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Agriculture Credit/Finance

Introduction: Agricultural Credit/Finance is considered as one of the most basic inputs for conducting all agricultural development programs. After independence, the Government adopted the institutional credit approach through various agencies like co-operatives, commercial banks, regional rural banks etc. to provide adequate credit to farmers, at a cheaper rate of interest. Moreover, with growing modernization of agriculture during the post-green revolution period, the requirement of agricultural credit has increased further in recent years
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The government has been raising credit target for the farm sector every year, With the aim of doubling farmers’ income by 2022. The agricultural credit flow has increased consistently over the years, exceeding the target set for each fiscal.

Credit is a critical input in achieving higher farm output. Institutional credit will also help delink farmers from non-institutional sources where they are compelled to borrow at usurious rates of interest. Since Green revolution, the investment requirements for cultivation has continuously increased, as almost all inputs like seeds, pesticides, fertilizers, motor pump sets, tractors, pipe lines, etc., are to be purchased and several other services such as tractors, sprayers, rotors, harvesters etc., are to be hired from the market.

Types of Agricultural Credit:
Considering the period and purpose of the credit requirement of the farmers of the country, agricultural credit in India can be classified into three major types:

1. Short-term credit: The Indian farmers require credit to meet their short term needs viz., purchasing seeds, fertilizers, paying wages to hired workers etc. for a period of less than 15 months. Such loans are generally repaid after harvest. The Indian farmers require credit to meet their short term needs viz., purchasing seeds, fertilizers, paying wages to hired workers etc. for a period of less than 15 months. Such loans are generally repaid after harvest and are called short term credit. In fact, the proportion of such loans has been quite high.

2. Medium-term credit: This type of credit includes credit requirement of farmers for a medium period ranging between 15 months and 5 years and it is required for purchasing cattle, pumping sets, other agricultural implements etc. Medium-term credits are normally larger in size than short term credit.

3. Long-term credit: Farmers also require finance for a long period of more than 5 years just for the purpose of buying additional land or for making any permanent improvement on land like the sinking of wells, reclamation of land, horticulture etc. Thus, the long term credit requires sufficient time for the repayment of such loan.

Sources Agricultural Credit:

Sources of agricultural credit can be broadly classified into institutional and non-institutional sources.
Non-Institutional sources include moneylenders, traders and commission agents, relatives and landlords, but
Institutional sources include co-operatives, commercial banks including the SBI Group, RBI and NABARD. The major institutional credit agencies in India are Commercial Banks (CBs), Regional Rural Banks (RRBs) which are mainly sponsored by the Scheduled Commercial Banks and state governments. There are also the Cooperative Banks which are further divided into rural cooperatives and urban cooperatives. Scheduled Commercial Banks are largest credit providers followed by Cooperatives and Regional Rural Banks. It is observed that after the nationalization of Commercial Banks of India in 1969, the commercial banks as a whole have increased consistently its share in institutional credit to agriculture sector.



a. Money Lenders: From the very beginning, money lenders have been advancing a major share of farm credit. The money lenders were supplying a major portion of the agricultural credit(69.7% in 1951-52) and indulge in mal-practice like manipulation of accounts and charged a huge rate of interest from their loan. Due to all these factors, the share of money lenders in the total farm credit has declined sharply from 69.7% in 1951-52to 7% in 1995-96. There are two types of money lenders in rural areas. a) agricultural money lenders and b) professional money lender. Agricultural money lender's main occupation is farming and money lending is secondary one. Professional money lender's main profession is money lending. Although the reliance on money lender by rural poor declined over the years, the credit disbursed by money lenders still forms a major portion of the total credit obtained by the farmers.

Agricultural money lender's main occupation is farming and money lending is secondary one while the Professional money lender's main profession is money lending.

b. Traders and Commission Agents: Traders and Commission Agents are also advancing loan to the Agriculturist for productive purposes before the maturity of crops at very low prices and charge heavy commission. They are functioning either to get regular supply of products for their trade or to have a control over the provision of credit by other creditors. Though the rate of interest charged by them is not as high as charged by the money lenders, they charge more in the form of concessions and service chages, They mostly finance for the cultivation of commercial crops like sugarcane, cotton, ground-nut, tobacco, onion, etc. The share of credit provided by these agencies to total credit decreased from 5.5 per cent in 1951 to 2.5 per cent in 2002.

c. Friends and Relatives: Cultivators are also normally borrowing fund from their own relatives in times of their crisis both in terms of cash or kind. Farmers borrow from their  relatives for temporary exigencies. It is simply a mutual help. Since all farmers are living under similar conditions, they can not lend large sums as loans. Normally, no interest is paid on such loans. Although, the private agencies satisfied some of the criteria of a good system of credit,their loan were not related to production purposes, they never cared for the end use of the loan extended and the loan is often used for wasteful purposes.  However, institutions adopt a productive and  purpose oriented credit policy while providing credit. So this policy made the institutions to discourage the provision of credit to consumption purpose. But it is evident that the need for consumption loan in rural households continues to persist. As the institutions deny consumption loans to farmer's, the non-institutional agency continues to dominate the rural credit system. 

d. Landlords: In India, small as well as marginal farmers and tenants are also taking the loan from the landlords for meeting their financial requirements. This source has been following all the ill practices followed by money lenders, traders etc. The share of this source to rural credit has increased from 3.3% in 1951-52 to 10% in 1995-96.

Institutional Sources of Agricultural Finance:
1. National Bank for Agriculture and Rural Development (NABARD): NABARD is a development bank focussing primarily on the rural sector of the country. It is the apex banking institution to provide finance for Agriculture and rural development. Its headquarter is located in Mumbai, the country’s financial capital.
· It is a statutory body established in 1982 under Parliamentary act-National Bank for Agriculture and Rural Development Act, 1981.
· It was set up based on the Shri B. Sivaraman committee recommendation.
· It provides refinance support for building rural infrastructure.
· It prepares district-level credit plans to guide and motivating the banking industry in achieving these targets.
· It supervises Cooperative Banks and Regional Rural Banks (RRBs) and helping them develop sound banking practices and integrate them into the CBS (Core Banking Solution) platform.
· Refinance – Short Term Loans: Crop loans are extended to farmers for crop production by financial institutions, which support ensuring food security in the country.
· Rural Infrastructure Development Fund (RIDF): It was set up with NABARD in 1995-96 by the RBI out of the shortfall in lending to the priority sector by scheduled commercial banks for supporting rural infrastructure projects.
· Long-Term Irrigation Fund (LTIF): The LTIF in NABARD was set up with an initial corpus of Rs 20,000 crore for funding 99 irrigation projects during 2016-17 following announcement in the Union Budget.
· RuPayKisan Cards (RKCs): NABARD has been at the forefront of the technology revolution by helping rural financial institutions in providing RuPayKisan Cards (RKCs) to all their farmer clients.
2. Commercial Banks (CBs):  Earlier, these banks were only received deposits from the urban population and issued loans only for trade and industry. They generally neglected agriculture and rural industries because by nature agriculture is a high-risk venture. However, today these banks give both direct and indirect investment to agriculture. Here, direct finance is issued for a small and medium term allowing farmers to conduct agricultural operations easily. Indirect finance is given in advances form to purchase things like grains and fertilisers. Commercial banks also grant finance to the Food Corporation of India, and State food agencies for operations like food procurement. These banks also give credit options for stocking and delivery of agricultural inputs. They have also executed the ‘village adoption scheme’, firstly initiated by the State Bank of India, to examine into credit and additional requirements of the farmers.

3. Land Development Banks (LDBs): This source of credit is also known as a land mortgage. It essentially gives farmers a long-term loan option upon the mortgage of their land at low-interest rates over a period of 15 to 20 years. These type of loans are usually taken if the farmers have some land developments work or digging of wells, etc, if extra land is to be taken through out-and-out purchase, or if previous dues are to be repaid. Though land development bank has made notable progress still the contribution is insignificant because most of the farmers are not aware of the existence of such land schemes or the importance and use of such banks. However, such a bank set up by the primary banks and the government has increased immensely over the years.

4. Regional Rural Banks (RRBs): RRBs are financial institutions that ensure adequate credit for agriculture and other rural sectors.
· Regional Rural Banks were set up on the basis of the recommendations of the Narasimham Working Group (1975), and after the legislation of the Regional Rural Banks Act, 1976.
· Stakeholders: The equity of a regional rural bank is held by the Central Government, concerned State Government, and the Sponsor Bank in the proportion of 50:15:35.
· The main objectives of RRBs are
a. To provide credit and other facilities to the small and marginal farmers, agricultural labourers, artisans, and small entrepreneurs in rural areas.
b. To check the outflow of rural deposits to urban areas and reduce regional imbalances and increase rural employment generation.
· The RRBs are required to provide 75% of their total credit as priority sector lending.
5. Rural Cooperative Institutions: The Rural Cooperative Institutions are mandated to address the ‘last mile problem associated with the delivery of affordable credit to farmers. It can be broadly classified into short-term and long-term institutions, each with distinct mandates. The focus of short-term cooperatives, viz., State Cooperative Banks (SCBs), District Central Cooperative Banks (DCCBs), and Primary Agricultural Credit Societies (PACS) has been primarily on providing crop loans and working capital loans to farmers and rural artisans. Long-term cooperatives such as State Cooperative Agriculture and Rural Development Banks (SCARDBs) and Primary Cooperative Agriculture and Rural Development Banks (PCARDBs) dispense medium and long-term loans for a range of activities, including land development, farm mechanization, minor irrigation, rural industries, and lately, housing. 

The establishment of Cooperative Credit Institutions began in India in 1904. Short-term Cooperative Credit Institutes are divided into a 3 tier system : 

a. Primary Agricultural Credit Societies (PACS): They have been set up at the village level. A minimum of 10 persons can establish it in a village or region. They provide loan for the production works.  

b. District Central Co-operative Banks (DCCBs): These are set up at a district level and their main function is to provide loans to Primary Credit Societies. They function as intermediaries between state cooperative banks and Primary Credit Societies. The tenure of loan ranges from 1-3 years.  

c. State Co-operative Banks (SCBs): These have been set up at the state level. Long term loans are provided by them to district cooperative banks, and in addition of this, they also exercise control over their functioning.

6. Micro Finance Institutions (MFI): They give loans (usually up to ₹50000) to the poor Farmers without collateral along with flexible EMI options, but interest rates higher than banks as MFI can’t accept deposits- they arrange funds via banks/NBFC/ All India Financial Institutions (AIFI) & keep their profit margin in between. E.g. Bandhan Bank, SKS (Andhra), Cashpor (UP), Ujjivan (Karnataka). Regulator: RBI + Ministry of Corporate Affairs.
Government steps for providing Agriculture Credit to Farmers:
Kisan Credit Card (1998-99): The Kisan Credit Card scheme is a Government of India scheme which provides farmers with timely access to credit. The Kisan Credit Card (KCC) scheme was launched in 1998 with the aim of providing short-term formal credit to farmers and was created by NABARD (National Bank for Agriculture and Rural Development).
The KCC scheme was introduced to ensure that the credit requirements for farmers in the agriculture, fisheries and animal husbandry sector were being met. This was done by helping them avail short-term loans and provide them with a credit limit to purchase equipment and for their other expenses as well.
Moreover, with the help of KCC, farmers are exempt from the high interest rates of the regular loans offered by banks as the interest rate for KCC starts as low as 2% and averages at 4%. With the help of this scheme, farmers can repay their loans depending on the harvesting period of their crop for which the loan was given.
The PM Kisan Credit Cards have now been linked to the Pradhan Mantri Kisan Samman Nidhi Yojana. Farmers can seek a loan from KCC for up to Rs.3 lakh at 4% interest rate. Now it is also easier for PM Kisan beneficiaries to apply for KCC.

Agriculture Market Infrastructure Fund (AMIF) – NABARD: For development and upgradation of rural agriculture markets. It was announced in 2018 Budget for developing and upgrading agricultural marketing infra in the 22,000 Gramin Agricultural Markets (GrAMs) and 585 APMCs. At present, GrAMs are being developed by MGNREGA Funds. Scheme is demand driven. It will be created with NABARD and will provide the state/ UT governments subsidized loans for their proposal for developing marketing infrastructure in 585 APMCs and 10,000 villages.

NABARD Fund of Rupees 700 crore VCF for Rural Agriculture Startups: The fund has been launched by Nabventures, a subsidiary of NABARD, and has a proposed corpus of Rs 500 crore with an option to retain over-subscription of Rs 200 crore, called as the greenshoe option (overallotment option).

Problems regarding Agricultural Credit in India:
a. Insufficiency: Despite the expansion of rural credit structure, the volume of rural credit in the country is still insufficient as compared to its growing requirement arising out of the increase in prices of agricultural inputs. 

b. Inadequate amount of sanction: The amount of loan sanctioned to the farmers by the agencies is also very much inadequate for meeting their different aspects of agricultural operations. Considering the amount of loan sanctioned as inadequate and insignificant, the farmers often divert such loan for unproductive purposes and thereby dilute the very purpose of such loan. 

c. Lesser attention of poor farmers: Rural credit agencies and its schemes have failed to meet the needs of the small and marginal farmers. Thus, lesser attention has been given on the credit needs of the needy farmers whereas the comparatively well-to-do farmers are getting more attention from the credit agencies for their better creditworthiness.

d. Inadequate institutional coverage: In India, the institutional credit arrangement continues to be inadequate as compared to its growing needs. The development of co-operative credit institutions like Primary agricultural credit societies, land development banks, commercial banks and regional rural banks, have failed to cover the entire rural farmers of the country. 

e. Red tapism: Institutional agricultural-credit is subjected to red-tapism. Credit institutions are still adopting cumbersome rules and formalities for advancing loan to farmers which ultimately force the farmers to depend more on costly noninstitutional sources of credit. 

Solutions:
1. To monitor the taccavi loan offered by the Government in a serious manner.
2. Co-operative credit societies should be organised to make it efficient and purposeful for delivering the best in terms of rural credit. Moreover, these societies may be transformed into a multi-purpose society with sufficient funding capacity.
3. Middlemen existing between credit agencies and borrowers should be eliminated.
4. Reserve Bank of India should arrange sufficient fund so that long term loans can be advanced to the farmers.
5. Power and activities of the Mahajans and moneylenders should be checked so as to declare an end to the exploitation of farmers.
6. The banks should adopt procedural simplification for credit delivery through rationalisation of its working pattern.
7. In order to check the fraud practices adopted by the farmer, for getting loans from different agencies by showing same tangible security, a credit card should be issued against each farmer which will show the details about the loans taken by them from different agencies.
8. Credit should also monitor the actual utilisation of loans by developing an effective supervisory mechanism.

Trends in Agricultural Credit:
The following diagram highlights the timeline and magnitude of Agricultural Credit in the Country over the years.
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Source: RBI 
Institutional vis-à-vis Non-Institutional Agricultural Credit: In the 1950s, the rural agrarian credit needs were traditionally met from the non-institutional sources largely through the local money-lenders. While the rural farmers had easy access to finance for their immediate needs, the steep interest rates, coupled with high illiteracy levels and the subsequent lack of awareness put them into a spiralling debt trap leaving them at the mercy of the money-lender. The evolution of the institutional structure through various Government policy interventions changed the scenario, whereby institutional sources, primarily through commercial banks became the major source for rural credit. The share of institutional credit vis-à-vis non-institutional credit as per AIDIS 2013 is shown in the chart below. Position for 2015 has been plotted based on NAFIS 2016-17.
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Sources of Agricultural Finance in India
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Chart 1.3: Distribution of agricultural households (who have taken loan) by source of loan
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