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Preface

Rural Finance and Infrastructure in Rural Areas play a very 
vital role in Rural D evelopm ent. As m ore than two-third of 
Indian population is living in rural areas, there has emerged 
serious problem s of developm ent of underdevelopm ent, 
econom ic backw ardness, poverty, unem ploym ent, hunger 
deaths, farm ers' suicides, insurgency, poor health facilities, 
and roper education etc. Schem es like N REGS and Below  
Poverty Level Ration Cards have achieved very little  for 
the upliftm ent of poor m asses residing in rural areas.

The im portance of the rural banking in the econom ic 
developm ent of a country cannot be overlooked. G andhiji 
said "R eal India resides in its villages", and village econom y 
is the backbone of Indian econom y. W ithout revitalizing 
the rural econom y as well as the rural people of our country, 
the objectives of econom ic planning and development cannot 
be achieved. In fact, the real grow th of Indian econom y 
lies in the em ancipation of rural m asses from acute poverty, 
unemployment, and socio-economic backwardness. To achieve 
the goals of health, education and em ploym ent to all we 
have to work harder in fields of rural economy, rural finance 
and rural institutions to create a healthy rural infrastructure 
w hich w ould enable to achieve the above m entioned goals 
of rural developm ent.



(iv)
There are m any plans, funds and schem es, w hich are 

operating in the field. However, an honest and real appraisal 
of the achievem ent of these program m es clearly reveals 
that such program m es failed to attain the desired objectives 
due to the backw ard econom ic condition, lack of adequate 
finance and ram pant corruption at all levels. H ence the 
need to involving N GOs and honest selfless w orkers in the 
field of rural developm ent arises.

The book constructively studies the problem s related to 
rural finance, rural infrastructure and rural developm ent 
and tries to provide some answers to the enigm atic questions 
related w ith this field.

G .D . Banerjee 
Srijeeet Banerji
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1

Restructuring Rural Banking

The tfural Credit strategy in the country has been founded 
on the philosophy of "grow th w ith equ ity". Thus, besides 
the basic role of financial interm ediation , Indian credit 
institutions play a unique developm ental role. Social control 
over com m ercial bans and form ation of N ational Credit 
Council were the first steps in this direction. The DR Gadgil 
Study Group (1968) set up by the Council recom m ended 
in v o lv em en t of b an k s in  ru ral cred it through  branch  
expansion  and direct lending. The Bank N ationalisation in 
1969 follow ed w ith the grow ing realisation that cooperative 
institu tions alone could not m eet increasing credit needs of 
rural sectors.

M ulti-agency approach to rural lending, since then, has 
been a m ajor strategy to m eet the credit needs of the rural 
sectors through the elim ination of inform al agencies. Rural 
credit is now purveyed by 58 C om m ercial Banks, 29 State 
C o-operative Banks, 367 D istrict Central Cooperative Banks 
and 196 Regional Rural Banks besides 19 Apex A griculture 
and Rural D evelopm ent Banks. As on 31 M arch 2001 there 
w ere 669 Rural Financial Institutions with about m ore than 
a lakh  o u tle ts  from  com m ercial banks, RRBs and C o 
operatives. These three types of institutions generally provide 
rural credit under the overall guidance and regulation of
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the R eserv e B ank of Ind ia . In  1969, 14 of the m ajor 
com m ercial banks w ere nationalised w ith an objective to 
control the heights of economy, followed by the establishment 
of RRBs in 1975 in  different states w ith equity participation 
from C om m ercial Banks, C entral and State G overnm ents. 
With the establishment of large network of branches, a system 
w as adopted to assign specific areas to each  Bank branch 
in which it can concentrate on focused lending and contribute 
to the developm ent of the area and accordingly the "Service 
Area A pproach" for com m ercial banks had been introduced. 
To further supplem ent the institutional m echanism , a concept 
of "L ocal Area Banks (LA Bs)" w as taken up in  1996-97 
and in principle, approval had been  given for eight LABs.

From  any point of view it is essential that w e put Indian 
agriculture on road to sustained grow th. It is certainly 
im portant that w e have m odern farm ing m ethods to put 
agriculture on a higher technological plane and to provide 
for increm ental incom e generation. It is therefore necessary 
that farm ers m ake a w ider use of fertilizers, provide more 
w ater to m ore areas, a farm ers' desire to apply input and 
for this reason the provision of agricultural credit is closely 
linked with the ability of our farm ers to transform  traditional 
agriculture into rew arding business proposition. The future 
of banking in rural areas w ould, how ever, depend on how 
current concerns are addressed taking in to  account the 
dynam ics of rural transform ation, adequacy of production- 
m arketing linkage, association betw een form al and inform al 
m arkets and new  realities in credit m arkets.

Structural changes that occur in  farm  sector in  the face 
of increasing population and negligible scope for extension 
of cultivated area w ill pose challenges w ith increasing small 
and marginal farm ers operating unviable holdings. The table 
below show s clearly that the num ber of operational holdings 
of less than 2 ha. increased from 63 per cent of total holdings 
in 1960-61 to 78 per cent in 1990-91. These holdings now 
operate 32 per cent of the area against 19 per cent in  the 
early sixties. In another ten years m ore than four-fifths of 
the farm ers w ill belong to this category w ith  45 per cent of 
the operational area.
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Table 1: Percentage Share of O perational H oldings  
by Size-G roups

Size Group dm) 1960- 1970- 1980- 1990- 2000- 2001-
61 71 81 91 01* 02*

A. Number o f Operational Holdings (per cent)

Small (<2) 63 70 74 78 81 83
Medium (2-4) 19 15 14 13 12 12
Large (> 4 ha) 18 15 12 9 7 5
B. Area o f Operational Holdings (per cent)

Small (<2) 19 21 26 32 39 45
Medium (2-4) 20 19 21 23 25 27
Large (>4) 61 61 53 44 36 28
Source: Indian Agriculture in Brief and Agricultural Statistics at a Glance, 
Directorate of Economics and Statistics, Department of Agriculture & Co
operation, Ministry of Agriculture, Government of India, New Delhi (various 
issues); All-India Report on Agricultural Census, 1985-86, Ministry of 
Agriculture, Government of India, New Delhi.

W hile a multi directional effort has to be made to develop 
the agricultural sector in line with our overall national needs, 
it is at the sam e tim e essential to ensure that as the above 
table indicates, credit assistance goes m ore to the sm all 
farm ers than to the large farm ers w ho w ill be in  a position 
to look after the m odes once the technology is available.

As against this, w hat w e actually  find is that a large 
proportion of concessional credit, technological assistance 
and various other subsidies and other institutional help are 
som ehow  taken  ad v an tag e by the larg e fa rm ers . The 
proportion of sm all borrow al accounts (outstanding of Rs. 
25,000 or less, now revised to upto Rs. 2 lakh) of com m ercial 
banks and RRBs has declined from 95 per cent of all accounts 
in 1990 to 82 per cent in 1999. The proportion of the am ount 
outstanding in such accounts has declined m ore sharply 
from  23 percent of all outstanding to 10 per cent during 
the sam e period. The num ber of sm all agricultural borrow al 
accounts fell from  213 lakh to 178 lakh betw een 1997 and 
1999. The 1997 RBI Survey show ed that 84 per cent of the



num ber and 75 per cent of the am ount of sm all borrow al 
accounts are in rural and sem i-urban areas. Agriculture and 
allied activ ities had a share of about 40 per cent of sm all 
borrow al accounts in both num ber and the am ount. This is 
a disturbing trend considering the fact that the rural sector, 
sp ecifically  agricultural sector, is dom inated by  a large 
num ber of small borrower whose credit needs, in m ost cases, 
do not exceed Rs. 25,000 (Expert Com m ittee on Rural Credit, 
2001).

If w e look closer at the problem , one has to agree that 
in a country w here land is extrem ely scarce and w here 
productivity of land is yet to reach higher levels, w e cannot 
afford to neglect the production on 32 per cent of our 
cultivated land. Though credit availability  to sm all farm ers 
have increased over the years, their credit absorption capacity 
leaves m uch to be desired due to various reasons including 
their inability  to undertake the risk  of investm ent through 
borrow ing.

Table 2: Scheduled Com m ercial Banks' D irect Finance  
to Farm ers (outstanding)

(Accounts in 000/Amount in Rs. Crore)
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Vears Upto 5 Acres Above 5 Acres Total

No. of Amount No. of Amount No. o f Amount
Accounts Accounts Accounts

1980-81 4662.5(70.7) 872.5(37.5) 1930.9 1453.9 6593.4 2326.4
1990-91 10482.6(74.6) 5764.8(46.5) 3562.6 6623.8 14045.2 12388.6
1999-00 8321.1(71.1) 12630(46.2) 3378.9 14718.9 11700.0 27348.9
Source: Reserve Bank of India: Handbook of Statistics on Indian Economy, 
2001, Figures in brackets are percentage to total.

M any such farm ers m ay possess the potential but the 
v iab ility  is ad versely  affected by w eak linkage system . 
Expansion of credit is crucially  dependent on the nature 
and quality  of backw ard and forw ard linkages. C redit has 
been able to m ake m ore decisive im pact in those regions 
w here it has been supported by a developed infrastructure,
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