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ABSTRACT

The present study proposes to highlight the agricultural credit extended by the commercial
banks in Thiruvallur District and analyses the repayment performance of the borrowers. The
commercial banks aim at intensive coverage of selected areas for meeting the priority sector
credit needs, especially the agricultural credit requirements and ensuring effective supervision
over the use of loans. Salem district has a number of villages and possesses large areas of
agricultural lands. Agriculture is the main occupation of the rural population in the district. So,
an in-depth analysis of these problems and issues becomes essential. This is the reason for
selecting the commercial banks in providing agricultural credit in Salem district.
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1. INTRODUCTION

Agriculture plays a crucial role in the development of the Indian economy. It accounts for about
19 per cent of GDP and about two-thirds of the population is dependent on the sector. The
importance of farm credit as a critical input to agriculture is reinforced by the unique role of
Indian agriculture in the macro economic framework and its role in poverty alleviation.
Recognizing the importance of agriculture sector in India’s development, the Government and
the Reserve Bank of India (RBI) have played a vital role in creatinga broad-based institutional
framework for catering to the increasing credit requirements of the sector.

Agricultural policies in India have been reviewed from time to time to maintain pace with the
changing requirements of the agriculture sector, which is an important segment of the priority
sector lending of scheduled commercial banks (SCBs) and a target of 18 per cent of net bank
credit has been stipulated for the sector. The Approach Paper to the Eleventh Five Year Plan
has set a target of 4 per cent for the agriculture sector within the overall GDP growth target of 9
per cent. In this context, the need for affordable, sufficient and timely supply of institutional
credit to agriculture has assumed critical importance.

2. IMPORTANCEOF INSTITUTIONAL CREDIT

Institutional agencies alone can assess the value of land and the exact financial needs and the
repaying capacity of the farmers can be judged by qualified staff of the institutions. Secondly,
the money-lender’s web can be avoided only through the fair practice in the institutions.
Thirdly, institutional agencies alone can supervise the use of loan and also avoid diversion of
loans for unproductive channels. Fourthly, institutional agencies look after the welfare of the
farming community by encouraging them to save more and to increase their standard of living
and. Fifthly, institutional agencies have appointed extension officers. These officers make the
credit programme successful and also enhance agricultural production. So, for the develop ment
of agriculture, the role of institutional agencies is essential.
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INSTITUTIONAL CREDIT TO AGRICULTURE

e Upto December 2015.
e Source: Economic Surnvey and NABARD, Various Issues.

YEAR INSTITUTIONS
OEE?A'N S;é‘ RRB [ SHAR | COMMERCI | SHAR | TOTA | PERCENTA
s | E()| ALBANKS | E () L GE SHARE
K (%)
1995-06 3874 55 | - 3131 45 7005
1996-97 4207 52 | - 3809 48 8016 14
1997-98 4420 52 [ - 4009 48 8429 5
1998-99 4851 53 | - 4233 47 9084 8
1999-00 5082 52 [ - 4719 48 9801 8
200203 3408 39 [ - 5438 61 8846 -10
2003-04 5800 52 | 596 5 4806 43 | 11202 27
200405 9378 62 | 831 5 4960 33 | 15169 35
2005-06 10117 61 | 977 6 5400 33 | 16494 9
2006-07 9406 50 | 1083 | 6 8255 44 | 18744 14
2007-08 10479 48 | 1381 6 10172 46 | 22032 18
2008-09 11944 45 [ 1684 6 12783 48 | 26411 20
2009-10 14085 44 [ 2040 6 15831 50 | 31956 21
2010-11 15916 43 [ 2538 7 18443 50 | 36897 15
2011-12 18363 40 [ 3172 7 24733 53 | 46268 25
2012-13 20801 39 | 4219| 8 27807 53 | 52827 14
2013-14 23604 38 | 4854 | 8 33587 54 | 62045 17
2014-15 23716 34 | 6070 | 9 39774 57 | 69560 12
TABLENO 1

However, the growth of direct finance to agriculture and allied activities witnessed a decline in
the 2000s’ (8 per cent) as compared to the 2008s (14 per cent) and 2010s (around 21 per cent).
Furthermore, a comparative analysis of direct credit to agriculture and allied activities during
2000s and since 2010s reveals the fact that the average share of long-term credit in the total
direct finance has not only been much lower but has also decelerated (from over 38 per cent to
around 36 per cent), which could have a dampening effect on the agricultural investment for
future growth process.

3. NATUREOF FINANCE NEEDED

The farmer may need finance for short-term, medium-term or long-term purposes as mentioned

below:

e Short-term Finance
e Medium - Term Finance
e Long Term Finance
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4. SOURCE OF AGRICULTURAL FINANCE

The effective demand for credit is evidently conditioned by the availability of credit and the
amount and pattern of the demand for credit would be different, if the credit structure and
conditions of loans were altered. Accordingly, an analysis of the supply side of credit also
becomes imperative in connection with any survey of credit requirements. In India there are
various agencies, both private and institutional, giving credit to farmers for agricultural
purposes. Money lenders and traders represent the most important private agencies. The two
major institutional agencies are the co-operative and commercial banks, although the State
Government’s have also been financing farmers through various departments. Long-term credit
has been primarily the function of agencies specializing in investment financing the co-
operative land mortgage banks and land development banks. Commercial banks have also, of
late, taken to long-term financing of agriculture.

5. BENEFITS OF THESCHEME

Co-ordinated Development

Joint Participation

Creation of a Link

Implementation of Government Programmes
Identification of Potential Areas

Rural Credit Facility

Co-ordination of Development Programmes

However, to bring the Lead Bank Scheme effectively at the village level, the Government has
introduced the ‘Service Area Approach’ to development. Under this scheme the plans are
prepared village wise instead of district-wise.

6. STATEMENT OF THE PROBLEM

Like other industries, agriculture also requires capital. Small farmers and marginal farmers need
credit since their capital is locked up in their loans and stock. They need funds to meet their
operational expenses. Their credit need is high at the time of crop season. Millions of farmers
are depending upon marginal and subsistence farming. Due to low yield, they are not in a
position either to have ‘surplus’ for distribution or a times even to continue the production
process successfully and economically. Due to these reasons they depend mostly on credit even
for normal agricultural operations and have to pay a part of their income by way of interest
later. Salem district has a number of villages and possesses large areas of agricultural lands.
Agriculture is the main occupation of the rural population in the district. So, an in-depth
analysis of these problems and issues becomes essential. This is the reason for selecting the
commer cial banks in providing agricultural credit in Thiruvallur district.

7. OBJECTIVES OF THESTUDY

The specific objectives of the present study are:

e To study the trend and growth of the loans issued recoveries of loans, outstanding loans
and over dues of commercial banks in the Thiruvallur district.
e Tostudy the impact of credit on farm income distribution.
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e To analyse the factors responsible for over dues position of farmers and
e To suggest suitable remedial measures for recovery of over dues.

8. LIMITATIONS OF THESTUDY

No records were maintained in the farms studied. Hence, the cost and return particulars were
obtained orally from the farmers. The accuracy was limited by their recall bias. However, to
minimize the lapses of memory, suitable cross checks and rechecks were made so that the final
figures arrived at were more or less dependable.

METHODOLOGY

Designing a suitable methodology and the selection of proper analytical tools are important for
a meaningful and useful analysis in any research undertaking. In this section, an attempt has
been made to describe the methodology which includes the reasons for the choice of study area,
sample design, period of study, method adopted for the collection of data, method of analysis
and tools of analysis.

SAMPLE DESIGN

The stratified multistage random sampling technique has been adopted for the study taking
Thiruvallur district as the universe, blocks as the stratum villages as the primary unit and the
beneficiary farmers as the ultimate unit.

9. DATA ANALYSIS
CHARACTERISTICS OF THESAMPLE FARMERS

The socio-economic background of the sample farmers is the key factor that exerted the
influence on the farmers to use credit into a productive form. Though there are many socio-
economic factors, this study confines itself to age, education family size, operational holdings,
cropping pattern and experience in farming.

AGE-WISEDISTRIBUTION OF SAMPLE FARMERS

The most important factor is the age of the head of the family who is normally engaged in
agricultural operations. Table shows the age-wise distribution of the sample farmers.

AGE-WISEDISTRIBUTION OF SAMPLE RESPONDENTS

AGE (IN LARGE SMALL TOTAL
YEARS)
Less than 30 38 (10.33) 24 (10.35) | 62 (10.34)
30— 40 254 (69.02) | 156 (67.24) | 410 (68.33)
40 and above 76 (20.65) 52 (22.41) | 128 (21.33)
Total 368 (100) 232 (100) | 600 (100)
TABLENO 2
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From the Table 1 it has been revealed that nearly 70 per cent of the respondents are in the age
group of 30 to 40. The age group of 30 to 40 is relatively higher in the case of large farmers
group (69.02 per cent) while it is only 67.24 per cent in the small farmers group to their
respective total. The farmers below 30 years constitute only 10.34 per cent to the total. Those
above 40 years form 21.33 per cent only.

LITERACY LEVEL

Literacy levels of the farmers influence the rational use of credit. The distribution of sample
respondents based upon their literacy levels are shown in Table 2.

LITERACY LEVEL OF SAMPLE RESPONDENTS

LITERACY LEVEL LARGE SMALL TOTAL
Iliterate 64 (17.39) 36 (15.52) 100 (16.67)
School Level 184 (50.00) 138 (59.48) 322 (53.67)
College Level 106 (28.80) 32 (13.79) 138 (23.00)
Professional and Others 14 (3.81) 26 (11.21) 40 (6.66)
Total 368 (100.00) [ 232 (100.00) | 600 (100.00)

TABLENO 3

From the Table 2 it has been inferred that 53.67 per cent of the farmers in the study area have
only school education, followed by those with college level education and illiterates namely,
23.0 and 16.67 per cent to the total. The school level education percentage is higher among
small farmers group (59.48 per cent) than among large farmers group (50 per cent) in the case
of college level education, the large farmers have a higher percentage (28.80 per cent) than
those who are in the small farmers group.

FAMILY SIZE

The family size has been the most important factor in planning the capital requirements in
farming operations. The family size of the farmers includes the total family members in the
present set up whether they are in joint or nuclear family. Table 3 presents the family size of
large farmers group and small farmers group.

FAMILY SIZE OF SAMPLE RESPONDENTS

FAMILY LARGE SMALL TOTAL
SIZE
Less than 4 48 (13.04) 22 (9.48) 70 (11.67)
-6 80 (21.74) 62 (26.72) 142 (23.67)
6-8 142 (38.59) 72 (31.04) 214 (35.66)
8 and Above 98 (26.63) 76 (32.76) 174 (29.00)
Total 368 (100.00) | 232 (100.00) | 600 (100.00)
TABLENO 4

It has been observed from the Table 3 shows that nearly 88 per cent of the farmers have a
family size of more than 4 members while only 29 per cent of the farmers have a family size of
more than 8. The major dominant family size in the case of large farmers group is 6-8 which
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constitutes 38.59 per cent to the total while in the case of large farmers group, it is above 8
members which constitute 32.76 per cent to total. The use of family labour was more in the case
of beneficiaries’ group when compared to the large farmers group.

NUMBER OF FAMILY MEMBERS ENGAGED IN CULTIVATION

Family labour has been the most important factor that determines productivity. The reason is
that they work hard and sincerely irrespective of the time spent on farms. It minimises the cost
of production. The number of family members in sample farms engaged in cultivation is
presented in Table 4.

NUMBER OF FAMILY MEMBERS ENGAGED IN CULTIVAITON

NUMBER OF LARGE SMALL TOTAL
MEMBERS
Below 2 172 (46.74) 112 (48.28) 284 (47.33)
74 106 (28.80) 80 (34.49) 186 (31.00)
46 64 (17.39) 26 (11.21) 290 (15.00)
Above 6 26 (7.07) 14 (6.03) 40 (6.67)
Total 368 (100.00) | 232 (100.00) | 600 (100.00)
TABLENO 5

It has been revealed from the Table 4 that 47.33 per cent of the sample farms have utilised 1 to
2 members of their family in cultivation, of which 48.28 per cent worked in small farmers
group and 46.74 per cent in large farms respectively and 31.00 per cent have utilised 2-4
members in cultivation, of which 28.80 per cent worked in large farmers group and 34.48 per
cent in small farmers group. Large farmers group used more family labour than the small
farmers group.

SI1ZE OF OPERATIONAL HOLDINGS IN SAMPLE FARMS
The size of operational holdings is one of the major influencing factors on the decision

regarding crop, the selection of buyers for the different crops produced and also optimum
utilisation of resources. Table 5 shows the distribution of farms according to the size of

operational holdings.

SI1ZEOF OPERATIONAL, HOLDINGS IN THESAMPLE FARMERS
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SIZEOFHOLDING LARGE SMALL TOTAL
(IN ACRES)
Less than 1 94 (25.54) 64 (27.59) 158 (26.34)
1-2 86 (23.36) 52 (22.41) 138 (23.00)
2-5 72 (19.57) 38 (16.38) 110 (18.33)
5-8 78 (21.20) 48 (20.69) 126 (21.00)
8 and Above 38 (10.33) 30 (12.93) 68 (11.33)
Total 368 (100.00) | 232 (100.00) | 600 (100.00)
TABLENO 6
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It has been inferred from the Table 5 that 67.67 per cent of operational holdings are below 5
acres. The remaining 32.33 per cent belong to above 5 acres. Among the large farmers group,
the dominant operational holdings are less than one acre which is 25.54 per cent followed by 1
— 2 acres. Small farmers group also have less than one acre which is 27.59 per cent to the total.

THE ANALYTICAL FRAMEWORK

In order to analyse the trend and growth of the amounts of credit issued, recoveries made,
outstanding debts and over dues, the following semi-log trend equation was been fitted.

TREND AND GROWTH OF AGRICULTURAL CREDIT

The details regarding the amount of loans issued, recoveries made, outstanding dues and over
dues for a period of eleven years from 2004-05 to 2013-14 by the Commercial banks in
Thiruvallur district is shown in Table and Figure.

LOANS ISSUED, RECOVERIES, OUTSTANDINGS AND OVERDUES OF THE
COMMERCIAL BANKS DURING THE PERIOD 2005-06 TO 2013-14.

YEAR LOAN RECOVERIES ouT OVERDUES
ISSUED STANDINGS
2004-05 237.15 90.15 39.69 147.22
2005-06 243.16 92.22 30.15 150.11
2006-07 239.24 95.14 32.42 146.14
2007-08 268.15 99.24 30.42 168.15
2008-09 299.24 113.42 37.46 186.16
2009-10 350.11 163.42 43.62 188.62
2010-11 349.26 137.11 4421 212.64
2011-12 375.11 139.41 45.15 236.15
2012-13 398.14 153.14 47.24 245.14
2013-14 413.45 159.69 45.11 254.16
M ean 319.29 126.56 39.23 193.33
SD 65.12 28.92 6.30 39.40
C.V. % 20.40 22.85 16.06 20.38
TABLENO 7

Table 6 shows that the loans issued by the commercial bank during the period 2004-05 to 2013-
14 had steadily increased. The loans issued duringthe year 2004-05 was Rs.237.15 lakhs and it
had increased to Rs.413.45 lakhs during the year 2013-14. Similarly, the recoveries, outstanding
and Overdues had also recorded an increasing trend during the entire period of 10years. Table
6 reveals that the average amount issued, recovery, outstanding and over dues over the period
from 2004-05 to 2013-14 were found to be Rs.319.29 lakhs, Rs.126.56 lakhs, Rs.39.23 lakhs
and Rs.193.33 lakhs respectively. A high fluctuation was found in recovery whereas low
fluctuation was observed for outstanding over the period.
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TRENDS AND GROWTH OF LOANS ISSUED, RECOVERIES MADE,
OUTSTANDINGS AND OVERDUES OF THE COMMERC IAL BANKS DURING 2005-
06 TO 2013-14.

TREND CO- COMPOUND
EFFICIENT GROWTH RATE
VARIABLE A B R2 (%)
Loansissued | 5.37 | 0.0614*(12.66) | 0.94 | 6.33
Recoveries 4.42 |0.0632* (5.74) 0.76 | 6.53
Outstanding 3.43 [ 0.0376* (3.40) 051 [3.84
Overdues 4.88 [0.0603* (15.72) [0.96 [ 6.22

Figures in brackets represent t — values
* Statistically significant at 5 per cent level
TABLENO 8

It has been inferred from the Table 6 that the trend co-efficient of loans issued and recoveries
made were found to be statistically significant at the 5 per cent level. It implies that the loans
issued and recoveries made had increased at the rate of 0.0614 per cent and 0.0632 per cent per
annum.

The compound growth rate of loans issued and recoveries made was only 6.33 per cent and 6.53
percent.

As regards the, outstanding and Overdues, the trend co-efficient were also found to be
statistically significant. The compound growth rate was found to be high in recovery amounts
followed by the growth rate in loan issued. It could be inferred from this analysis that the
financial institution, namely, Indian Overseas Bank (IOB) in the study area, had issued
considerable amounts of loans to meet the growing financial needs of the farmers in the study
area. Further, the recovery performance was also found to be satisfactory inthe study area.

INVESTMENTS ON DRAUGHT CATTLE AND MILCH ANIMALS

Farm livestock included drought cattle; and, milch animals namely cows, buffaloes calves and
heifers. Table 7 shows the Investment on drought cattles and milch animals per farm during the
period under study.

INVESTMENT OF CREDIT ON DROUGHT CATTLE AND MILCH ANIMALS (PER
FARM) BY THEBENEFICIARIES
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SIZE | NUMBER | DROUGHT | MILCH TOTAL
GROUP OF CATTLE | ANIMALS
FARMERS COWS | BUFFALOES
Carge 232 730.09 4381) | 949.12 - 168911
(56.19) (100)
Small 368 676.11 32.63) | 139604 - 207215
(67.37) (100)
Overall 500 73599 38.23) | 118911 - 192510
(61.77) (100)
TABLENO 9
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From the Table 7 it has been revealed that investments on drought cattle and milch animals per
farm were made on the basis of the size of the farms. The total investments made on drought
and milch animals by small farmers were found to be Rs.2072.15 which were higher when
compared with the large farmers in the study area. Investments made on drought and milch
animals by the small farmers were found to be Rs.676.11 and Rs.1396.04 respectively. In the
case of large farmers, it worked out to Rs.739.99 and Rs.949.12 for the drought animals and the
milch animals respectively.

THE CAPITAL INVESTMENT SCALE

Since there was no standard scale that was readily available for measuring the capital
investment in agriculture, a scale, known as the 'capital investment scale' was constructed with
the help of ten identified components of capital investment and a score of ten was assigned to
each of the ten components. The following table is useful in this context.

COMPONENTS OF CAPITAL INVESTMENT SCALE AND THE SCORES ASSIGNED
TO EACHONEOF THECOMPONENTS

SL. NO. COMPONENT SCORE
1. Farm Land 10
2. Land Improvement 10
3. Digging and repair ot wells 10
4. Farm equipment, tools and machinery 10
5. Invesment in mechanical power 10
6. Farm buildings, cattle sheds andthe like 10
7. Farm livestock 10
8. Farm poultry 10
9. Development of other irrigational sources 10
10. Transport and storage facilities 10

Total 100
TABLENO 10

It has been observed from the Table 8 that the components of capital investment scale and the
scores assigned to each one of the ten components. The first component was identified as the
farmland and a score of ten was assigned to it. The increase in the value of agricultural land was
calculated, by assuming the previous year’s value as 100 and the geometric mean for the growth
for five years (2005-06 TO 2013-14) was calculated. The highest geometric mean was assigned
ten scores.

10. SUMMARY OF FINDINGS, CONCLUSIONS AND SUGGESTIONS

It was observed from the trend analysis made that the trend coefficients of the loans issued were
found to be satisfactorily significant at the 5 per cent level. It could be noted that the
commercial banks in the study area was performing well in issuing loans. The value of the
compound growth rate had shown the positive growth rate (6.33 per cent). Regarding the
recoveries made, outstanding and Overdues, there was no change in the trend over a period.
Thus it, could be concluded from the analysis carried out that the commercial banks in the study
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area had issued considerable amount of loans to meet the ever growing financial requirements
of farmers in the study area.

It was also observed that the percentage of area irrigated by the large farmers was higher
compared to that of the small farmers. Tanks were found to be the major source of irrigation
followed by pump sets and tube wells, in the study area. The analysis revealed that the cropping
intensity was found to be higher in the case of large farmers compared to the small farmers.
Thus it might be concluded that the higher cropping intensity for the large farmers had indicated
a positive impact of agricultural credit on the land use pattern.

11. CONCLUSIONS

Thus it could be concluded that the marginal farmers had performed well not only in the
prudent investment they had made on the financial and physical assets, but also in the better and
more efficient utilization of factors and inputs in the study area. Agricultural credit, particularly
commercial bank credit, promoted agricultural inputs to meet their various day-to-day
agricultural expenses. Besides it had also motivated them to adopt intensive methods of
cultivation. It could also be inferred that the recovery performance which was found to be better

in the study area, had in its turn induced the effective functioning of the Lead Bank in the study
area.

12. SUGGESTIONS

e Agriculture in India, viewed as a way of life, was not considered a productive
proposition by the socially, economically and technologically backward population. The
inter-sectoral mobility of personnel, resources and technology was very limited and it
had created a vicious circle of technological isolation in the agricultural sector.

e |t is suggested that there should be an increase in the levels of investment made by the
farm households engaged in the agricultural sector and more particularly by the small
farmers.

e |t is suggested that steps should be taken to enhance the rate of public sector investment
in the agricultural sector, which in its turn will motivate a higher level of private sector
investment.

e |t is suggested that farmers training camps and training programmes may be conducted
at the village level, periodically or at regular intervals of time.

e There is need for simplification of procedures for recovery of Overdues of the
commercial banks.

e There is need for collecting, compiling, tabulation of data relating to recovery of
Overdues made from time to time. ™

e Extension of repayment period in terms of successive crop failure due to natural
calamities also is required.

e Fixing appropriate due dates in relation to crop calendar ensuring timely disbursement
and recovery of loans is advisable.

e It is earnestly felt that the findings arrived at, and the valid suggestions made, in the
wake of intensive study of agricultural credit with reference to commercial banks in the
Thiruvallur district of Tamil Nadu carried out by the present writer will go a longway in
enhancing the socio-economic level of farmers not only in the study area but all also
over the entire country.
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