural credit reduced considerably thanks to the preferential 

treatment of small and marginal farms by the banks. Also we traced 

certain banking variables and socio-economic variables that could 

explain the variations in agricultural credit across the states, in 

terms of per hectare credit. 

SCBs had maintained a positive bias towards the rural and 

underbanked regions in the branch expansion and that helped in the 

reduction of regional disparity of banking infrastructure. But 

after 1990, the trend is seen to be reversed. In the supply of 

agricultural credit SCBs are now ahead of cooperatives in the 

quantum of credit as well as annual growth rate. Even though the 

agricultural credit has increased considerably, the increasing 

production co~t and inve~tment expenditure reveal the insuJficiency 

of the credit disbursed. In th~ eighties SCBs pr6vided more credit 

per hectare to the marginal and small farms than to the medium and 

large ones. 

Regional disparity of agricultural credit remains considerably 

high, even though it showed a slight decline in the eighties 

compared to the seventies. Cooperatives show much more regional 

disparity in agricultural credit than ·the SCBs. Spread of bank 

offices can help in reducing regional disparity of agricultural 

credit. SCBs' agricultural credit flowed more in favour of 

intensity of cultivation and irrigation. Cash crops attract more 
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agricultural credit from SCBs. Banks have shown an input 

orientation in the supply of agricultural credit. Overall bank 

credit from SCBs show high association with level of non­

agricultural activities. 

The findings of our study provide certain important policy 

implications. 

First of all, the new trend seen in the branch expansion of SCBs 

which shows a bias in favour of urban centres, and the 

recommendation for abolishing of branch licensing would only 

increase the regional disparity in agricultural credit and as such 

needs a reconsideration. The newly initiated policy of phasing out 

of directed credit programme goes against the spirit of our finding 

that the directed credit programmes helped in reducing the regional 

disparity in the supply of agricultural credit and in the 

interclass disparity and may lead to aggravating the inequalities. 

The decline in the growth rate of agricultural credit disbursed by 

the cooperatives raises concern. Infact cooperatives, are supposed 

to have a built-in-bias for agric11lture is increasingly financing 

non-agriculture. For instance, in Kerala, out of the credit of 

Rs.577 crores advanced by the PACs in 1987-88 only Rs.327 crores 

was for agricultural activities which means about 43 percent of its 

credit went to non- AgriculturAl Activ:iti.es. Unless cooperatives 

enhance their share to agriculture, agricultural finance would face 

a setback in the coming years. 
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The Association of overall credit and 1eve1 of non agricultural 

activities reveal that unless government makes conscious effort in 

enhancing the infrastructure for non agricul turr.tl activities in the 

underdeveloped region so as to decentralise non-agric11ltural 

activities, flow of funds wi 11 concentrate in more urbanised 

centres leaving the backward regions in a vicious circle of 

backwr.trdness. Also, the impact of irrigated area on agricultural 

credit calls for an important task on the part of government to 

increase agricul t.ural infrastructure in the agriculturally backward 

regions. This assumes more significance in the context of lowering 

of Agricultural investment (mainly public sector investment) in the 

eighties. 

Such infrastructural investments are crying needs for developing 

agricul ttn·e in t.he agricul ttn·ally ba(:kwF.trd regions. For example, 

the under developed regions are mainly the eastern Indian states 

and the relatively low rainfall regions spreading from north to 

south in the western part of the country. In these low rainfall 

reaions a wider snread of flow irriaation can enhance nroductivitv. - .. - .. ... 

This may induce private investments in wells and pumps for tapping 

seeped water. In places where irrigation projects can't reach, 

other alternatives of land building, and terracing etc. are to be 

done to conserve WF.tter and soil. In eastern Indian states more 

attention is to 

wells. Also 

be given for flood control and expansion of tube 

consolidation of fragmented holdings is to be 

encouraged. Thus a list of urgent infrastructural requirements for 

developing agriculture in backward regions would be much larger and 

wider. 
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The fact that agricultural credit of SCBs went towards regions 

where cooperative credit was less in an ominous one which reveals 

the banks' consciousness of credit widening. Even in later years a 

conscious effort is needed so that instead of SCBs and cooperatives 

financing in an additive way the same persons and ends the two 

agencies should be selective in financing projects not covered by 

the other. This will help to widen the credit coverage. 

The fact that regional disparities in agricultural credit remains 

quite high even in eighties calli4 for the measures to be taken to 

~~ reduce the same. This may enhance balanced growth of agricultural 

development and thereby to a more egalitarian economy. 
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