CHAPTER VIII

CONCLUSIONS
In  the light of  analysis  made in  the earlier  chapters it
is attempted here to critically appraise the operations of
rural credit markets in the study area. Important findings
of the study are discussed with reference to major debates

relating to the interlinkages of credit.

Accessibility of Formal Credit

In spite of the satisfactory physical existence of
formal credit infrastructure, the informal agencies dominate
in the study area supplying 70 to 80 per cent of  total
credit.!  The poor flow of formal credit (20% to 30%) in the
study area as against the extent of formal credit
constituting about 60% of  the total credit at all India level
(AIDIS 1981-82) may be largely due to the poor credit

absorption capacity as well as poor possibilities of making
the potential demand for credit as bankable proposition
because of overall under development the study area. The

study area is located in one of  the most  backward districts

in Andhra Pradesh. Thus, mere physical presence of formal
credit institutions does not serve the purpose. Therefore,
supply leading strategy, has some limitations in meeting the

demand especially in the backward areas.
The analysis reveals that the contribution of

trader-lenders out of the total production credit is the

I. Out of total informal credit,t 60 to 80 per cent is linked
credit only.
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highest, while the farmer-lenders provided majority of the

consumption credit supplied in the study area. However, the
formal credit agencies supplied majority of agricultural
investment credit (though its extent out of total credit is
very low) in two of the  wvillages, besides contributing 20 to

40 per cent of  total production credit in  the study  villages.

This shows the clear segmentation of credit by purpose.
Moreover, while farmer-lenders provided credit mostly to
landed agricultural labourers, the formal credit agencies and
trader-lenders supplied most of their credit to medium and
large farmers. Therefore, the study reveals that there is a
broad segmentation between formal and informal agencies by

purpose of loan as well as by size groups of farm households.

Though  the  majority of the  households in  almost all  the

size groups largely dependent on informal agencies for their
credit requirements in the study area, the lower size groups
have comparatively lower access to the formal credit than
that of larger size groups. The study reveals that the
resource endowments and education level of  the households are
playing an important role in the accessibility of formal,
credit. The large farmers who are better endowed with the
above factors are able to satisfy the asset based lending

norms of  formal agencies and are getting a  Dbetter access of
formal credit, while it is vice-versa in case of households

with  poor  resource  endowments as  well as lower education  and

social status. Thus the poor access of  formal credit to the
less endowed sections largely due to the institutional
bottlenecks of formal agencies in terms of asset based
lending policies, complex procedures and formalities. Hence

the cause for the problem of  accessibility @can be  located  at
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the supply side not at the demand side.  Allowing the  market
rates of interest as advocated by some researchers (Adams

1984) can not solve the problem of accessibility, though it

may help in the viability of the formal agencies. The
accessibility problem can be solved by supply side
innovations in reducing the asset based lending norms,
complex formalities and uncertainty in getting credit. The
reduction of  credit targets to rural sector as recommended by
Narasimham Committee (1992) in the existing conditions
(without correcting the supply side bottlenecks) may even
accentuate the problem of accessibility than acting as a
remedy.

Incidence and Extent of Interlinkages

Evidences in  the study did not reveal that the incidence
of interlinkages is confined only to less endowed sections of
rural society as well as only to backward areas, since

majority  of the  households (55 to 70 per cent) in  all the

size groups are involved in interlinkages. However the
incidence of interlinked transactions are higher among
agricultural labourers than cultivators.’ It is also found
that the extent of interlinkages are higher in commercialised

village than that of other two villages.

It is interesting to note that the characteristics of
linked households are quite contrasting in between
2. The probability of an agricultural labourer getting

linked loan is ranged between 0.636 to 0.789 in study
area. On the other hand, the probability of getting a
linked loan by  cultivator is about  0.590 in  two of  the
villages. However, the probability is 0.846 in case of
cultivators of commercialised village.
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agricultural labourers and cultivators. The linked

agricultural labour households were having fewer resource
endowments and higher dependent worker ratio, than that of
non-linked agricultural labour households. On the other
hand, the linked cultivator households had higher resource
endowments than that of non-linked cultivator households.
However, the caste and education status are lower for linked
households both among agricultural labour and cultivators.
This shows that poorer among agricultural labourers and

richer among cultivators were involved in interlinkages.

An important observation made in the study is that the

extent of groundnut crop grown by a household played an
important role and significantly increased the probability of
a cultivator being interlinked, since the groundnut is the
major crop of business interest to the commission agents
operating in the study area. The relationship between extent
of interlinkages and cropping pattern is clearly established
in the study on which the literature on inter-linkage is

mostly silent.

It can be inferred from the study that the phenomenon  of

interlinkage is not confined to poor households only and the
interlinked transactions also may not always between two
parties of unequal bargaining power ie., a dominant party

and a weaker party as argued by some of the researchers. Our
finding reveals that there is a possibility of linked
transactions being put through between the two parties of
equal bargaining power also.

A variety of interlinked transactions are found in the

study, which are broadly categorised as land, labour, input-
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output and other linkages. Out of these categories, the
input-output linked credit transactions are the largest both
with regards to extent and amount of  credit involved in the
study area. Labour market linkage is the next important type
of  interlinkage prevailed in  the study area  both in  terms of
extent and amount of credit involved. Therefore, input-
output market and labour market linkages are the two major

types of credit interlinkages constituting 70 to 90% of the

total linked credit involved in the study area. At present,
most of theoretical debates on the subject of interlinkage
centered around tenancy and labour market interlinkages. In
view of the dominance of input-output interlinkages, the
discussion of various issues of interlinkage at the backdrop

of input-output linkages is getting prominence.

Segmentation of Informal Credit Vs. Types of Interlinkages

The analysis reveals that at the supply side (lenders),

the farmer lenders are mainly associated with land and labour

market linkages, while the trader lenders are associated with
the linkages of credit with input-output markets. On the
other hand, at the demand (borrowers) side, the agricultural
labourers are associated with land and labour market
linkages, while the cultivators are mainly associated with
input-output linkages. Moreover, it is observed that almost

all the credit supplied by trader lenders has gone to crop

production only, while the farmer lenders provided majority
of  linked credit to consumption purpose. In the similar way,
at the demand side also the major share of linked credit
supplied for production purposes is received by cultivators,
while majority of linked credit gone for consumption purposes

is availed by agricultural labourers.
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Therefore, it is observed a clear dichotomy of

association (segmentation) between agricultural labourers
and farmer lenders on one hand, and that of  cultivators and
trader lenders on the other, in case of linked credit
relations. Since the farmer lenders are mainly concerned
with land and labour market linkages, agricultural labourers
who are endowed with the labour resource could get their
association by entering into labour and land market linkages.
At the other extreme, the trader lenders who are associated
with input-output linkages could link themselves up with who
could provide their future output as collateral substitute
for the linked credit. This clear segmentation reveals that
how different lenders utilised linkages of credit as a
"screening device" ie., in selection of right borrowers.
They rationed credit based on the collateral substitute
available with the borrowers, keeping their main business
interest as prime concern. They advanced loans only to those

borrowers who come under their market control.

Thus, the study reveals that there is a broad
segmentation of credit in two major channels as illustrated
below:

I Farmer lenders —%  Labour market —% Agricultural —» Consumption
linkages labourers purpose

I  Trader lenders —»  Input-output —» Cultivators —» Crop produ-

market linkages ction purpose
However, with regards to non-linked credit, the farmer
lenders who allocate more share of linked loans to
agricultural labourers, provide less share of their non-
linked loans to agricultural labourers and more share to the
cultivators. Further it is found that the farmer lenders who
are the  major  source of  non-linked  credit, provided  more than
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half of the nonlinked credit to crop production and

agricultural investment purpose, while we already observed
that major share of their linked credit has gone to
consumption purposes. Further, the probability of getting
non-linked credit by agricultural labourers for consumption

purposes is slightlty =~ lower  than  that of  linked  credit. It
reveals the  tendency of lenders to avoid  non-linked  credit
for consumption purposes which is risk prove.

The flow of credit in the above channels is  further
illustrated ~ below by  denoting  the amount  involved in  the
various  stages of channel. The  figures are related to  the

commercialised village only.

— Production
Credit linked —rAgricultural (Rs,5800)
with labour labourers
(Rs.45400) (Rs.47800) Consumption
— Linked credil — {Rs. 41000}
(Rs,52083) )
Other linkages Cultivators —— Production
(Rs.56685) L5 (Rs.4285) (Rs.4285)
I Farmer lenders
(RS.49485) r—3 Crop production
pCultivators | (Rs. 14000)
(Rs.18000)
Ly Consumption
“— Nonlinked credit- (Rs.4000)
(Rs,27400)
——> Crop production
LAgricultural {Rs.3400)
labourers =
(Rs.9400) Consumplion
T (R, 6000)
—> Crop production
(Rs. 112940)
Cultivators —
(Rs. 115400) Other purposes
—> Linked credit 7?7 (Rs.2460)
Linput & outpul
links Rs,121230) —> Crop productian
1I Trader lenders Agricultural (Rs.4130)
{Rs.121230) | , labourers |
{Rs.5830) — Consumption
(Rs. 1700
L5 Nonlinked credit

(Nil)
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Recovery of Formal and Informal Credit

The recovery of  formal credit is less than 50%, while
the informal lenders could recover 60 to 85% of the credit in

the study area. Further it is found  that  repayment is higher

in case of  linked loans than that of  non-linked loans. This
reveals that the interlinkages are being utilised by the
informal lenders as "risk reducing mechanism'’ as the
interlinkages are acting as an "enforcement device” in
ensuring the credit contracts honoured by the borrowers. A
comparison of recovery rates of formal credit and non-linked
credit are inconclusive. However, the repayment performance

n terms of  number of loans is better in case of  non-linked

credit than that of formal credit in all the selected
villages. While interlinkages are acting as risk reducing
mechanisms for informal credit, there are no such tools for
risk reduction for formal credit. Therefore risk of default

is very much  higher in case of formal credit than  that of

informal credit in the study area. The risk of default for

formal credit is more in case of cultivators than that of
agricultural labourers, while it is vice-versa in case of
informal credit. It is mainly due to the willful default
which  is  arising  because @ of no  punitive  action. On  the  other
hand, there is no incentive for regular repayers of formal
credit. While there is a disincentive for defaulters of
informal loans due to various controls in informal credit
market, there is an incentive for defaulters of formal
credit, if the recent write off of defaulted loans by
Government of India under Agricultural Debt Relief Scheme,

1990 is any indication.
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Effects of Interlinkages

The study reveals that the effective interest rates of
informal credit are considerably higher than that of formal
credit.® It is also concluded in the study the higher
interest rates of informal credit over formal credit can not
be attributed to risk, as we have already observed the risk

of default is lower for informal loans than that of formal

loans. Further, we have observed earlier that the limited
risk existing in informal credit got reduced by interlinking,
as the interlinkage acted as risk reducing mechanism.
However, it is paradoxical to note higher effective interest
rates for linked loans than that of non-linked loans. This
reveals that the interlinkages are conveniently being
utilised as both risk reducing as well as higher interest

extracting devices by the informal lenders.

Further, it is found in the study that the higher
interest rates charged by the informal lenders to the
agricultural labourers than that of cultivators also can not

be justified on the grounds of risk, though the risk of

default is higher in case of agricultural labourers. Now the
questions that arise are whether agricultural labourers are
always vulnerable vis-a-vis, their lenders in the interlinked
credit transactions because of their lower endowment?

Whether  the lender is always in a dominant position? Whether

interlinking is always used as an instrument of exploitation?
The analysis reveals that the agricultural labourers involved
3. The effective interest rates of informal credit are

between 36.85% to 39.51% p.a., while that of formal
credit are between 14.92% to 27.55% p.a. only.
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in credit linkages with "migration contracts" are more

vulnerable vis-a-vis their lenders in both developed and
commercialised villages. The lenders-cum-labour contractors
were in the dominant position, while the bargaining power of
agricultural labourers were observed to be low. Hence the
lenders extracted highest interest rates through hidden
costs, though explicit interest rates are very low. Initial
entry into these linkages can be termed as voluntary, though
it has resulted due to the lack of alternate choices. After
getting into the linkage, the labour contractors see that a
part of loan/advance is outstanding SO as to renew the
contract every year. On the other hand, the "migration
contracts' with credit advances are quite advantageous in the
backward village. The agricultural labourers had good
collective bargaining power in clinching the piece contract
works besides credit advances, as the large farmers' interest

was to reduce the transaction costs of recruitment as well as

prevention of uncertainty of labour supply in peak seasons.
The above difference in migration contracts in between
villages is mainly due to the differences in nature of
migration itself. However, the situation is quite
contrasting in case of contracts of Annual Farm Servants

(AFS). The linked credit relations of AFS vis-a-vis employer
farmers were less disadvantageous in developed village than
that of commercialised and backward villages.*

The above observations of the study clearly reveals that

the vulnerability of a weak household in a linked transaction

4. The nature of AFS contracts were better in developed
village than the other two villages due to other

alternate employment opportunities.
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is no doubt largely depend on its resource endowment

position and the availability of alternate choices, the
relative bargaining position of households also plays an
important role. Though the chances of an agricultural
labourer being a weaker party in an interlinked transaction,
are very high, they can not always be in the vulnerable
position, as observed above. The study also reveals that
though the possibilities of using an interlinkage as an
instrument of exploitation of a weaker party are very much
existing, it may not happen in every linked transaction
because of the relative bargaining powers. Therefore the

bargaining position of a weaker party plays an important role
in making a linked transaction mutually beneficial or
advantageous to the dominant party.’

Another important finding of our study is that the
credit advanced by commission agents to the cultivators of
commercialised village proved to be mutually beneficial to

both the parties. The linked credit could get assured supply

of groundnut output for the commission agents SO that they
maintain/increase their business turnover in the competitive
market, since their total income is dependent on the quantity

of  output marketed by them. On the other hand, the credit

proved to be less costly to the cultivators besides the
assured availability of credit from commission agents. The
bargaining power of cultivators is equally good, since they
produce and supply larger quantities of groundnut output to
the market yard. As there is considerable competition in the

5. Though we could not quantify the bargaining power, the
discussion is made based on the field observations.

242



market yard among the commission agents, the farmer who
supply larger quantities of output may not find it difficult
to switch over to  the  other  commission  agent-cum-lender if  he
doubts the integrity of his earlier commission agent in
organising the sale of output. On the other hand, as
the commission is  the  major  income for  the commission  agent,
which  depends on the quantity of output marketed by him, he

may not afford to lose a  farmer  supplying  sizable  quantity  of

output. Extracting higher implicit cost through unfair means
(mostly underweighing) may undermine his goodwill among his
valuable clientele and hence results in decrease in business
turnover. Therefore the quantity of groundnut output
marketed by a farmer imparts more bargaining power to the
cultivator in the credit relations vis-a-vis the commission
agent, and thus resulting in mutually beneficial relations to

the two parties.

The situation is quite contrasting in the backward
village, in which the credit relations with commission agents
are proving to be more exploitative. Since the cultivators

of  backward village grow tiny extents of  groundnut crop due

to lower irrigation facilities, they have lower bargaining
power and finds it difficult to switch over to other
commission agent-cum-lender. Though there is competition
among the commission agents, as the quantity of output

supplied by them is  meagre, the cultivators have to take time

to establish credit rating and borrow sizable loan from the
new lender. Hence the commission agents have higher
bargaining power in lending a loan due to monopolistic
competition and hence he extracts higher implicit costs from
the borrowers from backward village. Therefore the
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interlinked credit transactions with commission agents are
proved to be exploitative to both agricultural labourers and

cultivators in the backward village.

While reviewing similar studies, we noticed that Bell
and Srinivasan (1989) who observed extensive links of credit
to output in commercialised areas felt that the evidences
hardly support that usury is the dominant form of
exploitation and they observed the links to be mutually
beneficial to both the parties involved in input-output
linkages. On the other hand, Platteau and Abraham (1987),
Reddy (1992) observed that credit output linkages served as
an exploitative device, since the traders indulged in various
price cutting and other fraudulent marketing practices to
derive supernormal profits. We observed both the contrasting
types of association of the cultivators with trader lenders
in two different villages. The input-output linkages found
in the commercialised village are mutually advantageous to

both the parties as observed by Bell and Srinivasan.’ On the
other hand, the input-output linkages observed in the
backward village are exploitative as found by Platteau and

Abraham and Reddy in their studies.

It is also found by other scholars that the credit
labour linkages in backward areas are exploitative through
wage cuts and extended working hours (Ashok Srivastava 1989).

On the other hand, Reddy (1992) found credit relations with

6. However, it has to be kept in mind that our
"commercialised' village in the present study may not
represent the commercialised region in its true sense, as
the village is from the one of the most backward

districts in Andhra Pradesh, i.e., Mahabubnagar district.
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labour market in developed village were beneficial to both

the parties because there were interest free loans with no
wage cuts to agricultural labourers and assured supply of
labour in peak season for employer creditors. In the
foregoing analysis we also observed the above contrasting
nature of credit labour linkages also in two different
villages. In the backward village, the credit labour linkage
has a reducing influence on the interest rates of loan while
in commercialised village, they are of increasing affect on
effective interest rates. Therefore, it can be inferred that
it is not the type of linkage which influence the positive or
negative effect on the cost of credit, but it is relative
bargaining power of the parties involved and the relative
urgency/importance of the transaction to the concerned
parties have more influence to decide the nature*® of linkage

to be exploitative or mutually beneficial.
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APPENDIX I
SALIENT FEATURES OF STUDY AREA

The study is confined to three villages in Nahabubnagar
district in Andhra Pradesh. Mahabubnagar district may be
regarded as one of the most backward districts in Andhra
Pradesh in view of poor natural endowments, poor irrigation
and infrastructure facilities including that of formal credit
infrastructure.

Agriculture is the main occupation of the people and
constitutes the key sector of the economy in the district.
Agriculture provides employment to nearly 81% of  workforce n
the district. The district is having very poor irrigation
facilities mainly by wells and tanks. Only 18.02% of net
sown area is irrigated while that of A.P. state is 39.06%.
Jowar is the major crop constituting about 30% to gross
cropped area in the district followed by groundnut (19-6%),
paddy (13.9%) and castor (12.4%). The literacy rate is only
about 24.95% in  the district. It is very low compared to the
average literacy rate of AP state which is 37.46% as per
1991 census. In fact, the literacy rate of the district is
the lowest in Andhra Pradesh. There are about 190 branches
of commercial banks/Regional Rural Banks with population per
bank office 13000. There are about 169 village level primary
cooperative credit societies (including FSCS) in the

district.



SELECTED VILLAGES

Ajjakollu, the developed village for the purpose of our
study is situated in Kothakota Mandal of the district with
50.24* of its net sown area as irrigated by canals under
'sarala sagar’, a small irrigation project on a 'vagu'.
Paddy is the  major  crop grown only in  kharif  constituting ,
46.86% of gross cropped area. Other major crops are
groundnut dry (29.71%), jowar (14.94%) and caster (3.72%).
It is 15 km. away from  Kothakota, the Mandal head  quarters

connected by pakka road. The wvillage is just 7 km. away from

Madanapuram, which was the major groundnut market centre in
the district earlier. However, now its importance has
reduced  after  the emergence of  other  market  yards. Even  now

it is a good commercial village with a  regulated market yard,

oil and rice  mills, a commercial  bank  branch and a  Railway
station. Annual farm servant (AFs) system is prevailing in
the Ajjakollu. There are about 50 annual farm servants
existing in the village at the time of  field survey. There
are about 100 households of shephered community in the
village. There are two types of annual farm servants
prevailing in the village, ie., annual farm servant (AFs)
for farm purposes and AFs for sheep rearing purposes. The
terms of AFs for sheep rearing are observed to be more

favourable to AFs than the other type as the labourers
volunteering to be AFs for sheep rearing are limited in
availability both due to lack of  experience in the field and
hardship of the work. The households of shepherd community
are relatively upcoming as well as better off in terms of
income. Field observations reveal that most of the purchase

transactions of land in the village are made by shephered
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community only.
The  "Palamur"  type of  migration  which is common in  the
district is also prevailing in the village in which labourers

are taken to far off places to work in canal and  construction

type of non-agricultural works. Transactions under
usufructory mortgage of land is prevailing in the village.
Tenancy on fixed rent is common, though share cropping is

also practised mostly for dry lands.

Kakulavaram, the commercialised village in the study is
located in  Gadwal Mandal, only 11 km. away from Gadwal town
which s a  good commercial centre in  the district. There are

about 200 wells in the village irrigating about 30% of  net

sown area. Jowar is the major crop  constituting about 48%  of
gross cropped area. Groundnut is the other important crop
constituting 24% of gross cropped area, mostly grown under
wells. Sunflower and paddy, chillies and cotton are other
important crops grown in the village. About 50 acres are
taken on lease by progressive farmers of Coastal Andhra
region and took up cotton seed production in the village.
They employ child labour for their seed production activities

by giving credit in advance.
In this village, both Palamur type of  migration as well

as  migration for  brick making work in and around  the twin

cities of Hyderabad and Secunderabad are existing. Annual
farm servant system is also preveiling in the village. As
most of  the medium and large farmers in the village are
defaulters, the commission agents are the major suppliers of
credit for the cultivators of  the village. Tenancy is low in

this village.
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Penchikalapadu, the third village which is considered as
the backward for the purpose of  the study, is situated in
Ghattu mandal , one of the most backward mandals in the
district. There are about 80 wells in the village irrigating
about 5 percent of the net sown area. Though there is a tank
with  a command area of 50 acres in the wvillage, it is mostly
without water as three-fourths of it is silted already. Jowar
is the major crop. Groundnut is also grown under  wells, other
major crops are Horse gram, Dry paddy, Bajra, and Korra.

There are two types of soils ie., low lying loamy
soils and up land chalka soils in the wvillage. The low lying
lands get water springs during rainy season from up lands.
Hence dry paddy (sowing paddy) is grown in  these low  lying
lands  during June to  October. Area under dry paddy is  about

500 acres in the village. However, there is a lot of risk in

this crop. If there is no sufficient rain at flowering
stage, entire investment on seed, manure and labour go
waste.  Moreover, no crop other than paddy can be grown in
these lands since there is a  possibility of  water  logging, if
the rains are normal. In the other type of lands ie.,
upland, chalka soils, they grow Jowar during July-August to
October-November. During the reference year, both Jowar and

Horsegram were completely failed in the village.

For most of the agricultural labourers and small
cultivators the income from seasonal migration work is the
major income. They g0 for migration (popularly known as
"suggi") to do agricultural ~ work  for 5 times in a year  to
neighbouring areas of Raichur district, Karnataka state,

which is about 30 km. away from the village. They migrate in
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groups by packing all essentials items of food for a month or
two. Unless the area irrigated 1s more than one acre under
well irrigation, even the head of household having 10 acres

of dry land also resort to migration.

Share cropping and annual farm servant systems are
prevailing in the village. Though there are considerable
number of households of shephered community in the village
number of  sheep reared per  household is  very = low, as  there

are no grazing lands nearby.

Land Utilisation Pattern in. the Selected Village:

Table A.l reveals that the proportion of  net sown area
is the highest in developed village and lowest in backward
village. No forest covers in the selected villages.

Population and Literacy:

As per 1981 census, the population of Ajjakillu was
2772, while that of  Kakulavaram and Penchikalapadu were 1095
and 1112 respectively. In Ajjakollu only 17.54% of
population were literates. In Kakulavaram, the literacy rate
was still poor which is only 10.19%. In Penchikalapadu, thee
backward village, the literacy rate was the worse with only
9.5%. This shows that all the selected villages are having
lower literacy levels than that of district average also.

Infrastructure Facilities;

Primary school is existing in all the villages and all
the three villages are electrified. Post office facility is
there only for developed village. No medical facilities are
there in all the villages. However a veterinary centre is
existing in developed village. An unqualified doctor visits

the backward village every day.



Table A.1
Land Utilisation Pattern in Selected Villages (1991-92)

(Area in ha.)
Particulars of Ajjakollu Kakula- Penchika-
No land use varam padu
1. Forests - - -
2. Cultivators 48.56 _ 10.12
(2.25) (0.57)
3. Area not available for 187.37 130.71 371.50
cultivation (8.70) (14.61) (20.97)
4. Net area sown 1918.21 894.76 1771.71
(89.05) (85.39) (78.46)
Total geographical area 2154.14 894.76 1771.71
(100.00) (100.00) (100.00)
Note: Figures in brackets indicate percentages to total.
Source: Concerned Mandal Revenue Offices.
Regarding the bus conveyance facilities, Ajjakollu has a
direct bus facility from Kothakota, the mandal head quarters,

which is situated on the Hyderabad highway. Only one bus
shuttles from the village to Kothakota. Kakulavaram is

situated 2 kms. away from  Gadwal-Aija road which is having a

very good frequency of buses. Hence with regards to
conveyance facilities, Kakulavaram is the best, though there
is no direct  bus to the village. Penchikalapadu is located 4
kms. away from  Gadwal-Ghattu road on  which  bus  frequency s
limited. One private bus touches the village twice a day.
However, by and large, the conveyance facility is not good

for the backward village. Penchikalapadu is about 30 km.
away from Gadwal town. The village is 8 km. away from
"Ghattu"  the mandal head  quarters which is one of the  most
backward mandal head quarters in the district.
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CREDIT MARKET STRUCTURE IN SELECTED VILLAGES;

Formal Credit Agencies:

The Cooperative Credit Societies and the commercial
banks are the only formal credit agencies operating the
selected villages

Primaryv Cooperative Credit Socieites (PACSSs)

There is one PACS functioning locally in the developed

village. Though it is not dormant, its functioning is not
efficient. It is catering to only a section of farmers in
the village. Though there are about 200 members in the
village, and its short term loan outstandings touched about

Rs.5 lakhs during 1991-1992, the fresh disbursements during
the year are meagre due to poor recoveries and lack of  funds.
One Farmers' Service Cooperative Society (FSCS)?
situated at parimalla (about 1 km. away from the village,

sponsored by State Bank of Hyderabad is operating in the

commercialised village. Since most of the farmers of the
village are chronic defaulters to the concerned commercial
1 There are three major types of formal agencies operating
in the rural areas, 1.e., the cooperatives, the commercial
banks and Regional Rural Banks (RRBs). The cooperatives
are having three tier structure for both short term and

long term  credit (under the new single window  approach in
Andhra Pradesh). They operate in the form of Primary
Cooperative Credit Societies (PACSs) at the village level,
District Central Cooperative banks (DCCBs) at the district
level and Apex Banks at the state level. The  higher tiers

act as  refinancing  agencies for the PACSs. The  commercial
banks advance  both short and  medium  term loans through
their branches at village level. Finally the Regional
Rural Banks (RRBs), sponsored by the commercial banks
operate on the lines of  commercial banks. However, each
RRB  limits its area of operation to one or two  districts
only.

2. The Farmers' Service Cooperative Society (FSCS) is also a
village level cooperative society like PACS but differs
with it n terms of sponsoring agency and type of

functions. FSCS can be sponsored by a commercial bank/RRB
also  besides @ DCCBs, while PACS is  generally sponsored by
DCCBs only. While PACS is largely a credit society only,
the FSCS is expected to provide non-credit services also
besides providing credit.
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bank branch ie., State Bank of India (Agricultural
development  branch), Gadwal, the  FSS could not enter into  the
village prior to 1991-92. However, during the year, FSCS
financed short term loans to the tune of Rs.1.5 lakhs to  the
non-defaulters. Hence majority of the medium and large

farmers could not get credit from FSCS Parimalla during the

reference year ie. 1991-92, since they are defaulters in
State Bank of |India (ADB), Gadwal and could not submit the no
dues certificates to the FSS. FSCS, Parimala has taken a
long time between application to disbursement stage, and
hence the borrowers incurred very high transaction costs SO

as to persue the loan application.
The operations of  PACS, Gattu (the mandal head quarters)

which is the concerned Society for the backward village are

completely absent in the village due to the political
reasons. Neither the villagers tried to get credit from
there nor the society personnel entered in the village.’
Hence PACS, Gattu is practically non-existing to the village,
though it is active in some of the neighbouring villages.
Commercial Banks; State Bank of Hyderabad, Madanapuram is
being actively functioning in the developed village, with the
disbursement, of crop loans (short term loans) touching Rs.3
lakhs, while the medium term loans are about Rs.0.5 lakhs

during 1991-92. Both the bank officials and the farmer

borrowers are well satisfied with the performance of each
other. While the bank officials considered the village as
one of their best villages with regards to repayment and

3. Since the elected president of  the PACS, Gattu is the
political opponent of the strongman and sarpanch of the
backward village.
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potentialities for further business expansion, the villagers
considered the bank as consistently better than PACS in
timely advancing of credit as well as its attitude towards

the villagers.

However, the situation is quite contrasting n the
commercialised village. Since most of the outstanding loans
advanced to  the village are long overdue, State Bank of India
(ADB), Gadwal considered Kakulavaram, the commercialised
village as their worst village and hence there are only 14
loan disbursements in the village during 1991-92, amounting
to about Rs.30000 only.*

For the backward village, State Bank of India, Gattu 1S
the only formal credit agency operating in the village.
State Bank of  India, Gattu disbursed Rs.91000 of  crop loans
during 1991-92 to 33 borrowers in the village. It has

extended medium term credit to the extent of Rs.31000 to 4

borrowers during the year. It has also implemented the
Government sponsored schemes like IRDP in the village during
the preceding years. However, the direct access to the bank
to get loan is quite remote. Most of new prospective
borrowers approach the bank through local sarpanch only.

Some of them also engage a middleman located in the  village

to do all the  formalities required by the bank. But, by and

4. From the farmers' side, they are complainting about the
bank personnel that their attitude is very bad, they are
not renewing credit to the repaid borrowers and not
allowing the farmers to get credit from FSCS  Parimalla also
by not issuing the no due certificates wherever possible.
There is virtual blockade between the bank and the
village, since there is no initiation either from bankers'
side or from villagers' side to sort out the problem.

Though many of the farmers are willing to clear off the
old dues which are left over after the write off of loans
by  Government of India  during 1990 under its loan  waiver
scheme, since there is no assurance from the bank to renew
the credit, they are not coming forward.
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large, any prospective borrower from the village can not get
his loan from the bank against the wishes of the local
strongman i.e. the sarpanch.’

INFORMAL CREDIT AGENCIES:

Based on the information collected from the sample
households who borrowed informal credit, the informal credit
agencies in the selected villages are broadly categorised
into three types of lending agencies ie. farmer-lenders,
trader-lenders and other lenders, are briefly discussed
below.

Farmer-lenders; Farming is the major profession of these
lenders. It is their primary economic activity and principal
source of income. However they resort to lending to make
the deliberations of their major economic activity easy as
well as to get supplementary income. This category of
lenders include a) the landlords who engage in the tenancy
market b) employer-farmers who recruit the labour for
successfully undertaking their agricultural activities c) the

agricultural  money lenders who lend credit in cash or kind to
the other needy parties which is repayable in kind or cash.

Some of them also lend credit by taking the lands of  the

borrowers under usufructory mortagage. Therefore, the
farmer-lenders mostly operate in land and labour market.
They reside in the same village and got good personal
knowledge about their clients and try to ensure their

5. The sapranch who is  highly  educated and at present  acting

as village administrative officer (VAO) by relinquishing
the post of  sarpanch, is well respected by the bankers,
local Government Officials and acts as a good mediator
between the villagers and administrators within his
limitations.



services binding them through credit. While lending is the

complementary activity for the landlords and employer-
farmers, SO as to bind their present / future clients (tenant
labour etc.). it is mainly supplementary in nature for
agricultural money lenders. Since credit does not act as a
binding force to ensure the availability of inputs (such as

labour) for managing their main enterprise i.e. agriculture.

Trader-lenders: Trading is the major business of these
lenders. These include a) Agricultural input Traders and
b) commission agents. Two large farmers turned into input
traders are operating locally in the developed village. They
supply agricultural inputs such as seed, fertilizers and
pesticides to the farmers on credit and recover the same

through  purchase of output or in cash at the time of harvest.

Lending is part of their main business SO to increase its
turnover. In the process, they link to the output of the
borrowers wherever necessary to ensure smooth recovery. The
contractual interest rate ranges from 18% to 36% per annum
based on the personal and business relationship of the
borrower. The price differentials of inputs supplied, and
output purchased with that of market price also vary based
on the bargaining power of the borrower. This type of
traders are not prevalent locally in other two villages Le.,

commercialised and backward villages.

The commission agents are the important source of  credit
for all the three villages. Major business of commission
agents is to organise the sale of agricultural produce

brought by the farmers to the regulated market yard. The
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commission agents located in Madanapuram regulated market

yard (i.e. 7 km. away from developed village, Ajjakollu) are

the sources of credit for developed village. The commission
agents located in Gadwal market yard (Gadval "Ganji') which
is about 12 km. away from commercialised village
(Kakulavaram) and about 32 km. away from backward village
(Penchikalapadu) are the major sources of credit. Even some

of the medium and large farmers of  developed village also  get
credit from Gadwal market yard which is about 50 km. away and
supply output to them. The Gadwal "Ganji" is one of  the

largest market yards in Mahabubnagar district. There are 92
license holders to the commission business in the yard. Host
of them have owned business premises in the yard itself.
Some of them even reside there only along with their
families. There are also licensed hamalies, weigh men and
women for the process of cleaning the agricultural produce.

They get fixed fee/charges based on the quantity of the

agricultural produce they handled. Generally these people be
attached and work with certain commission agents regularly
based on his business as well as personal relationships.

Hence each  commission agent works with same set of  processing
and weighing people and commands certain control and
influence on them, since those people also depend on his
business turnover for their income.

There is a fixed commission ranging from Rs.1.75 to

Rs.2.25 per Rs.100 value based on type of agricultural

produce they handled. Hence commision agents income is
dependent on their business turnover. In the process of
increasing/maintaining their business turnover, they develop
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very good contacts with farmers in the neighbouring villages
by  extending credit  in advance in  cash, inputs and even  for
consumption and other social obligations. However they limit
the quantum of credit to the expected  output  they get from
the farmer during the year and the previous experience with

them. They charge interest ranging from 18% to 36% per

annum. Generally they do not directly supply agricultural
inputs since most of them did not have input trading
business. They maintain business relations with input
traders operating in the town and arrange the inputs as
required by their business clients whose accounts will be
settled after marketing the agricultural produce. But most
of them directly supply seed of groundnut to the farmers,
since groundnut is the major crop of business interest to
them. The credit  limit fixed by the commission agent is also
mainly dependent on the extent of groundnut crop grown /

proposed to be grown by the farmers, though the extent under
paddy and sunflower also have some consideration. The Jowar
which is the major crop in the area is not marketed in the

yard and  hence the extent  under  jowar is irrelevant  to them

for fixation of credit limit. Though the commission agents
are away from the villages, they establish good contacts with
the farmers and equip with information about their business

customers and ensure the output to bring to them by the

farmers, since  their area  of  operation is limted to 2 to 3
villages only. There are instances that the commission
agents successfully averting the attempts of some of their

farmer borrowers to divert the output to Raichur market yard
(which is also about 35 km. away from backward village).

Generally the area of operation of the commission agents is
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the area in which they hailed from. For instance, the
commission agents hailed from Gattu, the mandal headquarters
of  the backward village (about 4 km. away) finance to the
farmers of backward village. So also the case with
commercialised and developed villages too. Though there are
no price differentials in output purchased since the price is
decided in the yard through tender system, there are
complaints from the farmers, the market yard officials and
commission agents themselves that there are widespread
malpractices in weighing of the agricultural produce by the
commission agents with the connivance of buyers, the
weighmen, hamalis with which the commission agent weilds a
lot of influence. An average farmer, who is generally
illiterate and quite alien to the personnel involved there

has to invariably depend on the commission

question the actions of  the agent since he

and there are bleak chances of getting

him if  he does SO. Though there 1S a

among  the commission  agents, the farmer  who

agent and can  not

is the creditor

further credit from

lot of  competition

is not satisfied

with  the actions of  his commission agent has to approach  to

the other commission agent afresh and build his credentials

over a period of time to get the required

to a lot of inconvenience to the farmer.

fair chances of extracting surplus
malpractices by the commission agent in
the delays of payment towards output

commission agent is not uncommon.

Other lenders: These include four types of

discussed below.
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a) Maistries/labour contractors: This type of lenders are

prevalent in all the three villages though their
modus operand: is different based on the type of labour
migration they induce. They advance interest free credit to
the agricultural labour families and take the labour on
migration to outside the district/state for a specified

period ranging from 6 to 9 months and extract surplus by

paying considerably lower wages than the market wages
prevalent in the village. This category of lenders encourage
broadly three types of migration in three selected villages

which requires brief description.

The standard "Palamur" type of migration is more
prevalent in developed village. In this type, the large
contractors of  Government  work  (such a large dams, laying out
of canals etc.) who advance credit ranging from Rs.2000 to
5000 per pair of prospective labourers through local
maistries® and arrange their transport to the work places

situated far away like Madhya Pradesh, Gujarat etc. They
provide  sheds for residence of labour and serve food for them
at the work spot. They pay wages ranging from Rs.250 to
Rs.350 per month per pair of labour. They deduct half of it
for the advance they have given earlier and pay the remaining
amount to the labourers for subsistence. The period of  work

is generally upto 9 months moving from one work  place to

another based on the need of the contractor. The work is
generally  very  heavy  as it involves hard  earth  work. However
the history of "Palamur Labour" in literature reveals that
the labourers of Mahabubnagar district are known for

6. Generally hail from same village.
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themselves for doing this type of  hard earth  work and for
sincerity in obliging the credit and labour contracts. The
credit advances received by these labourers are mainly for
consumption, marriage and meeting other social obligations.
It is observed in  the study area  that a  father  gets credit
advance  from a  maistry for  celebration of marriage of his  son
and send the newly married couple for migration. Though the
credit is interest free, the wage differentials are SO
€normous making the labourer physically onerable and
financially dependent on the contractor year after year.

The  migration for  brick  making is most  common  type
of migration found in commericalised village, though the
above (Palamur) type of migration is also prevalent, however
to the less extent. In the case of "migration for brick
making work" also, the labour contractors come-every year
during July-August to the villages to identify the
prospective labourers who are willing to work in the
outskirts of Twin cities of Hyderabad-Secunderabad and pay a
token advance of Rs.100 - 200 per head. Later on the
contractors come along with trucks to transport the labourers
to the work spots during November-December and provide them
accommodation at the work spots. They pay an interest free
advance of Rs.3000 to 5000 per pair (wife and husband
generally), which is deductible from the wages. The
contractors generally pay Rs.20/- per 1100 bricks. A pair
normally can make about 1500 bricks per day. These contract
wage rates are considerably lower compared to the normal
wages paid to the local labourers in the area which range
from Rs30 to 35  per 1000  bricks, thus  making the  effective
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cost of  credit much higher than market rates of  interest in
the villages. Half of the wages are deductible for the
credit advance and the remaining half is paid in cash for
subsistence. The period of work s 6 months and  the credit
advances are utilised by the labourers mainly for

consumption, marriage and medical purposes.

The third type of migration 1e. the seasonal migration
for agricultural work is widely prevalent in the backward
village. The labourers form themselves into groups,
generally kinship groups based on caste and relationship.
Generally each group contains pairs of a wife and husband.

While going for "Suggi" (the local term for this type of
migration work) each pair packs up rice, dal and other
necessary food items for the expected period of  work which

ranges from 15 days to 2 months per trip. Each pair go for

"Suggi" for a maximum of 5 times in a year to the,
neighbouring areas of Raichur in Karnataka state which is
about 35 km. away from the village Le., two times for
transplantation of kharif and rabi paddy, two times for
harvesting of kharif/rabi paddy and one time for harvesting
of jowar. In this case there is no involvement of big labour
contractors like in the other two types of migration
discussed above. Only some informants on behalf of some
large farmers come to the village at the beginning of
transplantation/harvesting season and pay a taken advance of

Rs.50 to 100 for  travel expenses which is interest free and

deductible in the wages. Initially some of  the groups depend
on these informants to get immediate work and temporary
residence. However, later on after the dissemination of
information about work, the groups individually g0 and get
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work contract and residence directly from the farmers. One

knowledgeble person from each croup completely engage in
getting the work contrats to ensure the continuity in the
availability of work for the group throughout the season.

The wages are paid in cash and  quite  competitive and  hence
the  ‘suggi’ is the major source of income for majority of the
villagers in the backward village in which the employment

potential is very low and  jowar is major crop whose yields

are  quite  erratic. It is observed in the study that even  for
the farmers owning more than 10 acres also (who can be
classified as large farmers for academic purposes), ‘suggi’
is the major source of income in the backward village.
b. Friends and Relatives: Friends and relatives are also one
of the important sources of informal credit n all the
selected villages. The interest rates range from ZEero to 36%

per annum in these cases.

c. Informal Mutual Funds: These are prevalent in the
developed village only. The modus operandi of these funds

are different from the ROSCAs (Rotating Saving and Credit

Associations) cited in the literature (Bouman 1989) and the
chittis/chitfunds commonly observed in the towns and other
villages. There are three informal mutual funds functioning
in the developed village; exclusively for each caste group
ie. one for Gollas/Kuruvas other for Boyas and another for
Uppara community. The mutual fund organised by Golla/Kuruvaa
ie. Shepherd Community is the pioneer and oldest one
functioning in the village, for the last 15 years. Initially
the community mobilised funds for a common social function
ie. renovation of a temple from about 60  households (out of
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the total of about 80 households at that time). After
completion of the social ceremony, the surplus funds were
lent out through an auction open to the originally
contributed households. Each highest bidder got Rs.500/- and
asked to pay the amount on the next "Sankranti" (2nd week of

January) day, along with the dividend amount settled in the

auction. Thus, this common fund circulated among the needy
members  year  after year. In  the  process, the fund grown into
sizable amount over 5 years of its operation. At that  time

the entire fund was  divided among its members and  started a
new fund inviting contributions/shares of Rs.100 each from

old as well as other new members in the caste group willing

to join the fund. Observing the large proportion of
dividends of the initial mutual fund, almost all the
households in the shepherd community totalling about 100
joined in the fund. The process repeated again, though some
changes are effected in the bid amount, putting ceilings on
the dividend amount to avoid unhealthy competition in the
auction etc. The dividend amount ranged between Rs.230 to

Rs.260 for every Rs.500/- per year. If anybody defaults to
repay the total amount on or  before  'Sankranti’ day on  which
the  annual  general body  meeting of fund  takes  place, a fine
of Rs5 per day is being charged. The fund is managed by the
elderly persons accepted by all the members in the General
body. The books of  records of  the fund are well managed,
though the caste group is not registered either as a caste
society or as a credit society.

Observing the utility and profitability of the mutual
fund managed by shepherd community, 22 members of Uppara

community started a mutual fund of their own during 1985,
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with contributions of Rs.100 each. Initially the bid amount

fixed was Rs.1000 each in open auction; repayable on
Sankranti day. However, they changed terms subsequently in
the bid amount, the frequency of circulation of fund from
yearly to quarterly, and avoiding the open auction system

when it lead to  unhealthy  competition and the  dividend  amount
fixed at an interest rate of 36% per annum. The caste  group
was registered as Uppara Society and the fund is being

managed by the society.

During 1990, a registered society of  Boya community was
also started in the village with about 100 members
contributing Rs.50/- each. Initially about 12 members were

taken a bid amount of  Rs.400 each by agreeing to pay a
dividend ranging from Rs.100 to Rs.150 in open auction for
only 6 months. the open auction system continued in 1991
also. But during 1992, the auction system was abolished by
replacing it with the fixed dividend of 36% per annum.

Two other = mutual  funds one by  Telaga  community  another

for the entire village open to all caste groups functioned
for 1 year and winded off subsequently due to various
problems like lack of enforcement on rapayment, conflicts
among the members etc. These informal mutual funds are

acting as good and timely sources of credit for the  members
by ensuring 100 per cent repayment as well as open
accessibility to the needy members, which are the two basic

tenets of good credit agencies.

d. Professional Honey Lenders: There are no professional
money lenders located locally in the selected villages.
However, the sample households obtained credit from this
class of lenders also situated in neighbouring rural, semi-
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urban centres. The professional money lenders situated in

Madanapuram, a local business centre and Atmakur, the
neighbouring mandal headquarters cater to the needs of the
some of the households in developed village, while the
professional money lenders located in Gadwal and Gattu
Provided credit to the commercialised and backward villages
respectively, though their proportion is quite meagre. They

lend by taking the security of gold, and silver at interst
rates ranging from 36% to 60% per annum.
e. Others; The Ilenders who did not figured in the above types

of lenders are categorised into this.
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APPENDIX II
TRANSACTION COSTS : DETAILS OF VARIOUS ITEMS OF COSTS
CONSIDERED

To obtain a loan from a formal agency, a farmer had to
submit various certificates and documents along with his
application for which he has to incur the following expences.

1. Out of Pocket Expenses

a) Fees and charges paid by  the farmer  borrowed  from @ a
cooperative society for
1) Application fee
i1) Membership fee
ii1) The proof of land ownership and land use from
revenue authorities
iv) Encumberance certificate from the Sub Registrar of
assurances
v)  Stamp charges for creation of charge over the land by
the society
Here the share capital is not considered as it will not Dbe
incurred before the disbursement. Moreover it is refundable and
eligible for dividents.
Fees and charges paid by the farmer who  borrowed from a
commercial bank for

1) Proof  of  land ownership and land use from revenue

authorities

1) No dues certificate from cooperative society, the
branches of commercial banks situated near the
village or previously operated in the village, as

specified by the concerned bank branch.
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iil) Encumberanc certificate issued by office of Sub-
Registrar of assurances

1v) Charges for legal opinion regarding the title of
lands to be mortgaged, if any.

V) Stamp charges for documentation at the time of
disbursement of loan.

vi) Registration charges and stamp duty as specified by

Sub Registrar's office, if the lands are mortgaged

under Registered mortgage.

b) Travel costs for obtaining the above documents and for
availing and repayment of loan for the borrower
himself, the guarantor/middleman involved if any

c) Sundry expenses for food/snacks incurred by the borrower
himself and for guarantor/middleman involved while they

were on the job of fulfilling the formalities of the

loan.

d) The commission/bribes paid to the middlemen, officials
and non officials of the formal credit agencies and
other agencies in obtaining the various certificates

entioned above.

2) Opportunity costs/time costs;

These were estimated in terms of labour time lost or

wages lost while he was on the job of obtaining various

certificates, and for availing and repayment of loan. Time
costs were calculated by using the prevailing daily wage
rate for the sample borrowers. The time lost was considered

in terms of working day of 8 hours.
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