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REPORT OF THEHIGH-LEVEL COMMITTEE ON AGRICULTURAL
CREDIT THROUGH COMMERCIAL BANKS—SUMMARY OF
RECOMMENDATIONS

In recent years a percepton  has grown

et nesmens n agicuue have nat kept
pacewithdemanddespiteincreaseinthe
fow of cedt t© the agriculure. In this

baddop and aso n te oot  of proy
accordedtoagricultureandtogivean
impetus o the fow of credt,
BankofindiasetupaonemanHigh-Level
Committeeheadedby Shri.R.V.Guptaon
Agricultural Credit ThroughCommercial

Banks in December 1997 0 suggest measures
for impoing the cedt devay  sysEMS as
wellassimplificationofproceduresfor
agricultural credit. The Committee’s
mandatewastoidentifytheconstraints

faced by commercial banks in inceasing  the
fov o ced, ntoduong  newloen produds
methods of woking with a view to enabliing
ruralborrowerstoaccessadequateand

tmely credit  fom the commerca banks.

the Resene

TemsofReference

(& To sudy te wokig o te aedk devay
s&8em for  agiodue tough &d  ed
) ) wih § .y
bomowers of commerdal banks and bank
saf and adyse the constrainis n the
fov of such cedk D te fam sedor

(b To make suggestions  for  simpiification
andimprovementsin systems and
procedures  induding  reducion  in paper
wok for dehery  of fam aedk

(0 To make proposals  on other  initiatives
thatmaybetakenbycommercialbanks
o fedice cedt dehvery 0 the fam
SS10

in vew o te tesk assged ad te shot
ime a 5 deposd, e gopoach  formuksied
by the Committee was to obtain  stuctured
response from commercial banks and
extensionworkersandrepresentativesof
famas  assoddios n dieet pats o te

aourty.

The Commitiee submited IS  Repat on Api
21,1998.

Summary of Recommendations

1 The agreements and oher  convenants/
documents to be completed are complicated
and therefore simpification 5 recommended
ashasbeendonebysomebanks,suchas
the State BankofIndia. Allbanksmay
examine their systems and make
compiance t the Resenve Bank of Inda

2 The focus of cedt appraisa shoud
beonevaluationoftheincomestreamof
the borrower, and a comprehensive
assessmentofcreditneedstakinginto

aoout tack recod,  aechly, capely,
aswd asedrd  \idy d te poposa

* The summary has been prepared in the Division of Rural Economics in the Department of Economic Analysis

and Policy.
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3 Toemnsue quick dsposa, at keast D0
percentofloanapplicationsshouldbe
decidedatthebranchlevel.Banksmay,

therefore, review the posion  and suiably
modfy the powers of sancion delegated to
thebranchmanager.

4. Shot tam cedi  needs of the famer
shoud ndide d reguemens dedy  ad
indredly eeed D podudon, post haest
and household expenses. Repayment
capadlty shoud be assessed on te bass of
aggregate householdincome fromall
sourcesincludingcropproductionand
aday  adMes Treced fdy sad
be extended through a composte cash credit
im  Theimt maynidy be poided o
one year but over time extended for alonger
peiod and brougtt t credt aeast once a
year.Oncreditbalancesbankswouldpay
interest,and chargeinterestonthe
oustandings.Advancesundersuchlimits
maybe fedkoned  as advances o agicuture
wihn te ddnin o pioly — seoo

5 In iine wih the change in approach
towardsappraisalofloanproposalsfor
lendingrecommendedbythe Committee,
the forms accompanying the main
gppicaion, especaly, o nesmet  oed
shoud be smpliied and made more relevart
forfocussingontheincomestreamofthe
farmer. I is recommended that the Resene
Bankofindiamayappointanexpertgroup
D fraise the new foms.

6.Whilesomeminorinvestmentsofa
mediumterm nature canbetakeninto
account in the composte cash cedt  imit
recommended above, investmentsofa
mgor raue woud il need asspaae  ben
In reaion o the sysems fdoned for tem
lending, the emphasis should be on whether
N agven aea an achly can be supported
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flowsandotherdatabasedonprojected
tednicd  parameters.

7. Duing cash fich peiods, fames hae
apropensitytoinvestingold, land,
impements, ivestodk o incur  expendiure
ofaconsumptionnature.Asaresultthey
ae winedbde duing tmes o adverse pice
fluctuationsandnaturalcalamities. To
addess te issue famers shoud be ofered
alud saings podud wih  an gppropriaie
reum  which shoud be inbuit in the loan
productsoastoprovidethemacushion

dung  ken periods

8. The system of adopton of scales of
france for shot tm bans and unt oot o
inestment  cedit  has led to distortions at
the base level and intoduced  an eement  of

figicky N asssssmet o cedk  regUiemens
In view of the exetse developed by banks
n frenag  agicuud operaions, and n
ader © gwe them fexly 0 tke cae o
variations n te requements o borowners,
the g of the scde of fnancent oost
maybedecidedbytheconcemedbanks.

9 The system of dsbusng  agicuiural
lbans, paty in cash adpaty in knd hes
resticted borowers  choce and gven rise
D udesade padees nddng sUbmssn
o e b adreeps h oder D foskr
an envionment of tust,  banks may disburse
bers for agouud advies o acxh bess
onlyanddiscontinuethe practice of
obtaining  bilsheceipts of inputslassets
purchased.

10.InsistenceonNoDuesCertificate
(NDC)asaninvariablepreconditionfor
sanconing  aloan s unnecessary and tme
consuming. Where banks are conversart  with
the tak recod of the bomowers, — odiaining
aNDCshoud be ket t the dsoeion o te

edg  banker
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11 Wihou recowty a acoepabe leves
lendingcannotbesustained.Recoveryof
dues has issues which are legal,
adminstraive, aswd as n whch pubidy
isnecessary. Specificrecommendations
ndude requesing S Govemmens o set
apartdedicatedteamsforrecovery,
improvingtherecoveryclimatethrough
raly  ofened  field  publciy campaigns
proeding the message et banks ae wilng
D kend © Vebe boones, ad uess  funds
ae regded bsing  relionshis carat be
foged through the credit  mechanism.

Theaccountingsystemsinbanksneed
tofocusonsystemshbywhichrecoveryis
disaggregated by loan products, as wel as
byime sotat t B possbe for manegers ©
determinewhichproductsaremoreviable
and whether curment  recoveries  are better
thanpastdues. Thebranchmanagersalso
needtohaveastatementofdefaulting
borrowersmorepromptlythanispossible
uder the exsing  procedure.

12. Apartfromstepsforimproving
collection of dues, the Committee
recommendsthattangibleincentivesbe
providedtofarmerswhoare promptin
repayment.  Banks shouid design  appropriate
o rebate to borowers whorepay ther  dues
promptly. Besidesincentivesforprompt
repayment,fammerswhooptforasavings
modulelinkedtotheloanproduct maybe
gen afnr rae boh onthe lban aswd as
on the savings  product

13. Taking into account the procedural
dificuiies ad the hgh oost of samp duy
connectedwithregisteringamortgagein
favourofabank, State Governmentsmay
initiatestepstoabolishstampdutyon
mortgage of agricuiural bnd for odaning
loans from banks.
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14. Unike in uban areas, most land in
ua aess 5 neied  adtee ae mie
dees. Theoigrd bBd ecocs n te ©d
ofice ae smir 1 ashae depostoy and
ifafarmerhasapassbookwithan
authenticated recod o hs bd hddng the
bank should accept the sameas valid fite
for puposes of an equiable  morgage.

15 h Saes wee te Agiodud Otk
OperationsandMiscellaneousProvisions
(Banks) Acts have been passed, bank loans
shouldbesecuredthroughthemechanism
of the dedarations prescibed  thereunder.
Stateswhichhavenotpassedtheabove
legisiation may consider doing so. In the
oders that dedarations made by bormowers
on the Tawar Committee model for charging
theirlandstobanksmaybenotedinthe
revenuerecordssothatbankscanlend
against the same.

16. The value of secuity taken should
becommensuratewiththesizeoftheloan
andthetendencytoaskforadditional
collateral by way of guarantors  where the
land has already been mortgaged should be
discouraged.

7. h adr © ge qeaod bl
o te lendng banker, magn, secuiy and
collateralrequirementsshouldnotbe
prescribedbyRBloranyotheragencyand
sgod ket © te dsoxein o te kndg
banker.ForsmallloansuptoRs. 10,000,

honee, te edng gudness nmeyaoine

18. Therequirementtoinsureall
assetspurchasedthroughbankloansis
animpositioncausingfinancialhardship
toborrowers. Thedecisionastothekind
ofinsurancetobetakenshouldbeleft
tothe borrowerssubjecttost
requirements.

atutory
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19. In order to inform farmers
transparenty of the amount and periodcty
ofthevariousfeesandchargesleviedby
banks, they shoud be gven a statement of
te tdes add sasEy g te
fes, dages ec kbvied  The nstudions
regading compounding of interest  issued by
RBI may be refterated so as o ensure that
tese ae invaiby foloned

20. The intemal  supernvison  system  of
banksshouldprovideforvisitstoafew
inspectingofficershouldconveneopen
meeings o fames 0 assess ther  problems
and dificuiies. The CMDsof banks,  during
ther tours to varous States, should pay
upie Vs b ud bades asts wod
providetopmanagementwithanideaof
H bd oodos

21.Alarge portionofthe branch
managers tme 5 spent oncomping relums
d vaos  desapios o dieet a0EN0ES
Thee 5 anuget need © raionelse number
of reums and a detaled exerdse  should
immediatelybe undertakenbybanksto
reduceunnecessarypaperworkincluding
eliminationof adhoc retumswhichvery
oftenrequire dataalready provided
elsewhere. Inthiscontextthe MISfor
monitoing  agriculture and other advances
developedbythe BankofBarodamaybe
taken as an example.

22 Notwithstandingexceptionstothe
corary, the morale of the rural cadre in
commercial banksislow, commitment
uneven and the sense of misson weak This
hes o beaddessed f A lendng 65 © be

steppedup.

23. The Govemment of Inda stipuiation

for acompusory rmral postng maybe done
aveywh adpsig o saf © ud ores
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should be based on institutional needs
bedecidedbythemanagementofbanks.

24. Theperformanceappraisalsystem
invogueincommercialbanksforrural
branches should be revampedwitha
Substantialy reduced weghiage for  depostt
mobiisaion. The gppopiele indcators for
performance measurement should be
increaseinoutreach, measuredbythe
number of new dlients, volume of lending,
asxesed onte bess o noemed oease
in the flow of cedt and loan recovery as
indcaied by the voume of cash recoveries.

25. To bring about the desired
behavioural change in rural  lendng  and to
geghen  te sese of msson  of bark Saf
apackage ofincentivesencompassing
foreign  exposure, training N prestigious
instiuions wihn  te couty, weghege n
promotion, postingtocentreofchoice,
improvement in accommodation and
educationalfacilitiesand corporate
recognition of oustanding  pefformance is
recommended. These incentives are
indicative and banks mayevolve their own
schemes for improving the morale of rural
branchmanagers.

26. Tranng  instiutions of banks need
o desgn fesh  inevenions shing  ther
focus from the present actvity specific/
poect  based tainng  progammes o those

emphasisingborrowerappraisalincluding
edriges for axesdy te needs o the A
householdinaholisticway vsavs  the

income streamfrepayment  capacity.

27.'Onthejob’exposureshouldbe
madea mgar taning  vehide for new saff
duly supplemented by fomal  training. The
approachofGrameenBankinmakingthe
tanees  nemake the baks phissogpy o

wa kdng  ad poety deidon  maybe
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adopted with  appropriate modifications o
au te Inden  oonext

28.Thenon-farmsectorhasalarge
householdsgenerallypursueanumberof
activities, bothagriculturalandnon-
agricultural, for suppemening ther cash
capitalrequirementsandbanksshould
designspecificloanproductsforsuch
adMies by poidng bbas for shot peicd
upo tree months, iniialy wih weeldy or
fortnightly repayments. At the end of the
period repeat loans for higher amounts and
forlonger periods could be offered
depending on the repayment behaviour  with
nouk  hoenves by way of inlerest rebate
onpromptpayment.

20, Seff Hep Groups (SHGs) have proved
efiecive nemedianies or te ftanamissn
ofbankloans. Banksshouldgivewide
publicty o ther peference for fnandg
SHGs, sentisze  regional heads and branch
managers to the potental for good lending
twough tis roue, and povide taning
branch managers in assessing the potential
of SHGsand simpiliication of documents.

0. The Resenve Bark of Inda  may direct
bankstoadoptthemodelsetofdocuments
prescribedbytheWorkingGrouponNon-
GovemmentalOrganisationsandSHGsset
up by RBI in 1994 pertaining to agreements
foms, et

31.Upgradationofinfrastructural
s exdEy Ve male yads ud
mads and sebe  power supy Wl go along

wayinexpandingcreditiowtotherural
sector.  The responsbiity for  maintaining
pubic  sector infrastructure shoud, where

possbe,  beeitwsed © bd e
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X Thediicacy o aedt depends on the
exent and qualty of integration between
infrastructural fadiites, technological
ihnovalions, reseacth  ad edenson support
Linkages should be foged and strengthened
betweenextensionworkers, faculty of
agricultural coleges,  branch managers ad
Govemment departments  at the local  level
tough te vaos  ddid foa

33. There is aneed for branch managers
o have aboad knonedge of agicuiure ad
reaed  adiviles. At many paces,  famers
are cofused about the type of inpus t be
usedforcropsandcanbemisledbyinput
Jealersiother supplers. Banks shoud work
out asystem by which, information regarding
thepackageofrecommendedpracticesfor
te alvdn dags ek D e aess
5 dsseminaied onareguar  baess

3. There shoud be greater
ofpanchayatsinagriculturalextension
ndudng poson o tanng  fadies 0]
volunteers  and creation  of user groups of
famers for actng as nodes for technology
transfer. Wherever possble,  ual  branches
shoud Ik uwp ther adMies wih Fames
Clubs  initiated by NABARD.

involverment

35. Corporate officesofbanksmay
quddy udede amew o te fundonng
oftheirhitechbranches,especiallyto
dentfy  tose whch ae nat woking wel due
toinadequateexpertiseand/orlackof
demand. Thehi-techbranchesofbanks
should also be usedto disseminate
nmoman =hig © agiodud qpaaiors
andspecificallyforprovidingtechnical
information regarding  cultivation
vale aos.

3% Thereschedding o aloen insament
dung imes o naud cmiess  goedcdy
in regad 0 atem loan shoud be based on

of high
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the baks assessment and shoud not nhbit
the bank from extending short-term
podudion aedt o the famer

37.Incaseof production credit,
epecely for fames  adivaing hoh vale
cash cops, asavings component should be
bt o te ben podd © poide ashion
duing tmes of distress. The savingHoan
inkage shoud be encouraged by offeing a
fr @ onte ben

38.Timelinessandadequacyofcredit
are qiical D hoeesng te cedk fov D
agriculture. Smallloansinvolvehigher
transaction and administrative costs. Asa
e,  meneges Bd 0 bk for bBoger  bbas
where inerest  raes  are dereguiated, whie
banks sk © equeklse  the pice  difierentid
by aoss  substksation h efed, theeiore
regulatedratesofinterestoperateasa
bamer © te sadon o srd s Ashes
alreadybeendoneinthe case ofco-
operativesandRRBs,commercialbanks
dod befee D X te @es o et for
bans of d amounts.

39. ltwasobservedthattheloan
portfolios of banks linked to subsidy were
usudly substandard  with recoveries  below
30percentwhileinregardtoloans
sanctionedaccordingtothebusiness
judgementofbankersrecoverieswere
excelent In the impementaion  of subsdy
iked ocedit  schemes, emphass usuay was
on achievement of targets and the qualiy
o endng aswel asimpadt of such schemes
Wwaes very  poor.

Athoough revew of edsing ssems B
recommended as subsidy lnked lending has
proved unsuccessfuland needstobe
replacedbyanalternativemethod. The
Commitee believes that the rral poor are
viable andborrowers canbedirectly
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targetted by commercialbanksthrough
NGO/SHG intermediation coupledwith
extendedmicrocreditworkingcapital

fadiites o te non fam secor. There is
adequateexperienceinindia,aswellas

nemationaly tet such endng  can be dore
profitably on alage scae given certain
preconditionssuchascustomersensitive

loan products, appraisal of projects

oosset wih assessmet o boones, Ul
discretion in  selection, improved methods
of woking and beter folonup  after  loan
sadion.  Bankers shoud be abe 0 inoeese
the access of cedt t the poor consistent
withproductivitywithoutdependenceon

Stes e

40.Withtheprogressivedecreasein
reserverequirementsfromeé3percentto
39percentoverthelastiiveyears,the
lendable  resources of banks have increased
fom 37 per cent to 61 per cent The base in
relaion o which te taget of 18 per cent
for agricultural lendng s fixed has thus
doubled apat from the nomal increase in
suh bese h ade,  theeor, 0 adee te
18percenttargetbankshavehadtomore
thandoubletheirlendingtoagriculture
duing apeiod when agicuua producion
isef wesgong a 21 per cent per arum.
Futhemore, te adheence 0 te tagat  for
agriculturallendingiscalculatedwith
reference O oustandngs which decrease  as
aresuttofimprovedrecoveriesandwhen
wiite-offs teke pace. Drawing ocondusions
onte fow of cedi to agicuture oy on
thisbasisissomewhatmisleadingand
unesk. Tretager for agodud bdg
shoud insead be besed onte fow o oedt
trough prepaation  of Spedd Agicuiurd
Cedt Pas (SACPs), te dogedve  of which
shoud be o acceerae  the fow as wel as
tosubstantiallyimprovethequalityof
lending.  The RBlI mayindicate  annualy  the
epeced inaease in te fow o cedt ower
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the pvous year onte bess o whch SACPs

wouldbeprepared. Oncethesystemisin
place the 18 per cent taget woud cease O
havemuchrelevance.

41.Thereshouldbeasubstantial
modification of the Senice Area Approach
(SAY) so as b povide borones acdhoce o
banksaswellasbankersalargerareaof
operaion.  Spedicaly, borones  shoud  be
fee 0 appoach any branch of a commerdal
bark for cedk adit woud befor te bter
to determine  whether or not to do business
wih the bomower. Banks should be free 1o
responsity o a patoiar banch for the
cedit  requrements  for aspedic  vilage
should continuetobemadeinsucha
marer tat every Mage B Inked O abak
banch for iis cedt needs. Subect t the
limitation above, changes in senice area
where necessary should be decided
throughmutual consultationsamongst
banksatthelocallevelandRBlapproval
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dispensedwith.

42 Theagendafordiscussionsatthe
vaious fora ceasted under the LBASAAVIZ
BLBC, DCCand the SLBCshoud be radicaly
changed. There shouldbeashiftfrom
discussiononserviceareaplansand
alocation o ages D poidg afoun for
greater dialogue between banks and
govemment agences on matters  conceming
areadevelopment,implementationofnew
schemes,impactevaluationoftechnology
absorption, dentificaion of fesh  schemes
for cedt dgpensain o

43 About 20 per cent of lnds  culivated
a pesat ae byod EEk  Fosuh eas
ae bought wihn te puvew o the barkig
system, therewouldbeoverallgainsin
income for the tenant farmers and
agicuural productivty. Arevew of Land
TenancyActsmaybeundertakensoasto
permitrentingoflandwithouttheowner

g popaty g



