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Declining Institutional Cre

Reforms Period

A Venkata Ramesh, Asst.Praof of Economics, Govt. Dearee College, Sathupally

prime mover of the economy.,

Abstract: Despite the significant expansion of financial institutions in India
the quantum of credil provided fo the farm seclor by thern is inadequale. Al present
Indian agricullural needs higher investment 10 adopt new lechnologies. Agricultural
production depends on the availabllity of timely credit. The credit needs ol the
marginal and small farmers who are in majorily are lo be addressed by t_he
institutional sources, especially, commercial banks and co-operalives, The co-operative
credit struclure is to be revamped to make it effoctive in serving the credit
requirements of the farmers, Indian farmer always faces uncertainties from weather,
pests, market pscillations and the suppart prices decided by the government. It is to be

9016-)9

dit to Agriculture in the S

accepled by all those concerned with economlc development that agriculture Is the

Key words: support prices, family expenditure, pay off

Introduction: |

Farmers in India are in the need
of credil for short perlod of less than 15
manths for cultivdling crops and for
meeting family expenditure, They need
medium term credil ranging between 15
manths to 5 years to make improvements
af the land and to purchase cattle and
ather agricultural equipment. Sometimes
they need credit to buy additional land, 1o
pay off old debls, and to purchase
agricullural machingry like traclor and
pump sets. Credit requircments of lhe
indian farmers are produclive and
unproductive.  Productive  purposes
include  agricultdral  inputs  and
improvements o the farms  while
unproductive purposes are in the form of
celebration of marriages, education of the
children, health felated expenditure,
court cases and “religious funclions.
Indian farmers degend on Instilutional
and noen-instilutional sources for credil,
Co-operative banks, commercial Danks
and Reglonal Rural Banks are lhe
institutional agencles which charge low
rates of Interest.  Non-inslitulional

sources comprise money lenders, traders,
commisslon agents, refatives and friends.
Inlerest rates charged by the money
lenders, commission agents and traders
are high with stringent terms of
repayment.

The fnancial seclor reforms as
part of gverall economic reforms have
weakenad the flow of institutional credit
lo agricullure, Prior to liberalization,
Mationallzation of Banks in 1969 made
credit available to the farm secior on
priority basis along with Co-operatives,
Marasimham Commitlee report  on
financial refarms (1992) recommended
dilution of priority sector  lending
including agriculture by the commercial
banks. Though priority lending lo
agriculture has not been totally removed
commercial banks evinced Htlle interest
in providing agricullural eredit sticking
lo the commercial norms. Agricultural In
India has been facing credit crunch
amidsl crop lallures and uncertain and
un-remunerative prices, Non-
Institutional sources of credil demanding
higher rales of inlerest have forced he
farmears inlo distress leading o crop

www.ijar.org.in21
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International Jnu[nui of Academic Research 1
ISSN: 2348-7656; Yol.4, Issue-1(7), January, 2017 v

Impact Factor: 5535 Email: drivramana@yahoo.co.in

holdidays and gruwing sulcices. Regional
rural banks have also  adopled
commercial prin{:lple and the co- aperalfv&
credit has been shrinking. Its share in
total institutional | agricultural  credit
decreased from 59: percent in 1980-87
t023.8 percenl in  2008-09. Rural
branches of the commercial banks were
£8.2 percent of the tetal branches in 1990
and they decreased to 249 percent by
2012, The share of agriculture In tofal
Bank credit decreased from 15 percent In
1991-92 to 12.2 percent in 2011-12,

All theso trends show that the
lendling by the institutions 1o the farmers
has Been affecled conmsiderably. This
research paper analyses the instiiutional
credit Flow to The farm sector in the post-
reforms era, '

Objectives:- |

1) To examine the trends In tho credit
flow of the commercial banks to the farm-
sector in the post reforms period,

2} To find out the trends in the credit
provision to the agricultural sector by the
cooperatives. :

3) To find out the relative shares of
Institutional and non-institutional credit
bitween 1951 and 2002,

“1

Materials and Methods: Data s
secondary collected|-from Handbook of
statistics on inu:ilan']I:ra:rnnl:rmj,.I RBI (2012}
and the Report 03" Expert group on
Agricultural Indebiedness (2007). Simple
averages and percentages shall be used
while analyzing the data.

Review of Literature:

Singh et al [2012) In thelr study
siate that the share af agricullure In
GDP has deciined frem over hall al the
lime of Independerice 1o less than one
fifth at present, agriculiure still remaln
the prominentl séclor In terms of
employment and ill’ql:trrne generallon as

mare than hall of the work-force in India
are engaged Is It as the principal
pccupation. Kumarl (2005) contends that
moedern  technology  under  Green
Revolutlon has necessitated more capital
for building farm infrastructure and
meeting operational cosl. Kaur (2012)
oplnes (hat borrowings from the farm
households are indispensable due fo
floods, droughts and other nalural
calamities.  Rupindar  Kaur  and
Karamjeet Kaur (2013} have analysed the
problerm  of Indebtedness amoeng  the
marginal and small farmers In Kaithal
distrlel of Haryana. It is noled that
majority of the farmers have borrowetd
|pan amounts to purchase farm inpuls
and to meet Ffamily expendituro
Expenditure Income gap constrains the
farmers to divert the loan amounts for
unproductlve wse. NS5O (2003) data
reyeals that the adherence to the
commarcial performance by the
commercial banks has  become @
constrainis on bank credit to agriculture,
Marasimham Commlitee of Financial
Reforms (1992) recommended lor the
dilution of prierily  seclor  lending.
Imciuding  agriculture,  Instead  of
expansion some of the commercial banks
closed the rural branches. Consequently
farmers depend on money lenders and
traders for loans accepting to  pay
exorbitant rates of interest, The All India
Debl and inwestmerd  survey (1981)
reveals  that  the share of non-
institutional  sources in lotal  credit
decreased from 93 percent o 37 percent
In 1987 and money lenders accounted for
16 porcent.

Data Analysis: Tolal bank branches,
rural Branches and their share In the
lolal  bank branches In India are

presented for selecled years In the Table-
I.
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“Tahle-1: Bank Branch

Year Taotal Branches
1991 60,220

s and Rural Branches

e ————

Rural Branches
33,206

2000 61939 |

P

e}

2005 = 48,3535

00 | 85324

2011 2, 20,620
2012 97,11

Source. Hank Book of statisties on Indran Economy, RE! 2077-12)

Figures in the table reveal
|nteresting facts onithe expansicn of bank
pranches. 1t is noted that tho increase in
the bank branches between 1591 and
2012 is 61.3 percent. Bul the increase In
the rural branches @ 2012 over 1991 is
Just & percent. IF taken In percentage
terms rural branches decreased from 58.5
percent 1o 36.9 percent during the post-
reforms peried. It implies Urban and
sami-Urban branches of the banks have
increased from 415 percent lo 537
percenl under the commercial concern

Table-11: Shares of Agriculture as

1995 62,361 .

“ao |
—mest
32,082
“REE
33,800
35,850

and prudential norms. Rural branches
provide cradit o farrn actlvities and with
the decrease In thelr number credit fow
1o agriculture is affected and the farmers
are pushed o lhe non-institutional
sources.

Trends In the agricultural credit
provided by the commercial banks as
percentages of (otal bank credit are
presented in Table-1.

a Prapartion of Total Bank Credit

Year
199182

Shares of Agricuiture 1

15.0

.. 1995-84

122

2000-01

121

' 2p06-06

.
137

— o091
0102011

2011-2012

12.6
122

Spures: Hank Book of statistics an fndian Economy, RBI (2011-12)

It can be found from the data
that the share of lending 1o agriculture in
tho lolal was 15 pergent in 1991-52, the
year of reforms. Althrough, credit 10
agricultural sector has been less Lhan 15
percent except in 200910, The reluctance
of lhe commercial banks in providing
credit 1o agriculture  is  evident
empirically as observed. The norms and
priorities of 1he commercial banks in

i

lending have under gone changes in the
era of reforms.

Cooperatives provide credit to the
farmers and 1hey assumed Imparlance as
2 source of institutianal credit. Trends in
the cooperative credil lo agriculture are
given in Table-111.

Co-operatives provides 59 percent of the
agricullural credit in 1980s and It
decreased o 47.3 percen! In 1990-91.
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cannad with CamScanner
]

i
1

Page 24 of 48




* International Jourpal of Academic Research
IS5N: 234B-7646; Vol 4, Issue-1(7), January. m7

Impact Factor: ﬁ_$35; Email: driviamana@yahoo.co.in

During 1he reforms period it went on
declining to 23.8 percent by 2008-09. The
decrease |s by more than 35 percentage
polnts. 11 implles that the farming
community has been constrained o
approach non-institutional sources after
the reforms. )
Table-111; Share of Cogperatives in
Agricultural Credil
" Share of
¥ Cooperallves
(Percent)
5%.0
A7.3

Year

1980-81

1990-91

2004.05 427

2008-09 238
Source: Hank Book of statistics on fndian
Ecenomy, REI (2011-12)

With a wview to find oul the
relative shares of institullenal and non-
institutional sources In the debt of
cultivater househelds dala is processed in
Table-1V.

Table-1V: Relative shares of Institutional
and Mon-Institutional Sources in the debt
of farrm househoids (10 percentage terms)
Source 1951 1991 2002
Institutional 13 bb3 &1.1
Mon- -

Institutional 92.1 0.6 i
Unspecified
woncy
lenders
Asparl of
non-

30

69.7 | 115

Institutional )
Source: Experl group report on
Agricultural Indebledness (2007)

26.8
i

As per the dala the share of Institutional
credit substantially increased lo 463
percent in 1991 from a meager 7.3
percent In 1951, However after 1991 il

decreased 61.1 percent. MNon-
institutional  credit to the farm
households Increased by 8.3 percentage
points and again credit from money
lenders increased by 9.3 percentage
points,  Ecanomic reforms  have
encouraged credil flow to metropolis
centres and bug cities due 1o which credit
needs of the rural people, especially,
farmers are drifted to the money lenders
and other agencies of non-institutional
credit.

Findings:-

1. Rural branches of the commerclal
banks have decreased in the post re-
form period.

2, Share of agriculture In the total
bank credit has declined with the
refarms.

3, The share of cc-operatives In
agricultural credit has come down by
more than 35 percentage polnts between
1680-81 and 2008-09.

4, The share of non-institutional
sources in the debt of farm households
has Incroased after 1991 with money
lenders again resuming their role as
Important source ef agricultural credit.

Conclusion:-

Despite the significant expansion
of flnancial Institutions in India the
guanium of credit provided lo the farm
seclor by them is inadequate. At present
Indlan  agricultural needs  higher
Invesiment Lo adopt new technologies.
agricultural production depends on the
avalabillty of timely credit. The credit
needs of the marginal and smail farmers
who are In majority are (o be addressed
by lhe Institutional sources, especially,
commercial banks and co-operalives. The
co-operalive credit structure is to he
revamped Lo make il effective In serving
the credit requirements of Lhe farmers,
Indian farmer always faces uncertaintles
from weather, pesis, market oscillations

to
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and the support prices decided by the
government. It Is to be accepted by all
those  concermed  with  economic
development that agriculiure Is the prime
mover of the economy.

The inhibitive approach of the
bankers 1o extend credil 1o the
agricultural seclor needs correction as
free flow of credit, te this sector can
Increase  agricullutal  production  and
augment GDP, Eurther, small and
marginal farmers of which majority are
marginalized social groups own majorily
of the operational holdings. Co-operatives
and RRBS are to be sirenglhened lo
exlend adeguate and 1imely credit 1o the
farmers. Then only agriculture in India
can come oul of the present slale of
distress and contribute effectively to
achleve food security to the growlng
population.
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adequately.

Abstract: Commerclal banks are flnancial agents that mobllfse savfngs and Invest
them to achleve economic growth and development. Since 798¢ r8iIndian banking
system posted impressive growth in both deposits and credit. An fmportant obfective in
the natfonalisation of major commercial banks In 1969 and 1980 was fo ensure
adeguate credit to the Imporiant sectors of the economy at reasgnable rales of interest.
These seclors were, among others, agriculture and small scale industries. With the
Introduction of the banking seclor reforms In 1991,
considerable loss In terms of credit flows from the Scheduled Commercial Banks
(SCBs). Declining credit flows caused considerable disiress in these sectors. The
government woke up fo this challenge and tried to increase the credit to these sectors.
Progress so far leaves much to be done If the credit needs of these sectors are to be met

these two sectors experienced

\_Key words: credlt flows, considerable distress, banking sector

I, Introduction:

An  Important element In
economic development Is the mobllisation
and deployment of financial resources.
The commercial banks accept cash
deposits from the public and use them to
create credit for the needy'. In other
words, the commercial banks are the
financlal Intermediaries that enmsure a
demand for funds and supply of funds
equality. Indla embarked on the
strategy of economic planning In 1952.
Reallsing that the credit flows to
agriculture and small scale industries are
grossly Inadequate, the government
nationalised 20 major  scheduled
commerclal banks (SCBs) in two phases,
In 1949 and 1980. We explore In thls
paper the Impact of the banking sector
reforms introduced in 1991 on the credit
flows to these two sectors and to the
priority sector as a whole. The data
covers the years from 1980-81 to 2015-16.
Section Two provides a survey of

|lterature; Sectlon Three explains the
methodology employed; Fourth Section
provides the data analysis and the results
for the study period and Section Five
provides the concluding remarks.

1. Review of Literature:

There is clear evidence that since
the introduction of banking sector
reforms in 1991, there has been a
reduction in the advances to the priority
sector as a whole as well as to the
individual sub-sectors. This was a result
of the Narasimham Committee's
scepticism about the effectiveness of
directed credlit deployment to the selected
sectors. The credit flows going to the
small and marginal farmers have declined
significantly since 1991. This refers both
to the number of borrowers as well as the
amount sanctioned, This was noted by
the Reserve Bank of Indla as early as
2003." Sahu and Rajasekhar (2005)"
made the same observations about the
post-reform trends in the credit flows to
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the agricultural sector. This was further  1,925.47 b in 1990-91. By 2015-16, they
confirmed by Sastry and Venkateswarlu reached - 85,332.35 b. During the same
(2016). The present paper explores these  perlod, the outstanding credit” by the
trends and includes the credit flows to  SCBs rose from ™ 253.71 b to ™ 1,163.01 b
the small scale industries also. and, further to ~ 65,364.20 b. The
deposlts to GDP ratlo was 32.24 per cent

4 during 1980-81 to 1990-91. During the
Chow test and use descriptive SIAUSHCS  post.reform period, 199192 to 2015-16, It

rose to 55.64 per cent. Simllarly, the
Commercial Bank (SCBs) Credit and .. oot 1o gDP ratio rose from 20.65
Beposits 13001 1020%:16, per cent In 1980-81 to 1990-91, o 36.90
IV. Results and Discussion: per cent during1991-92 and 2015-16. The
credit-deposit ratlo, which is the measure
As noted above, the total ctyuo Ty plaved by banks In the
financial  resources mobiksed and economy, fell from 73.16 per cent durlng
deploysd by e eamrmrsial banks. wre the pre-reform perlod to 59.33 per cent In
Important In the process of capital the §
post-reform perlod.
formatlon and economic development.
Examining the trends In these two In order to see if there Is any
variables provides an understanding change In the operations of the SCBs
about tha role that the banks are playlng  after the Introduction of banking sector
In the ecomomy. The total deposits of reforms In 1991, we use the Chow Test”
SCBs rose from “379.88 b in 1980-B1 to ©  Table 1 shows the results of this test.

Table 1 operations of the SCBs after reforms- Chow Test results

1ll. Methodology: We employ the

Equation Constant | Time | Adjusted R? | F-Static
1. Total SCB Credit
1) 1980-B1 to 2015-16 5,237 0.166 0.993 5366
(112.6) | (75.93)
[1) 1980-81 to 1990-91 5.409 0.149 0.997 3854.707

111y 1991-92 to 2015-16 : 4 0.992 3003.784

2. Total SCB Deposits
i) 1980-81 to 2015-16 . 3 0.999 313A

11} 1980-81 to 1990-91 : b 0.999 2025154

¥)1991-92 to 2015-16 d ; 0.995 1536.06

Figures in parentheses show the t-static.
Source: Reserve Bank of India: ‘Handbook of Statistics 2015".
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The post-liberallsation period
witnessed rapld growth in SCB credit
relative to their deposits (Equations 1.1ii
and 2. lil). The SCB credit growth
indicates a significant structural break
after 1991. The grawth rate was 16.07
per cent In the pre-reform perlod and
19.48 per cent In the post-reform perlod,
compared to a growth rate of 18.06 per
cent for the entire peried. The SCB
deposit growth slowed down after 1991,
During 1991-2015, they posted a growth
rate of 17.32 per cent compared to 17.94
per cent In the pre-reform perled and
17.54 per cent for the years 1980-B1 to
2015-16. It Is possible that the higher
growth in credit could be due to
availabllity of funds due to the lowering
of SLR and CRR stipulations and this
needs to be explored. We now turn to the
trends in the SCBs' lending to the
priority sector since 1980-B1. This Is
important since the maln objective of the
Natlona¥satlon of commerclal banks was
to ensure adequate credit flows to the
more Important sectors of the economy-
‘the priority sectors'. Agriculture, small

scale |ndustrles, exports, and small
housing loans are some of the sub-sectors
within this group of activities. The total
priority sector lending increased from *
84,53 b in 1980-81 to * 431.17 b In 1990-
91. It reached * 16088 b by 2015-16. The
credlt to the priority sector posted a
growth rate of 15.72 per cent per annum
during 1980-31 to 2015-16. Fhe credit to
agriculture by the SCBs Increased from
35.84 b In 1980-81 to ~ 167.5 b In 1990-
91. It reached * 7658.80 b In 2015-16.

We examlne the trends In the
total prierity sector lending by the SCBs
and the credit flows to agriculture and
smal scale industries In particular. We
consider 1991 as the year of a structural
break due to the Introduction of the
banking sector reforms and the emphasls
on profitable operations and removal of
branch licensing norms. Table 2 shows
the equatlons for the growth of priority
sector lending during the study perlod
and the structural breaks thercin.

Table: 2: Structural Breaks In Priority Sector Lend| ng by the SCBs (1980-81 to 2015-
16)

Equation Constant | Time | Adjusted R? | F-static

1. Priority Sector Lending

) 1980-81 to 201516 4362 | 0146 0.992 4285.14
(91.94) | (65.46)
1) 1980-81 to 1990-91 4265 | 0167 0.996 3101.70
(208.8) | (55.69)
iii) 1991-92 to 2015-14 5917 | 0,149 0979 | 1166.928
(90.98) | (34.16)

2. Agricultural Credit

I} 1980-81 to 2015-16 . 1989 | 0013 0.992 4244.07
(440.4) | (&5.15) '
i1) 1980-81 to 1990-91 1961 | 0167 0.997 4096.86
(1108) | (64.01)
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111) 1991-92 to 2015-16 2.165 0.123 0.995 5701.684
(892.0) | (75.51)

3. Credit to Small Scale Industries

1) 1980-81 to 2015-16 3462 | 0137 0776 | 122.258
{13.15) | (11.06)
ii) 1980-81 to 1990-91 3315
217) | (18.63)
111) 1991-92 to 2015-16 1871 | 0143 0.550 30.368
(12.63) | (551)

07 0.998 5754.335

Flgures In parentheses show the i-static, Source: Reserve Bank of Indla: ‘Handbook of

Statistics 2015,

From the above table, we can see a clear decline In the share of priority sector
credit after the Introduction of banking sector reforms In 1991, There appears to be a
clear structural-break In the SCB lending to priority sector after 1991. We provide in
Table 3 the growth rates In total bank credit, credit 1o priority sectors and the two
sub-sectors after 1991 to capture the variabllity In the credit flows.

Table: 3 Growth Rates In SCB Credit Flows during 1991-92 and 2015-16 (per cent):

Periad SCB Credit

Total Total Priority Sector | Credlt to Credit to

Credit Agriculiure Srnall

Scale
Industries

1991/92- 1995/96 17.67

17.46 15.59

1994/97- 2000/01 17.29

11.34 1141

2001/02- 2005/06 17.10

20.29 1232

2006/07- 2010111 18.77

26.28 31.89

201112- 2015116 10.18

12.85 16.58

1991/92- 201516 19.48

1611 15.36

Source: Reserve Bank of india: “Handboak of Statlstlcs 2015".

From the above table we can observe that
the credit to prlority sector declined
sharply after the Introduction of the
banking sector reforms in 1991. The
Increase after 2005 can be attributed lo
the Initiatives taken by the government
to promote credit to this sector after the
decline In the agricultural production In

the 2002 onwards. Simllarly in case of the
small scale sector, the Initlatives after
2007 to promote this sector forced the
SCBs to Increase credit flows to this
sector™ More Importanily, most of the
credlt flows In agriculture were to the
large farmers, while *he credit flows to
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small and marginal farmers declined
after 19914

V. Conclusions: Thus, the risk-
aversion of the commercial banks
resulted In the denlal of adequate credit
at reasonable Interest rates to the needy.
It will not be far from truth to say that
emphasis on profitabllity and prudential
norms resulted In SCBs ignoring thelr
very mandate In a developing economy.
Measures must be Initiated to increase
the flow of Institutional credit to the
needy sectors of the economy.
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