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CHAPTIR.VIX
CONCLUSIONS AMND POLICY

VII. 1 Conclusions

Commercial banks have come to finance a much blgger part
of the credit needs of agriculturists in the early ’?o;s than
what they 4&id ¢n the early 6’0“ s, Rough estimates made by us,
show that whareas, the credit needs of agriculturists at current
prices may have increased tlree fold during the decade, the
absolute quantum of credit assistance to them by commercial
banks mugt have increased alwost thirtyeight fold during the
same perlod, However, the financinl of agriculture by comer-
elal banks has not been recionally equitable, to say the least,
For 283 districts the co.cfficient of varlation of agricultural
credit per hectare of net sown area is 2,32 as against only
1,39, 1,26 and 0,73 o5 the same coeefficient for per capita
outatanding credit, per capita deposit, and mumber of bank
offices per lakh of population respectively. The range of
agricultural credit per hectare of net sown area is as wide
as 12 paise to Rs,1120.18, In other words, while commercial
banks have successfully increased the share of agriculture
in thelr total outstanding credit several fold, it has falled
to maintain a minimum degrec of uniformity in its regional
distribution, a

However, the regional distribution of por capita cutstane
ding credit also has a high degree of waristion, e¢ven though

not as hicgh ag the degree of variation of agricultursl credit,
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The influence of the gpread of bamk-offices in augmenm.
ting the flow of agricultural credit from commercial benks,
is doubtful, if we consider the sample of all-districts num.
bering 283, The regression of agricultural credit per hectare
of net sown area (le showrd the coeefficient of Xg 83 nega.
tive which is not significont at § per cent level, but sig.

nificant at nearly 10 per cent level, However, for those
; districts which £211 in the middle renoe of agoregate credit

N of commercial banks per head of population the impact of the
spread of bank offices is sionificant an® positive {regression
cowefTicient of 3«:‘5 is 3,636 with t « value 2,223), For the
sample of all Adistricts this cowefficlent 15 -3,052 which is
significant nearly at 10 por cent level, Agsuming that the
negrtive impact of spread of bank offices is significant, one
possible explenation for such hehaviour may be that the open.
ing of new bank offices is likely to meet with heavily incressed
damand for credit from the noneagriculturasl sectors, The agri.
cultural sector, nover very much dominant, eventually suffers
from opening of new bank-offices, This tendency is more prow
minant in areas where the level of por capita oredit is already
very high so that increasged demend for credit from non-agri.
cultural sectorg iz wet by diverting funds sway from the agri.
cultural sector, However, in such areas, the existing level
of agricultural credit is likely to be higher than in the rest

of the country because of high lewvel of over-.sll per capita

n credit itgelf., It appears that the banks in ddstricte in the
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middle yauoe of overall credit operation have developed
the correct approach about- priorities in credit operation

while opening new offices. Such opening of new cffices in
this group of districts has a definitely beneficlal effect
for the purposas of extending credit to the agricultural sector,
Concentration of rural assets cither in the sense of Lorenze
curve incequality or in the serse of concentration of asset-
value in asset ¢roups which are above the averace heg positive
and gignificant influence on commercial banks agricultural
forces or forces of surplus appropriation in the form of
profit.on.alienation, hove succeeded in influencing this
immortant source of institutional credit for the acricultural
sector, This is confirm-d by the fact that the average level
of assets pcr rural houschold as such,is not so much important
in influencing X, as the degree of concentration of such assets
within a region. It shows that the dominance of classes with
operational ansets in the form of land and other than land
above the aversge lewcl is able to influence the flow of agrie
cultural credit from commercial banks. This possibly also
indicates a role of middlemanship being nlayed by the rural
rich and agriculturist monovelenders betwcen the organised
sources of credit and the general mass of users of such credit,
However, the old class of monopoly of purely big land-
owners seems tO have boen passive in influencing commercial
baﬂké‘ Mstribution of sgricultural credit, The commercial
banks have been successful, it appears, in avoiding pressures

from areas of concentration of large farms on the regional
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pattern of distrilution of agricultural credit., 1In fact,
in the group 3 districts, with high per canita credit, a good
amount of variation in X, {agricultural credit per hectare
of net sovn area) is explained by X, {deqree of concentration
of area in lorge farms) aloneg, when it is fitted as a parae
bolic function of the latter and the parameters obtailned ere
such that X, is declining within the relevaent range of Xy
{ecdation 6.13, Chapter-VvI). In the all-districts sample, X,
has a significant negative regression cowefficient in the
linear multiple regression model determining X, . This negative
effect of an increase in X, on X, is stronger in hfistticts
ghest

where the level of per capita credit is higher (An the sample
of Croup.3 districts with highest level of per cspita credit),
That possibly shows that a grester maturity of commercial banks
in credit operntions leads to g greater awareness in them of
the socinl and egalitorian objectives, This awareness, is
possibly diluted by o tendency on the part of commercial banks
to follow the pattern of co.operative credit movement in the _
matters of giving agricultural credit (See Chapter-IV, Section.
IV, 3), Central Co.operative Banh s; outstanding crodit per
hectare of net sown ares {X,) is higher in areas where X, is
higher,

Therefore, the fact that clearly emerges from this analysis
1s that commercial banka;‘ agricultural credit successfully
avoids areas where land concentration is high but at the same

time 45 mopped up by areas with high degree of concentration

in the distribution of rurnl assets (which combine both land
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and noneland arsets), It is no longer the purely big-land.
owner classes (forces of surplus generation in the form of
aboolute rent) which dominate in the matter of distribution

of institutional credit coming from the organised money market
to the rural economy, It is on the other hand, a class of
rural rich whose assets do not onlv consist of landed property
but also of various other forms of mercantile interests, inclue
ding trade and money.lending, which has come to dominste the
scene, The commercial banking eystem, being o superstructure
of the wnderlying soclo-economic reality, is only, if orudoe
ingly, £ollowing the Alct:otes of the neow masters of the country-
side,

To sum wp, the sionificant determinants of the lewl of
agricultural credit per he~tare of net sown area in our regresge
ion model, have been, per caopita benk credit, Central ComopCrde
tive Banké: outstanding credit per hactare of net gown area,
nunber of bank.offices per lakh panulation, per capita banke
deposit, degree of urbsnication, (even though 1t iz multd.
collinear with per capita credit), and intensity of cultivation,
xt anpears, as amongst the three productivity varisbles inclue
ded in the analysis, viz., intensity of cultivation, percentage
of irrigated land.areca, and percentage area under commercial
crop cultivation, only intensity of cultivation hes sionificant
and positive, immact on commercial bnnk35 agricultural credit,
- Apparently, commercial bonks, glving mainly shorteterm crope-
loans, are interested more in quick turnover than in higher

productivity or higher profitability of cultivation,
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The significant Jdeterminonts of the lovel of per capita commere
cial bankecredit of a region {(district) are founl to be per
capita deposit tx.,) per hectare of net sown area outstanding
credit of central cowoperntive hanks (X,) (a proxy for overw
211 co.oporative credit), spread of bank offices in relation
to population (xs) and the degree of urbanisation (Xg). The
raegression co-cfficients for all these variables were foumd
to be positive and simificant, On the other hand, in destere
mining the level of por capita deposit in a district, level
of co.operative credit is not important, while per capita
credit (X.), mumber of bank-offices relative to population
(xsi and the degree of urbanisation (xgi are significant deter-
minants, There scems t0 be a blind circulatory system by
which areas which make higher deposits automatically become
more crediteworthy., The level of per cepita credit is largely
determined by thet of per capita deposit, ]
On the other hand, spread of bank officns is more effecw
tive in increasing deposits than credit, The regression cow
afficiont of X, is 25,128 2nd 5,370 respectively, in identicel
ecuations determining per capita deposit and per capita credit
(Tablesw<IXI, 1 and III,2), It is doubtful whether the present
drive to incrense the mpread of bank offices in rural centres
will succecd in initiating & flow of funds from the organised
money morket tO the rural sector., As a watter of fact, if
credit.depocit ratio data by population size«grours of banke
centres is any indicator, the reverse flow may really get

encouragement,
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Lactly, in spite of 211 these inflyences discussed above,
on the level of acricultural credit in 2 district, the single
most important factor rereins to be the level of over.all
bank credit in the Adistrict, This is borne out by two findingss

{1) Per carita ~rodit slone exnlaineg 26%'of
variation in xg in our regression models

(11i) The cowefficient of variation of the
varieble, viz., percentage of agricultural
credit to total outstanding credit is the
lowest {n.B89) amongot all the banking
variables considercd in this analysis,
This leads to  major policy premises as regards the problem

v ij"fecjf' vely
of iﬁcraaainq[:eéio%al equality in the distribution of agri.

cultural credit, by commercial banks. We shall, now, turn to

those policy-implications wvhich emanate from this study,
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VII.2 Policy

~ The policies recommendsd here are intended to bring about
a greater regional bslance in the distribution of agriailtural
credit by commercial banks a2 d for fostering a greater cohoe
sion of such credit and egalitarian obinctives of interporsce.
nal character that can be brought about?,’fwg:‘term regional
discrirination,
(1) It emerges from this analysils thot a region being

Y

high up in nonesoricultural activities receives a high cuanmtum
of overall bankecredit relotive to porulation which, in turn, _
leads to a high level of agricultural credit also from commera
cisl banks, Therefore, the first step for bringing about a
more equitable regional distribution of agricultural credit
should be an attempt ot bringing about a greater regional
ecuitability in the distrilhution of overall credit itself,
While more sttention should be paid to the problem of generating
demand for bank credit in the rural and semi-urban areas (a
task for the concerncd multi-level planning suthorities), the
¥ banking system, on its part, should be preparcd to divert
resources from the urban scctor to the rursl, thereby reversing
A its present policy which augments an opposite flow, Broadly
. speaking, therefore, a concorted effort should be made by all
authoritics concerned to reuce the tendency on the part of )
developed regions having a hicher predominonce of nonagricule
tural activities to atiract what we have called a ;mltiplied

» flow of funds' (See Chopter.VI, Section VIe3). This may mean

for gome districts, which have little non-agricultural activity
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to invest in, the extonzion of credit, overwvhemingly, to the
agricultural sector alone in the initial stages, But that
will ensure eventually a grester equality in the distribution
of both total credit as also agricultural credit of commercial
banks, |

(2) This would, however, recuire a reformulation of
the policy about credit-cdeposit ratio, The finding of this
study that per capita credit iz highly dependent on per capita
depogit and thet the credit.deposit ratio is hidher in urbeni.
gsed centres than in non-urbanised centres, imlics that the
policy has to be reversed, Bonks in districts with low per csplta
deposit ghould be encourarmed to maintain a higher creditedeposit
ratio than their counterparts in dictricts with higher per capita
deposit, In so far ns per copite deposit itself is sugmented
by per copita crediti. such a policy should eventually lead to
a greater spread of banking habits in areas of under-developmefit,
and the initial favour to ke shown to districts with low per
capita deposit in metters of giving credit, may ultimately be
salfeeliminating,

(3) Once the overall level of per capita credit is reised
for those districts which are at present ot a lower level in
this regard, the banking machinery, 1t seems, will be in a better
position to follow a policy of discriminotion against areas of
concentration of very lorge farms, im mattors of extending agrie.

cultural credit, However, our snalysis shows that commercial

1. See, Chepter.ITI, Saction-.III,.3
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banks, while showing a good degree of awareness about avol.
ding lerge.farm concentration areas for the pumosos’ of Aigw
bhurscment of agricultural credit, have fallen victimg to the
influence of the class of hig assct-holders and hovwe given
wmore agricultural creodit to aress of higher concentration of
rural ascets, Stntes whisch boast of greater development of
institutional frameworl: {or rural credit are, in fact, states
with higher inequality of rural asset distribution and possibly
with greater role of middlemanship for traders in credit and
commodities, Therefore, instructions should be so framed as
will enshle commercial banks to avold pressures, not only of
big~land owner classes, but also big asset holder classes, in
releasing agrilcultural credit., That will also eventually,
ensure greater equality in the distribution of agricultursl
eredit by commeréial banks as between different states,

{4) The result of amlyeis of X, as regards the impact
of new bankeoffices glves rise to a number of policy premises,
Whereas the Banking Commission stresses the need to try out
various alternatives with = view to finding ocut which partiomlar
mothiod is sulted to an ares of a given type"z and states that
banking facilities can be provided to rural areas by commer.
cial banks through (1) opening of branches, or (1i) adoption
of villages or (3i1) financing of primary credit societies,
the programme of branch expoansion should be selectdve about
groupings of districts made by the present analysis, Any

2, Report of The Banking Commission, Op,cit,, Recommendation
No, 27, p. 575,
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programme of channelldsing commercial banks credit towards

the aaricultural sector will have to heep the classification
of dlstricts adopted in this analysis in view, It appoars

that while a simple expension of bank-offices will Jdefinitely
lead to an increase in aggregste credit in a district, whether
it would lead to a simultaneous incresse in ogricultural credit
also dopends on the existing level of overall credit i&n the
district, It can be cafely said thet in the middle range of
districts with medium lovel of per capita credit, a simple
expansion of bank offices will lead to an increase in agri.
cultural credit and o conciderable economy may be achdaQed by
such expansion of bank-offices instead of o-ening of the spee
cialised financial institutions for rural credit, Onm the other
hand, as we hove observed in Chapter.IlY, for the districts

in the top an? bottom ranoes of per capita credit, it would
posgibly recuire a little amount of caution to adopt a strategy
of opening new bank offices for the purpose of expanding banke
credit to agriculture, In these districts, oither, particular
strescs must be 1laid in the orientation of bank.offices on
their adopting a bias in fovour of the agricultural sector, or,
the institution of specialised financial agencies like Rural
Banks ghould be more effective in catering to the credit needs
of the agriculturist commmnity, Our recommendation, thorefore,
is that while selecting districts for opening Rural Banksd, the
authorities should concentrate on those districts where the
overall credit lewel g cither verv low or very high, because

in either croup of Alstricts, the mere expansion of existing
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commercial banks‘ branches is leoss likely to achieve the goal
of expansion of agriculturzl credit than in those districts
where the overall credit level per capita is in the midlle
range,

() If we agsume, ac we have done in this analysis,
that the regional pattern of disparity in the co-operative )
agricultural credit movement in the country is broadly indie
cated by that in the Central Cowoperatige Baﬂké; outstanding
credit, then, there is need for caution in relying tco heavily
on the primery credit socleties in matters of distributing _
agricultural credit. These socletics are prone to the influe.
ence of the coterie of big landeger class and posaibly Cone
centrate in areas wherce this economic class dominates, (See
the analysis of Central Co.operative Banks' outstanding credit
in Chapter-V), The Banking Commission's rccommendation for
providing banking facilities by financing primary credit socie-

3 or by waking a good primary agricultural credit smim

4

ties
to work as a subsldiary of a commercijl bank should be safoe
guarded by additlonal restrictions on the cqunlification of _
metbership of these societies so ag to encure adequate reprew
sentation of small and marginel farmers, and barring altogether
the entry, 1f poesible, of the very large farmeowner into such
co-operatives as wembers. In any case, while adopting primery
agricultural credit socleties for patronage, the commercial

banks would hawve to be selective sbout the aress in which they

3, Inid, p. 575

4. Ibid, Recommendation 28, p, 878, Recommendation pxd?, p. 5791
Also recommendation 33 and 35, pp. 576=77.
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operate, Preference ghould be given to societies which
operate in oreas of other-than.large-farm conentration even
if such societies moy not be as good in audit.classification
as those which operste in areas of large.farwm concentration,

(6) Lastly, the recommendation of the Banking Comissicm;
in giving priority in the octablishment of rural banksin areas,
among others, “where high.yielding varieties programmes have
been introduced in a big woy®> has to be chocked in the light
of our finding that in arecas of high-irtensity of cultivation,
commeraial bmn}-s;' agricultural credit is already quite high,

It will not possibly be 2 wrong generalisetion to assume that
areas of high yielding veristies programme are also areas of

high intensity of cuj.tivetionﬁ. That heins sc, our analysis

suggests that high vielding varietics pnrograrmme areas, or
arens of package prograommes are recdpients of already high
Aoses of commarcial ben}:s; agricultural credit and of course,
credit from other institutional sources like the co-operatives
and 1land development banks., Setting up of rural banks in such
areas, therefore, will furthor accentuste regional disparities,
. Ags Pyrof, Boudhyavan Chattopadhye and Prof, Moonis Raza state®.,.
the very idea of hich yielding varieties package programme,
4 . implicit in the @reen Revolution Strategy, must necesserily -
, by definition, sharnly accontuate regional disparities, because
of concontration of imputs in restricted pockets, heavily

subsidised by the 5tmte“7. The results ewpocted of the concerted

T - S, Ivid, Recommendation 48, p, 579

6. S.Y, Krishngswamys "Bonking in the Rural Sector®, in SiN .S
Reform of the Indian Eanking Syotem, op,cit. p. 76.

7. Boudhayan Chattopadhava and Moonis Raza, op,cit, p.22,

-
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application of public invontmont in selected pockets do not
fructify because the aspumtilon of propagation-through pere
colation and diffusion « a la "Hirschman - is not very unrea.
listic in the Indian cont@xta. So long as the economy docs
not kresk out of éhcz premiscs of cgpital accumilation of the
second way - even directed public investment cammot deliver
the goods, since the cxternal cconomy effectsof such invegt.
ment are mopped up by the urban and rural conglomer-tesg defined
as a specific form of rnroperty appropriating & specific form
of surnlus under conditions of coaloscence of the rural modes
of generation, eppropristion and utilisation of surplus in
agriculturc and industry promoted by the State?

No wonder, therefore, that the Banking Commission, should
recommend furtler credit m"&d to areas of high vielding varie
ties programmes or green revolution areas through setting wup
of Rural Banks. However, from the point of view of regionally
‘balanced dictribution of stote-subsidised organised sector-
credit to sgriculture, it is now the other areas, i.ea.r;;:-lgh-
vielding-varisties arcas, where the Rural Banks ghould be set
up. Our gnalysis has showm that significant dependence of
commercial banks;; agricultural credit on intensity?cultivation
already exists, Morcover, ~gronomists rocently have heen notie
cing a2 marginal ghift taking place by which high intensity
of cultivation areas,bmxy of late, are turning into big.farm
concentraticn areas hvoaurce of technologicnl necessitics of

the hicgh ylelding veristics programme {even though the shife

§ 8, Inid page.22
| 9, See, Chepter.I,

R
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may not yot be complete and smll farms and intengity of
cultivotion stlll oo toncther, Our analysis has posed the
gquestion 4dn the form of Adilemma for the policy mekers of the
commarcial hanks! agricultural credit departmants, The fact
that banks, as of-to=day, cre inclined to avold areas of high
concentration of large.feorms, but are eager to finance agri.
culture in areas of high intonsity of cultivation,way foce a
dlemma, 1f, in future, they become eventually overlapping
arezs, Again, if, in course of future years, it is the large
farms whilch come to nhow higher 1ﬁtensity of cultivation, then
again, the statocwsuboidised {(commercial banks’ subsidisries)
Rural Banks beino set w in such areas will mean giving up of
the egalitarian sprroach in favour of the productivity criterion,
To the extent the incvitability of such solution of the dilemma
lies in the buileain structural Gualism of the economic system,
very little can he done to aveid it, However, to the extent

it is possible to modify the structural dualism itself and the
Meparities of the inherited space.economy, by wmassive public
invegtments, an attempt should be made to evenly distribute
this public investment botuveen vearious regions, In that cage,
it ghould not be the high-yielding-varietics programme araeas
for initioting Rurpl Banks, but areas which are dry, drought.
prone end with uncertain waterwsuprly, even though, in these
areas, credit given by institutional agencies may need to be
incured against possibilities of crop-failure and congequently, ey
lead to an increase in the cost of such credit and in the

recultant subsidy by the State cither given directly or through

the netionalised commercial banks,




