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INSTITUTIONAL ARRANGEMENTS FOR
AGRICULTURAL CREDIT

PART 1

INTRODUCTION

The provision of institutional credit for agriculturc
has assumed growing significance in recent years in the con-
text of the important place accorded to agricultural develop-
ment and increased agricultural production in the Five-Year
Plans. Though increase in agricultural production depends
in the main on the willingness and capacity of the producers
to change over from traditional methods to technologically
more advanced methods of cultivation and these in turn
depend on many factors, the availability of credit being only
one of them, what has been sought to be ensured is that ade-
quate credit provided timely on reasonable terms and through
an institutional channel becomes available for all efforts to
step up agricultural output.

2. For achieving this objective, the co-operative credit
system has been considered as the most suitable institutional
agency for providing agricultural credit in the conditions
of the Indian village. Accordingly, over the period of the
three Five-Year Plans generally and the last decade in par-
ticular, agreed policies have been evolved as to how co-opera-
tive development should be brought about and the role which
cach agency should play. Programmes have, therefore,
been drawn up, targets set and various aids provided from
different sources to this effort.

3. In spite of all these efforts to strengthen the co-opera-
tive credit system much headway has not yet been made in
some parts of the country and the progress in the supply o-
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agricultural credit through the co-operative agency for meet-
ing the current and developmental needs of the cultivators
has remained uneven. In certain areas co-operative credit
appears to have ceased to expand and even begun to show
signs of retrogression and in others, progress though conti-
nuing, is still slow.

4. It is against this background that it was considered
desirable to review the existing position and suggest suitable
measures for cnsuring that agriculture, like other sections
of the developing economy, is adequately serviced by institu-
tional credit. Accordingly, after a preliminary discussion
on 12 May 1964, the Governor of the Reserve Bank of
India constituted an Informal Group of thc following to
consider this problem.

Shri P. C. Bhattacharyya (Chairman)
Shri M. R. Bhide

Shri B. Venkatappiah

Shri V. L. Mehta

Prof. D. R. Gadgil

Prof. D. G. Karve

Shri R. G. Saraiya

Shri. P. D. Kashekar

5. We met five times thereafter, the last of the meetings
being held on 3 December 1964. We were assisted by the
Agricultural Credit Department of the Rescrve Bank in the
collection of the relevant material and the drafting of this
report.

6. We desire to placc on record our decp sense of sorrow
and loss over the sad demise of Shri Vaikunth L. Mehta who
was a member of our Group and had attended all our meetings
except the last. The distinguished services rendered by him
to the co-operative movement of this country over the years
in its different aspects, are well-known and will be long re-
membered. So far as this Group is concerned, he brought
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to bear on its work his long experience and intimate know-
ledge of the movement, his objective and balanced judgement,
and, above all, his deep sympathy for, and understanding of,
the cultivator and his problems. He made a significant con-
tribution towards the evolution of the thinking of the Group
and the formulation of its specific recommendations. We
shall always cherish happy memories of the dignity, humility,
earnestness and generosity which were characteristic of his
dealings with one and all.

7. We have set ourselves a limited task. We have not
attempted to go into all aspects of the credit needs of all
persons engaged in agriculture in its widest sense—which
would have called for a detailed and time-consuming survey—
but have merely tried to examinc, in a practical manner,
how well the various parts of the country are being served at
present by the co-operative agency in thc matter of meeting
the need for credit, largely from the point of view of produc-
tion, of those who may be called cultivators. Our analysis
of performance and explanation of relative success or failure
are largely based on the material available in the Agricultural
Credit Department and the preliminary results of the All-
India Rural Debt and Investment Survey, as seen from the
very rough estimates so far made. We note that the Reserve
Bank has arrangements for conducting surveys, from time to
time, in regard to the manner in which the co-operative
credit programme is being implemented as also statistical
enquiries at less frequent intervals into the changes occurring
in the rural debt and investment situation. We suggest that
the Bank might consider whether a comprehensive enquiry
should be taken up at the end of the Third Plan with a view
to having the entire position in regard to rural credit reviewed,
in the light of the efforts made during the Second and Third
Five-Year Plans. A significant gap in the currently available
information, as we point out :ater, relates to the impact of
the sociological background on the operation of institutional
credit in different parts of the country and should, in our
opinion, be sought to be filled by appropriate case studies
which may be conducted in various areas, in the context
of such an enquiry or even independently of it,



8. At the outset, we attempt, in Part II, to identify
the areas where the provision of agricultural credit by co-
operatives may be said to have failed to make much headway,
by analysing the achievement to date with reference to certain
indicators of performance, ¢.g. the proportion of co-operative
credit to total estimated borrowings of cultivators, the
cffectiveness of service as reflected in the proportion of the
borrowing membership of the co-operatives to the total
number of cultivator-households, and the quantum of service
as broadly measured by the scale of lending. We then go on
to refer, in Part III, to certain factors which, though lying
outside the sphere of credit as such, have a close bearing on
the demand for agricultural credit and the operation of what-
cver institutional arrangements may be devised to meet it.
Part IV seeks to present the record of different States in the
matter of implementing agreed policies in respect of co-
operative credit, with a view to examining how far relative
success or failure is found to have been associated with such
implementation or its absence. In Part V, we give our over-
all appraisal and then ask ourselves, and answer in the affir-
mative, the question whether in the light of this experience,
the three-tier federal co-operative credit structure should
continue to be accepted as the most suitable agency for in-
stitutional agricultural credit in the conditions of our country.
Recognising that the absence of effective linking with market-
ing has been a major handicap in the past, we also suggest
certain lines of action for remedying this position, in the context
of current official thinking on food policy. We then go on
to suggest a programme of action for activising co-operative
credit in areas where it is now stagnant and for improving
its performance where it can be said to be just not unsatis-
factory. Recognising that, in certain areas, the situation
demands all efforts being concentrated for the time being on
consolidation of co-operative credit rather than on expansion
in terms of its geographical coverage, we suggest that some
transitional and supplementary arrangements for institutional
agricultural credit be made in these areas which might hold
the field till co-operative credit is sufficiently revitalised to
take up added rcsponsibilities. We go on to discuss certain
possible alternative arrangements in Part VI and the role
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which the State Bank of India can play in rural credit, in this
limited context as also on a broader plane, in Part VII. We
then set out our proposal for agricultural credit corporations
at the State level, in Part VIII. Our recommendations are
summarised in the concluding part (Part IX). Appendix I
to the Report provides particulars of a pilot scheme for rural
credit which is under the consideration of the State Bank of
India. Appendix II gives a State-wise review of performance
of co-operative credit.



PART 1II
StaTisticAL. REVIEw OF PERFORMANCE

Contribution of co-operatives to agricultural credit

9. The All-India Rural Credit Survey had estimated that
in 1951-52 only 3.1 per cent of the total amount borrowed
by cultivators was supplied by co-operatives. The perform-
ance of co-operative credit since then has shown substantial
improvement, mainly as a result of the steps taken towards
implementation of the integrated scheme of rural credit re-
commended by the Survey Committee, and broadly accepted
by all concerned. Thus, while according to the All-India
Rural Debt and Investment Survey conducted in 1961-62,
the total borrowings of cultivator-households from all sources
during that year were estimated to be of the order of Rs. 1034
crores, the loans advanced by primary agricultural credit
societies and land mortgage banks aggregated to Rs. 244
crores or about 23.6 per cent of the former. If to this figure,
are also added Rs. 23 crores of loans advanced by primary
marketing and processing societies, the total co-operative
credit amounted to Rs. 267 crores, or 25.8 per cent of the
total borrowings of cultivator-households. Taccavi loans,
the other non-private source of agricultural credit, aggregated
Rs. 40 crores or 3.9 per cent of the total borrowings as com-
pared with 3.3 per cent in 1951-52. (The figure for taccavi
loans pertains to 1960-61, the latest year for which data are
available). As for commercial banks, while advances for
wholesale trade in agricultural commodities amounted to as
much as Rs. 155.75 crores as on 31 March 1963, those for
agricultural production as such—excluding advances to
plantations—stood at only Rs. 4.85 crores or 0.5 per cent of
total borrowings of cultivator-households as compared to
0.9 per cent in 1951-52. (Data in the case of commercial

6
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banks relate to outstandings as figures of advances are not
available). Thus, it will be seen that firstly, there has been
a remarkable progress in the performance of co-operative
credit and secondly, that the agricultural credit provided by
the co-poeratives is much more significant in quantum than
that provided by the other institutional agency, ziz., commercial
banks, or by Government in the form of taccavi. It was only
in Assam that taccavi exceeded co-operative credit.

10. A State-wise revicw, as indicated in the following
table, however, shows that the progress of co-operative credit
has been uneven as among the different parts of the country:

TABLE |
(Rs, in crores)
State Total Loans and Column 3
borrowings advances by as percent-
of cultivator primary agricul- age of
households tural credit column 2@
in 1981-62*%  societies and
land mortgage
banks during
1061-62
(n (2) 3) (4)
1. Maharashtra .. 83.16 43.61 54.85
2. Gujarat .. .. 70.93 20.04 40.94
3. Madras .. .. 101,98 31.53 30.02
4. Orissa . .. 13.06 3.61 27.64
5. Punjab .. 39.39 16,11 27.13
6. Madhya Pradesh .. 75.00 18.56 24.76
7. Uttar Pradesh .. 162,03 38.18 23.65
8, Andhra Pradesh .. 112,84 24,68 21.87
9. Mysore . 79.97 15.05 18,86
10. Jammu & Kashmir 7.49 1.33 17.76
11. Kerala . . 41.01 8.66 16.24
12, West Bcng'\l . 47.44 4,71 9.93
13. Assam .. .. 5.61 0.35 8.356
14, Rajasthan .. .. 106.80 5.62 5.22
16. Bibar . 01,22 2.62 4,12
16. Union Territories .. 7.22 0,83 11.49
All-India 1034.05 244 34 23.63

(Source : Provisional estimates, All-India Rural Debt & Investment Survey
1961-82 for column 2 and Statistical Statements relating to the Co-operative
Movement in India 1861-82, for column 3).

(Please see page 8 for footnote)
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The proportion of such credit to total cstimated borrowings
of cultivators in 1961-62 was the highest in Maharashtra at
55 per cent, and also fairly high in Gujarat and Madras at
41 per cent and 31 per cent respectively. At the other
end, the position was far from satisfactory in West Bengal,
Assam, Rajasthan and Bihar where the proportion did not
exceed even 10 per cent. Elsewhere, it ranged between
10 and 30 per cent.

Cultivator-households served by co-operative credit

11. From the point of view of assessment of perform-
ance, it is also relevant to consider the proportion of those
who obtained co-operative credit to the total cultivator-house-
holds in the different States. This is brought out in the fol-
lowing table :

* The borrowings given under Column 2 relate to only cash transactions
and do not include kind loans. ‘Hand Loans’ taken from neighbours and
other friends and also credit given by a trader in anticipation of sale of crop
are included.

@This estimate, based on data relating to advancesof co-operatives published
in the “Statistical Statements relating to the Co-operative Movement in India—
1861-82"", does not tally with the estimate of borrowings of cultivator-households
from the co-operative agency according to the All-India Rural Debt and Invest-
ment Survey 1961-62, as presented in the article ‘‘Outstanding loans, borrowings
and repayments of rural households’ in the Reserve Bank of India Bulletin of
Sept . lEj'for the following reasons: :

(i) The Survey data relate only to cultivators according to the definition
adopted therein, whereas, the data in the Statistical Statements relate to advances
to all borrowers from agricultural credit socicties and primary land mortage
banks, including non-cultivating land owners, agricultural labourers, etc.

(i) The Statistical Statements data would include advances to urban
residents the terms ‘urban’ and ‘rural’ being defined as in the 19861 Census
whereas no advances to urban residents would feature in the Survey data.

(iii) Borrowings of cultivators from co-operatives in kind or those shown
to have been obtained as a result of book adjustment of an earlier loan might
not have been fully reflected in the Survey data.

For the same reasons, the estimate of the proportion of cultivators borrowing
from co-operatives presented on page 7 of this Report will not tally with the
estimate given in the Reserve Bank of India Bulletin article.



TABLE 11

Proportion of borrowing members of co-operative socielies to total
estimated cultivator-house-holds in 196r—62 (per cent)

State Proportion

1. Maharashtra . 34.9
2. Gujarat 30.3
3. Madras 40.1
4., Orissa 6.5
5. Punjab .. 42.2
6. Madhya Pradesh 15.6
7. Uttar Pradesh 22.5
8. Andhra Pradesh 20.2
9. Mysore .. .. 25.5
10. Jammu & Kashmir 43.2
11. Kerala 21.6
12. West Bengal 8.4
13. Assam 2.4
14. Rajasthan 9.9
15. Bihar .. 4.9
18. Union Territories .. .. .. 3.7
All-India 19.7

It will be observed that, for the country as a whole, only one
cultivator in every five had borrowed from the co-operative
societies. The proportion was relatively higher in States
such as Jammu and Kashmir (43.29,), Punjab (42.29%,),
Madras (40.1%), Maharashtra (34.9%,) and Gujarat
(30.39%,) but negligible in Assam (2.49,), Bihar (4.99%),
Orissa (6.59,), West Bengal (8.49%,), Rajasthan (9.9%,),
and Union Territories (3.79%). To appreciate the signific-
ance of this data, however, one has to consider the potential
borrowers in the rural areas and the relationship which
obtains between the total membership of the co-operatives
and the number of those who borrow.
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Non-borrowing cultivators and non-borrowing
members of co-operatives

12. At the outset, it may be noted that for the country
as a whole, according to the Rural Debt and Investment
Survey, only about 52 per cent of the cultivating households
reported any borrowings in 1961-62, and even if those who
did not borrow during the year but still reported indebted-
ness are also taken into account, the proportion was 65.8
per cent. In other words, it was not likely, in the existing
conditions in the country from the agricultural and other
points of view, that more than about two-thirds, of the total
number of cultivating households would have sought credit
from the co-operative societies. This proportion applies to
the country as a whole. The survey has brought out the
fact that there are wide variations in this respect among the
States ranging from about 70 per cent in Madras and Punjab
at one end to about 30 per cent in Orissa and Assam, at the
other.

13. It may happen that some of the non-borrowing cul-
tivators are those, who, having resources of their own and
being in a position to meet their requirements for cultivation
expenses, etc., from such resources, did not nced to borrow.
There may also be a class of cultivators in States such as
Madhya Pradesh, Orissa, etc., who, although not having large
own resources, may still feel no need to borrow, owing to a
traditionally low level of inputs in agriculture in the area. A
third group of cultivators may be thosc who have need to
borrow but do not resort to borrowing because credit is not
available to them on reasonablc terms or because they are
unable to establish their creditworthiness. While this last
group represents cultivators whose needs could perhaps be
met by a co-operative, the first two groups arc composed of
those who may not feel the need to join a co-operative society,
or who, having joined a socicty, may still not need to borrow
from it.

14. 'This brings us to the fact that not all the members
of co-operative credit societies actually borrow from them ;
only about 50 per cent, on an average , do so, the proportion
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of borrowing members varying from 12.75 per cent in
Assam to 85.71 per cent in Jammu and Kashmir in
1961-62. A fairly high proportion of borrowing members is
observed in Maharashtra (679%,), Madhya Pradesh (679%,) and
Gujarat (659,). There can be a number of reasons why a
member does not avail of credit from his society during a
year. A quick survey of 20 primary agricultural credit
societies in 9 States, conducted recently by the Division of
Rural Economics of the Reserve Bank of India, suggests that
the following are among the factors responsible for such
non-borrowing membership :

() The members did not need loans.

(21) Though they continued to be members, they had
left the village.

(iit) They were not willing to take the loans on the terms
on which they were offered (insistence on lifting
a part of the loan in kind) or at the time they were
made available.

(tv) They had defaulted in repayment of loans taken
earlier.

(v) They could not get the loans (a) due to group
factions, or (b) due to their not being able to fulfil
certain prior conditions like production of revenue
records or preparation of the production plan or
(¢) due to their inability to satisfy prevailing tests
of creditworthiness.

Dormancy of societies

15. An important cause of the relatively low propor-
tion of borrowing membership to total membership in some
States is that some of the agricultural credit societies are dor-
mant. During 1961-62 such dormant societies accounted for
one-half of the total societies in West Bengal, Rajasthan, Orissa,
Manipur and Tripura and a little over two-fifths in Himachal
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Pradesh. In Jammu and Kashmir and Bihar, they formed
a little less than 30 per cent of the total. Nearly one-fifth
of the societies were dormant in Kerala and Mysore. The
position was most satisfactory in this regard in the States of
Maharashtra and Gujarat, where the proportion of dormant
societies was only 4.2 and 5.8 per cent respectively.

Membership compared to cultivator-households

16. The following table gives the proportion of co-opera-
tive membership to cultivator-households :—

TABLE II1

Statement showing the actual coverage of cultivator-households by membership
of co-operative socteties in 1961-62.

State Actual membership
as percentage of cul-
tivator-households

1. Mabharashtra .. .. .. .. 53
2. Madras .. .. .. . 86
3. Gujarat .. .. .. . 47
4. Andbra Pradesh .. .. .. 38
5. Punjab .. .. .. . .. 88
6. Uttar Pradesh . .. .. 39
7. Kerala . . .. .. 49
8. Mysore .. .. .. .. 55
9. Madhya Pradesh .. .. .. 23
10. Jammu & Kashmir .. . .. 50
11. Rajasthan .. .. .. .. 28
12. West Bengal .. .. .. . 19
13, Orissa .. .. .. .. .. 18
14, Bihar .. .. .. .. .. 18
15. Assam .. .. .. .. .. 19
16. Delhi .. . .. .. .. 66
17. Himachal Pradesh .. .. .. 35
18, Manipur .. .. .. .. 21
19. Tripura .. .. .. .. 29
All-India 39

It may be observed that the coverage of membership in
1961-62 was most satisfactory in the States of Punjab and
Madras where over 86 per cent of the cultivator-households
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was covered by co-operatives. (Regarding Madras, there is
reason to believe that in some cases, there are more than one
member from the same cultivator-household). The cor-
responding performance was 50 per cent or more in Mysore,
Maharashtra, Jammu and Kashmir and Delhi, between 40
and 50 per cent in Gujarat and Kerala, between 30 and 40
per cent in Andhra Pradesh, Uttar Pradesh and Himachal
Pradesh and between 20 and 30 per cent in Madhya Pradesh,
Rajasthan, Manipur and Tripura. The poorest performance
from this point of view was in the States of West Bengal,
Bihar, Orissa and Assam where only about 18 to 19 per cent
of the cultivator-households had been covered by co-opera-
tive membership.

Coverage of wvillages

17. The extent of coverage of villages by agricultural
credit societies is one of the basic factors determining the
progress towards coverage of potential membership. With
the exception of Orissa, good progress was made in all States
in the coverage of villages between 1957-58 and 1962-63.
In Madras, Uttar Pradesh, Gujarat, Kerala, Maharashtra,
Punjab and Mysore, the proportion of villages covered by
agricultural credit societies was 90 per cent or more, it being
100 per cent in the first three States. It is seen that the
coverage was only between 60 and 75 per cent in Assam,
Bihar, Rajasthan and West Bengal. In the case of Union
Territories, coverage was 100 per cent, in Delhi, Himachal
Pradesh and Pondicherry and between 20 and 45 per cent in
the rest.

Relative scales of finance

18. We now come to the average scale of lending by
the co-operatives as compared with that by all credit agencies
taken together. The table below compares the average
borrowing per cultivator-household reporting borrowing
from any agency (Survey data) with the average amount

borrowed per borrowing member of .a co-operative in
1961-62.
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TABLE 1V
State Borrowing per  Borrowing per
cultivator- borrowing
household member
reporting
borrowing
{rom any source
Rs. Rs.
1. Mabharashtra .. .. 435 347
2. Gujarat .. .. .. 611 446
3. Madras .. .. . 517 232
4. Orissa .. .. .. 266 233
5. Punjab .. .. .. 573 2356
6. Madhya Pradesh . 339 270
7. Uttar Pradesh .. .. 320 175
8. Andhra Pradesh .. 468 298
9. Mysore .. .. . 517 238
10. Jammu and Kashmir .. 206 63
11. Kerala .. .. .. 320 152
12, West Bengal .. .. 258 170
13. Assam .. .. .. 174 95
14. Rajasthan .. .. .. 523 206
15. Bihar .. .. .. 240 83
All-India 393 242

It will be seen that, for the country as a whole, the average
borrowing per borrowing member of a co-operative was
Rs. 242, as against the borrowing from all sources per borrow-
ing cultivator-household, which was Rs. 393. In other words,
the scale of co-operative credit was about 60 per cent of the
overall scale of borrowing. The position, however, differs
widely among the various States. The borrowing per bor-
rowing cultivator household which may be considered to
reflect the overall conditions in the States in regard to the
demand for, and availability of, credit is found to be relatively
high in Gujarat, Punjab, Rajasthan, Madras and Mysore
while the lowest levels are found in Assam, Bihar, West Bengal,
Orissa and Jammu and Kashmir.  Borrowing per borrow-
ing member of a co-operative which, on the other hand, re-
presents the result not only of the general conditions in the
State in regard to credit but also the extent of the ability
of the co-operative to meet the needs of the members whom
it chooses to finance, is found to be the highest in Gujarat
and Maharashtra. The lowest figures in this respect are
those of Jammu and Kashmir, Bihar and Assam. As for the
comparative performance of the co-operative credit agency
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in relation to that of all the credit agencies taken together,
the position is most satisfactory in Orissa, Maharashtra, and
Gujarat where the borrowing per borrowing member cxceeds
three-fourths of the bhorrowing per borrowing cultivator-
household. This proportion is the lowest in Jammu and
Kashmir at 2] per cent and slightly better between 40 and
50 per cent in the States of Madras, Punjab, Mysore, Kerala,
Rajasthan and Bihar.

Rate of progress

19. The foregoing discussion was generally related to
the position which has been reached by the co-operatives in
regard to the supply of agricultural credit in different parts
of the country, but it is also relevant to consider, in this con-
nection, the rate at which progress is being made. In view
of the reorganisation of States, the figures of loans advanced
by primary agricultural credit societies are not comparable
over the last six years and hence, as a very rough index of the
position, data are given below showing thc amount advanced
by central co-operative banks per capita of rural population
for the six years ending 1962-63 and the annual rate of increase.

TABLE V

Loans issued by Central Co-operative Banks per capita of rural population
and annual rate of increase

(Amount in rupees)

Annual

State A7-538  58-59  59-6u  6GO-61  61-62 62-03 rate of

increase

1. Maharashtra .. 5.88 8.67 14,63 18.04 17.54 18.24 2.47
2. Madras .. 4.25 6.27 17.70 10.07 13.54 106.48 2.45
3. Gujarat 6,18 6,66 13.27 14,03 14.27 16,19 2.00
4. Punjab 5,10 5,256 7.60 7.24 8,96 8.90 0.7
3. Andhra Pradesh 5344 6,42 7,20 8,38 9.20 8.8 0.69
6. Madhya Pradesh 3.67 4.64 5.58 7.14 6.85 7.76 0.84
7. Mysore .. 5.29 7.07 7.33 9.95 8.20 7.36 0.41
8. Uttar Pradesh . 1,75 2.34 4,10 4.67 5.62 6,7 0.99
9, Jammu and Kashmir 1.75 9.52 4.27 4.83 7.44 35,61 0.75
10. Kerala .. 0.86 1.64 1.00 2.31 2,89 4,24 0.68
11, Orissa 1,56 1,37 1.0 2,12 3,10 3.76 0.44
12, Rajasthan 1,63 1,08 3,70 4,13 3.5¢ 3,51 0.38
13. West Bengal .. 0,72 0,79 0.00 1,12 1,61 211 0.28
14. Bihar .. 0,28 0,27 0,37 0.50 063 0.89 0.12
15. Assam .. 1,001 1,87 1.05 0.68 0.32 0,31 Negative
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It is seen that Assam alone, amongst all the States, shows a
decreasing trend over the years in the per capita loans issued
by the central co-operative banks. The increase is very slow
in the States of Bihar, West Bengal, Rajasthan, Orissa and
Mysore ; it should, however, be noted that in Mysore the
average has been brought down considerably by the decline
which occurred in 1962-63. Advance has been most remark-
able in Maharashtra, Madras and Gujarat. The rate of
progress in the other States is generally modest.

Long-term credit

20. The following table gives data on the proportion
of individual members served by co-operative land mortgage
banks to cultivating households in the different States for
1961-62 :

TABLE VI
State Percentage of indi-
vidual members
served
1. Gujarat . 10.1
2, Andhra Pradesh 5.8
3. Madras .. 5.6
4. Maharashtra 5.1
5. Mysore 15,1
6. Kerala 0.9
7. Punjab "0.9
8. Madhya Pradesh Lo.6
9. Orissa . 0.6
10, Rajasthan 0.6
11. Assam . 0.3
12. West Bengal 0.2
13. Bihar 0.1
14. Uttar Pradesh 0.03

N.B.—The central land mortgage bank in Jammu and Kashmir was regis-
tered only in 1962-63

It will be seen that the largest coverage is in Gujarat where
10 per cent of the households have been served. Next in
importance are Andhra Pradesh, Madras, Maharashtra and
Mysore where 5 to 5.8 per cent are similarly covered. The
position is most unsatisfactory in the States of Assam, Bihar,
West Bengal, Orissa, Rajasthan and Uttar Pradesh, where
the proportion does not exceed 0.5 per cent,
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Qualitative assessment

21. One aspect of performance which would be signi-
cant from the point of view of aporaisal is the extent to which
co-operative credit has, in actual practice, develooed into the
type of purposeful oroduction credit which it was intended to
be. Thoueh this does not lend itself to statistical measure-
ment, one might make certain general observations on the basis
of the available information. At the outset, it is necessary
to recognise that, in the initial stages of develobpment, co-
operative credit is naturally more concerned with somehow
making a start, reaching some persons and providing some
funds, and that it is only after 2 minimum area and scale of
functioning have been reached and some impact has been
made that refinement with reference to the purpose and
scale of lending and such other matters of operational prin-
ciples and procedures can be attemoted. Progressive im-
provement within the limits of such transition has, no doubt,
been in evidence to some extent in certain areas. As indi-
cated later in the review of implementation of accepted poli-
cies, the agreed aim, so far as short-term credit is concerned,
has been to introduce what is known as the crop loan system
in all the States on the lines recommended by the Rural
Credit Survey Committee. Progress in this regard has been
broadly satisfactory in Maharashtra and Gujarat and, to
some extent, in Madhya Pradesh. Parts of Madras and
Mysore arc also moving in this direction. The restrictive
features which militate against progress towards a rational
lending system on these lines continue to operate in the States
of Assam, Bihar, Orissa, West Bengal and Rajasthan with
almost no signs of change. To the extent to which this
switch-over has taken place, it no doubt represents an im-
provement over the situation in which the size of a loan was
largely determined“on the basis of the recurity” which the
borrower could offer. It is a step forward that the size of
a loan should be related on the one hand, to repaying capa-
city as broadly derived from the expected value of the esti-
mated gross output and, on the other, to the required outlay
as broadly determined in terms of a scale of finance with re-
ference to the crop which is raised and the acreage under cul-
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tivation, A more fully purposeful system of co-operative
agricultural credit would have to go further and make possible
increased current investment by specifically relating the size
of the credit to the intended inputs and providing for a part
thereof to be made available only in the form of fertilisers,
seeds, pesticides etc. Another direction in which improvement
is required in current practice relates to the credit require-
ments of animal husbandry undertaken as part of agricul-
tural business of which little account is now taken either by
the short-term and medium-term structure or by the long-
term structure. Orientation of the credit system on thesc
lines to make it more purposive and comprehensive is, how-
ever, a complicated task which will require, on the one hand,
a degree of competence on the part of those who operate the
system, and, on the other, some preliminary experimenta-
tion in limited areas. Both these conditions can be fulfilled
only after credit institutions have functioned over a period of
time and the magnitude of credit operations assumes certain
reasonable dimensions. In fact, significant progress even in
the limited direction of the crop loan system has been witness-
cd mainly in areas where the volume of co-operative lending
has been appreciable, as in Maharashtra and Gujarat. It is
also relevant to note here, as a matter of some satisfaction, that
co-operative credit has not been found wanting from the
point of responding to the needs of a serious effort towards a
higher plane of cultivation involving larger inputs, arising as
in the case of the Package districts, from a Government pro-
gramme, or, as in the case of sugarcane tracts of Maharashtra,
on the initiative of the cultivating population itself.

22. Lxperience in respect of long-term credit has been
“similar, though here again, progress is neither universal nor
yet complete. The initial preoccupation was, no doubt, with
somehow substituting for private credit, especially in the
context of the depression of the thirties—co-operative long-
term credit helping to liquidate private prior debts. In-
creasingly, however, emphasis is coming to be placed on
lending for productive purposes. The stage is yet to be
reached, however, in which co-operative long-term credit is
specifically related to programmes of agricultural develop-
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ment in each area broken up into specific investment projects
to be undertaken by individual cultivators.

Querall assessment

23. On an overall assessment of performance in regard
to co-operative credit with reference to the various indicators
which have been considered, it is clear that the position in
Maharashtra, Gujarat and Madras is outstanding in more
than one respect. At the other end, the position in the
States of Assam, West Bengal, Bihar, Orissa and Rajasthan
stands out as very unsatisfactory on any reckoning. The rest
of the States may be considered as coming under one broad
intermediate category, though Punjab has shown slightly
better results and Jammu and Kashmir a somewhat less satis-
factory position than the average. It may, however, be
noted here that, while generally showing a record which is not
out of step with the other States in this category, co-operative
credit in Andhra Pradesh and Mysore has been showing signs
of stagnation in the recent past.



PART III
EXTRA-INSTITUTIONAL FAGTORS

24, In any assessment of the performance of co-opera-
tive credit in different parts of the country, it is relevant and
necessary to consider the extra-institutional factors constitut-
ing the environment within which institutional credit has to
operate. The cflcet of some of these factors such as the naturce
ol conditions of agricultural production, typc of population to
be served, the state of transport and communications and top-
ographical features can be to keep the potential for production
credit low or to otherwise detract {from the conditions ncces-
sary for the successful working of institutional arrangements.
Plane of Agricultural Production

25. To consider one aspect of the agricultural situation
first, we may examine the data given below on the value of

gross out-turn in agricultural output per cultivator in different
States.

TABLL VI
. Value of Agricultural Quiput per cultivator—State-wisc position
Gross value ol No. of cul-  Gross out- Average
agricultural tivating ut per size of
State output exclud-  house holds] cultivator holding
ing plantation* (in household  (in acres)
crops, fodder thousands; (i.e. Col. 23,
etc. (Rs. in
thousands;
1 2 3 4 )
1. Bibar . 41,97,631 3,966 8042 4.6
2. Rajasthan .. . 23,07,387 2,717 882.4 13.2
3. Jammu & Kashmir 4,717,326 486 982.2 1.1
4. Orissa co L. 2069,869 2,380 1037.7 6.4
5. Assam co . 16,0256 1,635 1042.0 4.1
6, Madhya Pradesht .. 50,30,40% 1,424 1137.1 10.3
7%Uttar Pradesh .. 1,11,84,847 4,665 1157.3 6.4
8. Andhra Pradesh .. 50,46,335 4,088 1234.4 7.3
9. Kerala .. .. 2534362 2,014 1258. 4 2.8
10, Mysorc .. ..  36,66,943 2475 1481.6 10.5
1. Gujarat .. .. 29,561,017 1,916 1540.7 12.7
12. West Beugul .. 51,21,622 3,298 1562.9 5.0
13. Madras .. .. 352,67,943 3,385 1556.3 6.1
14. Maharashtra . 6349160 3,765 1686. 4 12.4
15. Punjab .. .. 3892575 1,626 2394.0) 15.5

% Agricultwal luconic by States 196V-G1
1 Bstimates of the Al-Tndia Rural Debt and Investment Swrvey.
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It is observed that the gross value of output per cultivator is
relatively very low in Bihar, Rajasthan, Jammu and Kashmir,
Orissa and Assam. This would appear to suggest at least,
in part, that the poor performance in regard to credit noticed
in the preceding chapter in respect of these States is relatable
to the fact that the plane of cultivation in some of these areas
is so low and/or the average holding is so small that the inputs
involved and cash outlay are negligible, farming being more
or less at a subsistence level.

Area under non-food crops

26. Similarly, the proportion of area under cash crops
may also be taken as a rough indicator of demand for pro-
duction credit. It is true that, in certain areas, even cultiva-
tion of food crops might represent intensive farming involving
large cash outlays and is not of the subsistence category.
The following tablc presents data on the distribution of cul-
tivated area as between food crops and cash crops for different
States :

TABLLE VI
Proportion of Proportion of  Proportion ol
States area under area under area under
lood crops plantation non-food
to total crops crops other
area under than planta-
cultivation tion crops
o (2 (%) )

L. Bihar . .. 58.23 0,60 11.17
2, Jammu & Kashmir 33,82 2,65 13.63
3. West Bengal .. 83.38 1.47 18.15
4. Madhya Pradesh .. 83.37 0,39 16.24
5. Rajasthan .. . 75.566 10.18 14.26
6. Orissa .. .. 73.34 13.40 13.26
7. Uttar Pradesh 73.26 3.25 23.49
8. Assam .. .. 73.07 .17 19.76
9. Punjab .. .. 71.57 12.36 16.07
10. Andhra Pradesh .. 71.40 1.64 28.96
11. Madras .. 69.70 3.06 27.24
12. Mysore .. 66.49 3.26 30.25
13. Mabharashira 65.562 4.70 29.78
14. Gujarat .. 44 .67 8.82 40.51
15. Kerala .. 36.80 11.32 51.88

0
19
]

All-India 71. 5.08 23.10
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It may be seen from the above table that the States which
show a relatively larger proportion of cultivated area under
food crops are Bihar, Jammu and Kashmir, Rajasthan, West
Bengal, and Madhya Pradesh.

Scheduled tribes and casies

27. Another important factor of a non-institutional
nature which is associated with difficulties in the operation
of institutionl credit and relatively low demand for produc-
tion credit relates to the predominance of population belonging
to the scheduled castes and scheduled tribes. The follow-
ing table gives figures of the proportion of scheduled castes
and scheduled tribes to the total population in different
States.

TABLE IX
Distribution of Scheduled Castes and Scheduled Tribes

Percentage of Percentage of Percentage of
State scheduled scheduled scheduled

castes to total tribes to total castes and

population in population in  tribes to total

the State the State population
in the State
[m &) 3) )
1. Orissa .. . 15.%5 24,07 39.82
2. Madhya Pradesh 13.14 20.63 33.%%
3. Rajasthan 16.67 11.46 28,13
4. West Bengal 19,90 5.91 26.81
. Assam .. 6,17 17.42 23.69
6. Bibar .. 14,07 9.05 23.12
7. Uttar Pradesh 20.91 — 20.91
8. Punjab 20.38 0.07 20.45
9. Gujarat 6.63 13.35 19.98
10. Madras ., .. 18.03 0.75 18.78
11. Andhra Pradesh .. 13.82 3.68 17.60
12. Mysore .. 13.22 0.81 14.03
13. Mabharashtra .. 3.63 .06 11.69
14. Kerala .. .. 8.41 1,23 9.64
15. Jammu & Kashmir 7.64 — 7.54

All-India 14,71 6.81 21,62
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It may be seen that the States of the Eastern Region, Rajas-
than and Madhya Pradesh show a predominance of tribal
population or that of scheduled castes. The proportion of
the total of scheduled castes and tribes to the total population
is seen to be the highest in the country in Orissa (409%)
and fairly high in Madhya Pradesh (349,), Rajasthan
(289,), West Bengal (269%), Assam (249%) and Bihar
(23%). It is possible that this phenomenon accounts,
in some measure, for the poor growth of institutional
credit in the States concerned, in view of the difficulties faced
in organising co-operatives on the conventional lines for meet-
ing the requirements of scheduled tribes and the specially
disadvantageous position of the scheduled castes who are
in many areas landless tenants or share-croppers or sub-
marginal cultivators who experience difficulties in obtaining
credit from the co-operative institutions in the absence of the
expected liberalisation of loan policies.

Other special factors

28. Other similar factors of a non-institutional nature
which have a bearing on credit would include those relating
to the size of holdings, tenure systems, quality of land, rainfall
conditions, the extent of irrigation facilities, the incidence
of draught, floods and other natural calamities and hazards,
the degree of urbanisation and monetisation, the state of com-
munications and so on.

29. Some of the factors enumerated above are known
to be unfavourable in certain pockets of the more advanced
States also. As examples may be mentioned the Konkan
area and the Chanda and Bhandara districts of Maharash-
tra, Surat, Sabarkantha, Banaskantha and Dangs districts
of Gujarat, Telangana and Rayalaseema areas of Andhra
Pradesh, the Eastern districts of Uttar Pradesh and the Vin-
dhya Pradesh and Eastern and South-Eastern districts of
Madhya Pradesh. All these regions are characterised by onc
or more features of the same kind as are found in the back-
ward States and also show a relatively less satisfactory per-
formance in respect of co-operative credit.
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Assam—Special features

30. In this State more than in any other State, no expla-
nation for the failure of co-operative credit can ignore the
various factors which, while lying outside the sphere of co-
operative organisation, still have an intimate bearing on
agricultural credit. More than half of the State is a hilly
region and a large portion is under forests. Ninety-one per
cent of the population is rural. With the low level of indus-
trialisation and urbanisation, progress in terms of cash trans-
actions and credit operations has been meagre. The sche-
duled castes and tribes account for 24 per cent of the State’s popu-
lation. From the point of view of stable conditions for credit,
the fact that natural calamities are of frequent occurrence is
a disturbing factor. The Brahmaputra which traverses the
plains of Assam causes widespread floods almost annually,
the total annual damage to crops exceeding Rs. 2 crores in
five of the six yecars between 1950 and 1956 and Rs. 19 crores
in 1954. The means of transport and communications are
also poorly developed. The State has also, on occasion, been
affected, in parts, by earthquakes. Finally, the State being
on the border of Pakistan, Burma and Tibet, political tension
has frequently interrupted normal life in parts of the State
and placed a great strain on its administrative machinery.
While some of these handicaps can, to some extent, be
alleviated by proper planning and extension efforts, the others
may not be alterable in the foreseeable future and will have to
be reckoned with in finding an enduring solution to the pro-
blem of agricultural credit for this State.

Some steps to overcome non-institutional handicaps

31. To the extent that failure of co-operative credit in
the backward group of States is attributable largely or in
part to factors of the kind described above, detailed recom-
mendations for future action can be made only on the basis
of more information and fuller study of these non-credit as-
pects of the situation in certain States and some parts of other
States. However, some broad lines of action may be indi-
cated here. For example, intensive agricultural extension
activity coupled with measures which would provide the cul-
tivator with an incentive to take to the improved practices
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suggested by the extension agency and increase his production
should help to change the picture in such areas. Long-
term plans of Government for extension of irrigation facili-
ties, land reclamation, soil conservation, flood control and
diversification of the crop pattern will also be relevant for
changing the position. In the context of such schemes, there
may be scope for the Agricultural Refinance Corporation to
step in and assist in the financing of any long-term invest-
ment which the cultivators may themselves have to under-
take as part of an overall programme of agricultural develop-
ment in such areas. As regards monetization and conditions
of transport and communications, special programmes and
efforts by State authorities are necessary to improve the exist-
ing position, though some development in these directions will
inevitably follow the change in the conditions of agriculture
itself i.e. towards an increasing degree of commercialization
and diversification. As far as sections of the population such
as scheduled tribes are concerned, their needs call for a special
approach in respect of the co-operative form of organization,
as part of the wider programme for their betterment. The area
of operations of a primary co-operative society for them may
have to be larger than in the other cases, with the headquarters
at the Mandi where their produce is usually sold and their
consumption requirements are obtained ; credit and marketing
functions may have to be combined in the same unit; provi-
sion may have to be made for consumption credit ; and the
scale on which supervisory staff is provided may have to be
larger than is usual for agricultural credit societies, and so
on. Certain decisions which have been taken by the Govern-
ment of India following the recommendations of the Special
Working Group on Co-operatives for Scheduled Tribes and
Backward Classes call for early and energetic implementation,
in this difficult area of institutional organisation.

Importance of price policies and marketing for credit programme

32. One more factor lying outside the sphere of institu-
tional credit but having a close bearing on its progress relates
to the policies of Government in respect of agricultural prices
and marketing. This is precisely the area in which an effec-
tive break-through has to be made if the credit programme is



26

to show a substantial expansion and it is to be ensured that it
does not result in an impairment of the soundness of the struc-
ture in the process, as is happening to-day, both in the rela-
tively developed States and those in the stage of backwardness.
In fact, every review of the existing position and policy in
respect of credit for agriculture in our country has emphasised
the relevance of appropriate and supporting policies in respect
of agricultural marketing, and experience has shown that this
has remained the weakest aspect of the situation till to-day,
whether considered with reference to the linking of credit with
marketing so as to ensure prompt recovery or from the point
of view of the response of the cultivator to the widespread agri-
cultural extension efforts. The volume of credit and its
importance can increase only with an increase in the value of
the marketable surplus. With the price prospects uncertain,
the cultivator may hesitate to take a chance with improved
farming practices, which involve additional cash outlay apart
from constituting a departure from the traditional methods
of cultivation with which he is familiar. It is only if he has
something definite and encouraging to look forward to, that he
is likely to be spurred to adopt new methods to step up his
production, using larger inputs as advocated by extension
agencies, so as to reap the assured gains implicit in such
guaranteed support. The performance of co-operative credit
in recent years has confirmed the strategic significance of the
marketing aspect, especially in the context of overdues which
have resulted from the absence of such a link and have led to
stagnation, if not retrogression in credit in some areas. The
insistence on repayment by sale of produce through a specified
channel can be effectively enforced only if there is the assur-
ance that the cultivators, who heed to this advice, do not
run the risk of incurring losses because of the incapacity of
the agency to secure the best possible return to them. If therc
is an assured price, which is also a remunerative price from
the point of view of the grower, the credit agency can feel
itself justified in insisting on complete linkage with marketing.
In such circumstances, the co-operative marketing structure
does not need to take much risk of speculation and can con-
centrate its energies on the task of providing services (includ-
ing processing) on terms most favourable to the cultivators.
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33. Price stabilization is important and necessary for
advanced States undertaking liberal lending policies based
on the crop outlay and looking to the anticipated crop, mainly
from the point of view of recoveries which are presenting a
problem even in a State like Maharashtra. It should be of
cven greater significance for those areas where co-operative
credit has now come to a standstill for one reason or another,
as only a bold measure like this can give an effective push to
institutional credit from out of its present state of stagnation,
by increasing the potential demand for production credit and
also keeping down the overdues which constitute a major
problem in most parts of the country. The absence of a posi-
tive programme of stabilisation of agricultural prices and con-
venient arrangements for assured off-take of produce con-
stitute elements of a general background which, like the
natural factors mentioned earlier, operate as handicaps in the
development of institutional credit,

34. Finally, account should be taken of sociological
factors which have a close bearing upon the operation of any
institutional  credit structure. The impact of this hack-
ground is cven more important where the structure is co-
operative. As is well-known, the successful working of co-
opcrative institutiors assumes cer.ain norms of conduct on
thc part of members and the clected management. The
reasons for the failure of these expectations to materialise can,
in part, be traced to the sociological climate in which the
institutions function. The Rural Credit Survey Committec
had also drawn attention to the importance of these factors in
their report. Sufficient information on these aspects of the
situation is not, however, available to indicate how far the
relatively poor performance of institutional credit in parts
of the country could be accounted for with reference to such
factors. We would only emphasize here the need for having
case studies conducted in different parts of the country in
regard to the influence of sociological factors on the operation
of agricultural credit institutions and taking them into account
in making any appraisal of past performance or major for-
mulation of future policies.



PART 1V
RECORD OF IMPLEMENTATION OF AGREED PoLiciEs

Framework of accepted policies

35. Following from the earlier analysis of performance
with reference to the various indicators, it becomes necessary
to examine why achievement has fallen short of expectations
in somc of the States. A major aspect of this enquiry would
be to test actual cxperience with reference to the agreed poli-
cies in regard to co-operative credit which had been cvolved
on the basis of the recommendations of the Rural Credit
Survey Committee and the V. I.. Mehta Committee on Co-
operative Credit and accepted by all concerned. This should
help to ascertain whether the lack of success can be explained
with reference to non-implementation of these policies and also
whether there were any factors in the credit situation which
such policies had not adequately forcseen or provided for.

36. Broadly, the framework of accepted policies pertains
to the structure of the imstitutions, their operations in the
lending and resource-raising aspects and the infrastructure of
functions such as audit, supervision and marketing. As far
as the structure is concerned, the general aim is one of finan-
cial, administrative and technical strengthening and reorgani-
sation, on the basis of State partnership. At the state co-
operative bank level, the emphasis is on their developing into
truly federal and strong institutions belonging to the central
co-operative banks and giving them financial support as well
as policy guidance. Associated with this aim are the need
to limit the number of individual members, State participa-
tion in share capital, linking of sharcholding to borrowings
and avoidance of competition with central banks in regard
to deposits and lendings. At the central co-operative banks

28
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level, the basic need is for rationalisation with a view to having
generally one bank per district as an economic unit, and pro-
motion of real co-operative leadership in the place of bureau-
cratic management. At the primary level, the aim is to pro-
mote viable units which may, within a reasonable time, render
the morc important services expected of them both ade-
quately and to as large a number of producers as possible,
without depending upon Government assistance except for
a limited period and, for this purpose, to carry out a program-
me of rectification, consolidation and revitalisation of exist-
ing dormant and weak societies. Finally, a central land
mortgage bank is rcquired in each State with primary land
mortgage banks at the base for providing long-term credit
in support of programmes for agricultural development.

37.  The Operational policies recommended cover a wide
range and were intended to ensure the expanding supply of
production credit, supervision of its purposeful use and its
recovery on duc dates. Of key significance in this setting is
the crop loan system of production-oriented credit. Its main
principles are that the loan will be based on crop-cum-acreage,
with reference to a scale of outlay and its effect on income
and repaying capacity, that credit will be disbursed in kind
and in instalments, and that it will be recovered soon after
the harvest, in co-operation with the marketing society.
Implicit in this is a relaxation of restrictive features such
as insistencc on mortgage security for all loans, absolutc
financial limits on individual borrowings, the maximum bor-
rowing limits of institutions, refusal of credit to tenants, etc.
'To improve the position in regard to coverage, security, and
recovery of loans, legislative provision was recommended for
an appeal against the refusal of membership, creation of a
charge on land in favour of the society and expeditious action
through coercive processes for recovery, respectively. With a
view to encouraging the financing of weaker sections, special
outright grants by Government to credit institutions for
creation of special bad debt reserves were proposed. Simi-
larly, to ensure that the flow of credit is not interrupted or
brought to a standstill on account of natural calamity, special
[unds—stabilization funds in co-operative banks and the
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Reserve Bank and the Relief and Guarantee funds with the
State and Central Governments—were suggested. Other
operational policies related, (i) to the need to avoid the
misuse of resources, ¢.g., by elimination of unrestricted financ-
ing of individuals, priority to demand for agricultural credit,
avoidance of trading, etc., and, (iZ) to the strengthening of
internal resources, e.g., by relating share-holding to borrowings
and by taking measures to increase deposits, such as branch
expansion, removal of restrictions on deposit of quasi-Govern-
ment funds with co-operative banks, provision of banking
facilities, etc.

38. As for the infrastructure of administration and
leadership and co-operative activity other than credit which
has to be built up for the successful working of co-operative
credit, emphasis was laid on the need for more and better
personnel and facilities for training them, improving the
arrangements for supervision, audit and administration,
development of co-operative marketing and processing,
storage and warehousing, appropriate policies regarding
taccavi, etc.

39. Unlike the other features of agreed policy, the type
of organisation required at the primary level has been a
matter of some uncertainty. While the Rural Credit Survey
Committee had emphasized the need for gradually having
relatively larger units at the base which could work as efhi-
cient institutions, there was some shift in policy following the
National Development Council’s resolution of 1958 which
emphasized the need for the co-operatives to be organised
on the basis of the village community. The V. L. Mehta
Committee on Co-operative Credit, which was set up to re-
view the policies in the light of the new situation, stressed the
importance of viability at the primary level, subject to certain
limits of geographical and population coverage. However, it
was only at the last State Ministers’ Conference on Co-opera-
tion held in Hyderabad in June 1964, that specific criteria of
viability were suggested, and a concrete action programme for
eventually having only viable units at the primary level was
authoritatively spelt out. This apart, the broad outline of
accepted policies has been clear, and it has been the endea-
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vour of the Reserve Bank and the Ministry of Co-operation
to initiate, watch and pursue their implementation.

Structure

(1) Apex Co-operative Banks

40. By and large, the apex banks, in their structural
composition as well as their day-to-day operations, may be
said to conform to the agreed principles, except perhaps for
those of Assam, Bihar and Uttar Pradesh. The Assam Apex
Co-operative Bank continues to operate through its branches,
doing lending and deposit business with individuals in the
area of operation of the central banks with a detrimental
cffect on the latter. Tea gardens, individuals and non-
agricultural credit societies account for so large a part of
its total lending that agricultural credit has suffered relative
neglect. It has large individual membership and only two
representatives of central co-operative banks on its board of
directors. In Bihar too, the apex co-operative bank is
somewhat handicapped in offering leadership to thc movement.
The general dearth of non-official leadership, the apathy of
the State Government in helping it to emerge and the high
degree of official domination which can stifle initiative are
all evident in the working of the apex and central banks.
In the apex bank, for example, the Managing Director who also
functions as financial adviser to Government is appointed and
paid for by the Government. At the central bank level, the
Collectors and Sub-divisional Officers are usually the chairmen
and the departmental officers are the managers, though the
Government is now reported to be in favour of having non-
official chairmen and of placing the official managers under
the control of the board of management of the banks. The
Uttar Pradesh State Co-operative Bank has a large membership
of primary societies and undertakes the direct financing of
such societies through its branches, four of which operate
as central financing agencies even at centres where there are
central co-operative banks. On its board of management,
again, the representation of the central co-operative banks is
relatively inadequate and the Registrar of Co-operative Socie-
ties is its ex-officio Chairman. However, it has been customary
recently, for the non-official Vice-Chairman to preside over
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the mectings of its board of directors and there is likely to be
an elected Chairman after the new Co-operative Societies Bill
is passed. Another departure from the accepted pattern relates
to the bank’s financing of individuals under various housing
schemes, for which its own resources to the extent of Rs. 44
lakhs were used in addition to the funds provided by Govern-
ment.

(17) Central Co-operative Banks

41. At the central co-operative bank level, the basic need,
as indicated carlier, was for rationalisation so that, generally
speaking, there was only one bank per district and for promo-
tion of real co-operative leadership at the district level. Con-
siderable headway has been made in these respects in most
States, but the position in certain States continues to be
somewhat unsatisfactory. In Assam, two banks have yet to be
merged with two other banks. In Bihar, the number of
central banks which was 47 has been brought down to 35, but
it is still further to be reduced to 28 as envisaged under the
agreed programme of amalgamation. Further, some of the
amalgamated units are, in fact, said to be functioning as sepa-
rate wings of the new bank without effective control from the
head office. In West Bengal, there are 25 central banks serv-
ing 15 districts which are to be reduced to 19 banks under the
agreed programme. In Uttar Pradesh, though the number of
central banks has come down from 65 in 1951-52 to 57 in
1961-62 serving 50 districts, four districts are still served by
the apex bank direct, and six of the central banks still remain
to be merged with other banks under the accepted programme
of amalgamation. Besides, several of the banks have official
Chairmen at present but, here again, the position is expected
to change after the new co-operative legislation is passed.
In Madhya Pradesh also, the position at the central'banklevel
is rather weak. The seven banks of the erstwhile Vindhya
Pradesh region are relatively new. The programme of ratio-
nalisation is yet to be completed in the State with the present
number of 54 banks to be brought down to 51, but even then
there will be seven districts with more than one bank each.
Punjab is yet another State in which rationalisation is not yet
complete. Though the number of central banks has been
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brought down to 31, following earlier efforts, this number is
to be further reduced to 27 under the agreed scheme. Several
banks have also a fairly large proportion of individual mem-
bership. The central co-operative banks of Gujarat, though
generally satisfactory in performance, present certain features
which call for rectification. Thus, 21 central banks now
serve 16 districts with 3 districts having more than one bank
cach; the question of amalgamation of the latter is to be further
examined by Government. Financing of individuals is also
significant in the central financing agencies of Panchmabhals,
Surat and Limbdi.

42. A major structural requirement for the satisfactory
working of the central co-operative banks is that they should
have their own staff to supervise the working of the primary
societies affiliated to them. This condition is not fulfilled
in the States of Punjab, Uttar Pradesh and Jammu and
Kashmir where such staff is virtually under the control of the
State Government, though in Uttar Pradesh they are nominally
in the employ of the Uttar Pradesh State Co-operative Union.
In all these States, the transfer of such control to co-operative
banks is said to be under consideration. In Rajasthan, the
responsibility for supervision had been entrusted to the Pan-
chayat Samitis after the institution of democratic decen-
tralization and this led to a weakening of control over the
supervisory staff, relative neglect of the work of supervision
and increase in overdues. A decision has, therefore, been
taken recently to transfer the supervisory staff gradually
to the central banks. In most other States, supervision is
vested in the central banks, though in States like Gujarat
and Mabharashtra, supervisory staff employed by Government
functions alongside that of the co-operative banks.

43. By and large, therefore, the main lines of future
action in the matter of structural reform at the central bank
level pertain to the speedy completion of the agreed pro-
grammes of rationalisation as also the further steps necessary
for ensuring that normally there is only one unit per district,
the elimination of individual financing and thc transfer of

the responsibility for supervision to the central banks wherever
this does not obtain at present.-
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(151)  Primary societies

44, As indicated earlier, the position at the primary
level is none too satisfactory, as progress has been handi-
capped by a lack of definite policy and a clear action pro-
gramme to achieve the objects of such policy. One of the
factors relevant from the point of view of potential viability
is the population in the area covered by the primary agricul-
tural credit society on an average. This average is so low
in several States that there is little prospect of these societies
achieving viability even if there is some increase in the scale
of financing, unless these societies are considerably reorganised.
Even in other States many socicties would need organised
efforts to make progress towards viability. Thus, for example,
the average population per society is only 780 in Tripura,
about 852 in Punjab, 900 in Delhi, 911 in Assam, 1013 in
West Bengal and 1086 in Bihar. It is to be hoped that, with
the recent acceptance of the criteria of viability and of the
urgent need to attain it, prompt action will be taken in all
States in this direction. Viability apart, certain weaknesses
arising from overlapping of operations and dual financing
are noticed in certain States; thus, the cane unions in Uttar
Pradesh and Bihar and rural banks in Madras operate along-
side the primary agricultural credit societies in the respective
States, having a common function and overlapping areas of
operation. In Kerala, the position at the primary level is
confused, with overlapping jurisdiction and dual financing
because of the practice of allowing the same individual to be
a member of two societies. In Orissa, various types of primary
units are found to operate in the same area. Another feature
which may be referred to, in this connection, relates to the
increasing proportion of dormant societies which amounts to a
reduction in the number of effective units at the primary level.
Such societies constituted around one-half of the total in West
Bengal, Rajasthan, Orissa, Manipur and Tripura, 40 per cent
in Himachal Pradesh, 38 per cent in Assam, 29 per cent in
Bihar and in Jammu and Kashmir and about 20 per cent in
Mysore and Kerala, at the end of 1961-62. The action re-
quired at the primary level may be set out as that of promoting
viable units and, for this purpose, to carry out a programme
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of reorganisation, rectification and revitalisation of existing,
dormant and weak societies.

Resources

45. Another important aspect of the agreed policies
relates to steps for augmenting the internal resources of the co-
operative credit structure. In this respect, the achievement
in several States, including some in which co-operative credit
is fairly well developed, has been relatively unsatisfactory.
From the point of view of agricultural credit, the deposits at the
central bank level have the greatest significance as those at the
primary level are in any case negligible except in the Punjab,
and, deposits at the apex bank level mainly go to meet the
credit needs of those co-operative activities, for ‘which no
refinancing facilities are available. As the level of own re-
sources (i.e. sum of owned funds and deposits) commanded by
the structure has a crucial bearing on the overall quantum
of lending which it might undertake, a state-wise comparison
of the quantum of such resources at the central co-operative
bank level in relation to the membership of the affiliated
primary agricultural credit societies, has been attempted in
the following table:

TABLE X
Own resources of central
State banks per member of agri-
cultural credit societies as
on 30th June 1962

(In Rupees)

Gujarat .. .. .. 343
Maharashtra .. .. 236
Madhya Pradesh .. . 138
Mysore .. .. .. 117
Punjab .. .. . 98
Andhra Pradesh .. .. 82
Rajasthan .. .. .. 62
West Bengal .. .. .. 62
Madras .. .. . 67
Uttar Pradesh .. .. 55
Kerala .. .. .. 417
Orissa .. .. .. 45
Bihar .. .. .. 26
Jammu & Kashmir .. 22

Assam .. L 17



36

From the above table, performance in the matter of raising
resources in relation to their responsibilities as measured
by membership covered is seen to have been impressive only in
the States of Gujarat and Maharashtra. Even in co-operatively
advanced States like Madras and Punjab, progress in the mobi-
lisation of resources does not seem to have matched that in
expanding membership. These facts broadly serve to em-
phasize the need for more active efforts towards building up
resources than seem to have been made in the past.

46. Though the linking of share holding to borrowing
has been accepted in principle and implemented generally,
there are still several instances in which such linking has not
been enforced and, therefore, the non-Government share
capital has remained short of the potential accretion at the
existing levels of lending. Government contribution has been
received by almost all the central banks except those which are
likely to be merged with other institutions and also by a few
banks whose financial position is so unsatisfactory as to call for
rectification before they can be State-partnered.

47. The main shortfall, however, is in deposits resources.
Both from the point of view of the convenience of the societies
served and the mobilisation of deposits, it is important to
expand the number of branches of central co-operative banks.
Here again, the progress made is negligible in many States.
In some States including the Punjab, Kerala, Andhra Pradesh
and Madhya Pradesh, several banks had no branches at all
whereas some had just a few branches. Besides, in some cases,
the branches were no more than the offices of the erstwhile
independent banks which had since been amalgamated.
The following table shows the number of offices per central
bank, as on 30 June 62 and the number of societies per office
of the central bank, and points to the urgent need for the
central banks in some of the States to undertake a large pro-

gramme of branch expansion reaching down to at least the
tehsil headquarters level.
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TABLE XI
No. of offices No. of societies

State per central per office of

bank central bank
Andhra Pradesh 3 218
Gujarat .. 9 35
Jammu & Kashmir .. ;] 51
Kerala 1 240
Madhya Pradesh 4 101
Madras .. 2 307
Mabharashtra , . 17 43
Mysore 9 57
Punjab 4 143
Uttar Pradesh 2 484
Bihar . 1 375
West Bengal 2 275
Assam .. 2 272
Orissa 2 226
Rajasthan 3 148

48. Though no precise measure can be given in regard to
the banking services offered to the dcposmng public by co-ope-
rative banks, it is known that in several States, little progress
has been achieved in this regard. It is particularly true of
some of the banks in Assam, Bihar, West Bengal, Punjab,
Andhra Pradesh, Uttar Pradesh, Madhya Pradesh and Jammu
and Kashmir that they have so far given little attention to
developing themselves as real banking institutions. Another
handicap of the banks in some States was that they failed gener-
rally to inspire public confidence, particularly in cases such as
West Bengal where the effect of partition had led them to
suspend payments some years ago. The operation of the
branches of the Assam Apex Co-operative Bank was a factor
of disadvantage for the central co-operative banks in that
State. In Orissa, the generally low degree of urbanisation
and monetisation seemed to have restricted the scope for
deposits. The banks should take active steps to offer various
facilities for saving, investment, safe custody, remittances,
prompt service and attention, and to maintain their offices
and service in such a condition as to attract the depositing
public and inspire confidence in them. From the point of
view of enabling the co-operative banks to provide remittance
facilities, we would commend, for adoption elsewhere, the
Mutual Arrangement Scheme which is being operated by the
co-operative banks in Maharashtra and Gujarat,
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49. Even in the matter of sccuring the patronage of
quasi-Government institutions like local bodies for the co-opera-
tive banks, progress has been impressive only in a few States
such as Maharashtra where co-operative banks have been
appointed bankers to Zilla Parishads, and hold deposits of
several quasi-Government institutions as well. In Gujarat,
the ‘A’ & ‘B’ class central cooperative banks in the area co-
vered by the erstwhile Bombay State are recognised for the
purpose of deposits by local bodies but not similar banks in the
Saurashtra region. In Andhra Pradesh, the State Govern-
ment is stated to be endeavouring to persuade local authorities
and certain institutions to keep their funds in the co-opera-
tive banks. In Jammu and Kashmir, the funds of panchayats
are said to be kept in part with the co-operative banks while in
Kerala these banks are recognised for the purpose of security
deposits of contractors. In Mysorc and Uttar Pradesh, the
State Government is itself hesitant in placing its confidence
in the ability of the co-operative banks to repay the deposits
on demand. Thus, in Mysore, while permitting the munici-
palities to invest their surplus funds with co-operative banks,
the State Government has stipulated that the banks concerned
should deposit sufficient security with the Controller of the
State Accounts Department. In Uttar Pradesh, even the
cane unions which are co-operative institutions, prefer to
deposit their sizable surpluses with the commercial banks.
In Orissa and Rajasthan, only some deposits of panchayats
are kept with co-operative banks. On the whole, there has
been no determined effort on the part of most State Govern-
ments to make co-operative banks eligible for the deposit
of funds of quasi-Government institutions, much less positively
to secure for them steady patronage in this manner.

50. Inview of the increasing responsibilities of the co-ope-
ratives in the matter of financing as also the need for such
resources for cushioning the effect of growing overdues, the
State Governments should take steps to get an increasing
share of the surplus funds of all quasi-Government institutions
such as municipalities, Zilla Parishads, trusts, educational
institutions, electricity boards etc., deposited in the co-opera-
tive banks.. The directors of co-operative banks, for their part,
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should also use their good offices to obtain the deposits of trusts,
local bodies, etc.

Loan Policies

51. Progress in implementing the crop loan system of
production-oriented credit and liberalising the restrictive
features of current practice has been halting in most of the
States, except Maharashtra and Gujarat and, to a limited
extent, in Madhya Pradesh. Evenin co-operatively advanced
States such as Madras and Punjab, eligibility for credit is largely
determined directly or indirectly by the value of assets owned.
In Madras, though in certain areas crop-wise scales of finance
have been fixed, the size of the loan still seems largely to de-
pend on the value of assets owned and mortgaged, the upper
limit for loans on personal security having been fixed at only
Rs. 250-500 until recently and now at Rs. 1,000. The indivi-
dual maximum borrowing power of a member was fixed at
Rs. 3,000 if adequate mortgage of land was available, but the
limit could be exceeded if jewels or produce were offered as
security. In Punjab, the credit limit is determined as a mul-
tiple of land revenue upto 30 times plus 1/4 of miscellaneous
income in the case of owner cultivators, and 15 times the
land revenue plus 1/4 of miscellaneous income in the case of
tenant cultivators. Experiments are, however, now in pro-
gress over limited areas to liberalise the existing practice.
Ordinarily, short-term loans are issued against two personal
sureties. But if the loans exceed Rs. 1,000, mortgage security
is insisted upon and the loans have to be approved by the
officers of the Cooperative Department. In Andhra Pradesh,
the loan is often based on ownership of assets or land revenue,
though the latter is being gradually given up. Mortgage is
insisted upon for all loans in excess of Rs. 500, whether short-
term or medium-term. Landless tenants in many cases were
being refused loans till recently but now it has been decided
that they might be financed if certified as cultivators by a
proper Government authority. In Uttar Pradesh, the credit
limit for a member is usually fixed within the ceiling set by a
sum equal to 40, 20 and 10 times the land revenue in respect
of Bhumidari, Sardari and Asami land respectively plus 1/3
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of the market value of other assets plus 1/10 of other non-
agricultural income minus outside liabilities or Rs. 2,000
whichever is less. An attempt is being, however, made to base
lending on scales of finance proposed by the staff of the Depart-
ments of Agriculture and Co-operation, limits being worked
out for each member separately in cash and in kind. Mort-
gage of land is insisted upon for all short-term loans exceeding
Rs. 2,000 and medium-term loans of over Rs. 500. Madhya
Pradesh is another State where beginnings of the crop loan
system are being witnessed. Though the quantum of credit
is sought to be based on scales of finance fixed by the Registrar
of Co-operative Societies, the loans continued to be fixed in
practice, on an ad hoc basis subject to a certain rough maxi-
mum limit per acre. There is usually an absolute limit of
Rs. 1,500 on loans to individuals and, in many cases, there is
an insistence on mortgage of land assecurity. In Jammu and
Kashmir the loan is fixed largely on an ad hoc basis and
governed by the recommendations made by the Departmental
officers. In Mysore, in certain parts of the State attempts
were being made increasingly to orient credit to production
on the basis of scales of finance fixed by the apex bank in
consultation with the central co-operative banks. The
maximum loan is fixed in several cases at Rs. 2,000; while
in some societies there is an insistence on mortgage of land
in all cases, in others it is required for loans in excess of
Rs. 500 as also for all medium-term loans. In 9 out of 19
central banks, attempts were being made to disburse a pro-
portion of the loan varying from 10 to 40 per centinkind. The
position is similar in Kerala except for the area of the Erna-
kulam Central Co-operative Bank. Mortgage of land is
required for loans above Rs. 200 and in some cases even
Rs. 100 as also for all medium-term loans. Further, the loans
are subject to a ceiling of Rs. 2,000. As mentioned earlier,
in Gujarat though the lending is generally related to the
anticipated crop and acreage under cultivation and based on
sureties and charge on land, there is, in some cases, still an
insistence on mortgage even for short-term loans in excess of
certain limits. In Maharashtra, a fairly satisfactory system
of crop loan is in operation but, here again, certain difficulties
have been faced in practical implementation.
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52. In Assam, loans continued to be based on the value
of land and are provided mostly against landed security,
surety being accepted usually in the case of loans made from
out of Government funds. In Bihar, again, the size of loans is
usually determined on an ad foc basis, though a beginning is
being sought to be made with orienting credit to production
plans. In Orissa too, the crop loan system is yet to be intro-
duced. Loans are now based on the net income or 1/6 of
the value of net assets and the large part of the total credit
provided is advanced against mortgage of land. In West
Bengal also, the crop loan system has not yet been introduced
though certain scales of finance have been fixed by the apex
bank. The bulk of the lending, except for loans of less than
Rs. 200 is based, here again, on the mortgage of land. In
Rajasthan too, credit is assets-based, to some extent, The
maximum limit for short-term loan in a society based on
unlimited liability, was either 1/3 of the net assets or 1/3 of the
average annual value of the crops, while in a limited liability
society, it was eight times the subscribed capital or 1/3 of the
value of the anticipated crops, whichever wasless. One distin-
guishing feature in Rajasthan, however, was that there was
no insistence on mortgage and unlike in certain States such as
those of the Eastern Region, there was provision for a statutory
charge to be created on the land of the borrower. In three
of these States, the loans are subject to a low ceiling, which
was Rs. 500 in Assam, Rs. 500-1,500 in Rajasthan and
Rs. 300-600 (usually)} in Orissa.

53. By and large, the picturc which emerges is one of
inadequate implementation of the crop loan system in the
country as a whole, with the size of the loan being restricted
in many cases by absolute quantitative limits and being deter-
mined by such considerations as the value of assets owned
which could result in over-financing in some cases or under-
financing in others with reference to the actual need for pro-
duction credit. It is encouraging to see that some beginnings
in the direction of rationalising loan policies are being made
in some States e.g. Madhya Pradesh, Mysore and Uttar
Pradesh. In order to make the necessary impact on agricul-
tural production in all these areas, it is necessary that there
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should be a whole-hearted and carly implementation of the
crop loan system in all its aspects such as those related to
security, adequacy and the arrangements for recovery of loan
as also the elimination of those features of current practice
which inhibit the flow of credit to certain sections of the
population or hamper expansion, such as arbitrary ceilings
on individual borrowings.

Repayment Performance

(1) Rising overdues

54. A major weakness of the co-operative credit situation
which has emerged in recent years relates to the serious deterio-
ration in repayment performance, as is reflected in the data
given in the following table. This stands in contrast to
improved recoveries envisaged under the integrated scheme:

TABLE XI1
Percentage of overdues to outstand-
State ings in primary agricultural credit
societies
1960-61 1961-62 1962-63
Andhra Pradesh .. 17.1 18.6 17.6
Assam . . 74.0 71.0 76.0
Bihar .. . 43,0 41.0 42,0
Gujarat .. .. 22.2 21,9 25.0
Orissa .. 20.0 20.2 27.0
Jammu & Kashmn .. 20.9 20.4 36.9
Kerala .. 16.5 17.3 19.0
Madhya Pradsh .. 17.9 28.0 31.0
Madras . .. 12,0 10.4 10.0
Mabharashtra .. .. 20.1 29.4 34.0
Mysore .. .. 34.0 45.8 48.0
Punjab . .. 25.7 23.0 28.0
Uttar Pradesh .. .. 9.2 12.3 14.0
Rajasthan . .. 30.6 45.2 47.0
West Bengal .. .. 32.8 28.6 22.0
Delhi .. 19.6 22.5 13.8
Himachal Pradcsh .. 40.1 40.6 40.5
Pondicherry .. .. 2.8 0.8 0.5
Manipur .. .. 6.0 98.4 80.8
Tripura .. .. 24.1 63,2 77.2

All India . . .. . 20.3 24,5 26.0
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It is observed that even in States such as Maharashtra
where co-operative development is otherwise proceeding on
satisfactory lines, the overdues were fairly large and growing.
It should also be noted that, to some extent, these may not
indicate the real overdues position. For example, in Madras,
it is apprehended that though the position of overdues is
generally satisfactory on the 30th June each year, they are
fairly heavy at the end of the earlier months. There is also
reason to believe that considerable window-dressing of the
position takes place on the 30th June for the purpose of obtain-
ing a better audit classification through resort to a multi-
plicity of credit lines, such as medium-term loans, produce
loans and jewel loans. Similarly, in Uttar Pradesh, recoveries
appear satisfactory but there are reasons to believe that the
expedient of book adjustments is resorted to on a wide scale,
including those made, in some cases, to show as if the recove-
ries have been effected through linkage with co-operative
marketing.  Overdues are particularly heavy in Assam,
Bihar, Rajasthan and Mysore.

f1)  Stabilization Arrangements

55. These overdues have resulted in part from natural
calamities, though the exact extent of such overdues cannot be
ascertained in the absence of detailed data. The State-wise
review, however, shows that this is an important factor ac-
counting for overdues in parts of Andhra Pradesh, Gujarat,
Mysore, Maharashtra, Rajasthan, Assam, West Bengal and
Bihar, some of these States being particularly susceptible to
natural calamities. Thus, in Rajasthan, the Western dis-
tricts lie in a dry tract, where the rainfall is scanty, the area
affected by drought constituting 28 per cent of the total area of
the State. Assam is constantly affected by floods caused by
the Brahmaputra resulting, as indicated carlier, in extensive
damage to crops. Parts of Bihar are also susceptible to floods
and draught. Eight districts of West Bengal are traditionally
affected by floods, representing about 59 per cent of the
total sown area. As against such known and widespread
incidence of natural calamities and the consequent dislocation
of the credit structure, the stabilisation arrangements, which
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had been cnvisaged under the agreed policies, have not been
brought into being in almost all States. It was contemplated
that the stabilisation funds would be built up by crediting
to such funds half of the dividend earned by the State Govern-
ment on their shareholding in co-operative credit institutions
in excess of a prescribed limit, the other half being credited
to the Relief and Guarantee Funds. The objective was
to use the stabilisation funds for conversion of short-term
overdues into medium-term loans in deserving cases and
the Relief and Guarantee Fund for writing-off such arrears
in cases where that was considered necessary and appropriate.
Resources which have been accumulated so far in these funds
are negligible. Inseveral institutions, in fact, even a beginning
has not been made, while in others, the funds exist only in
name. The number of central banks which had not even
set up such funds was 28 in Uttar Pradesh, 13 in Mysore,
8 in Madhya Pradesh, 7 in Punjab, 6 each in Maharashtra
and Kerala, 11 in Orissa, 7 in Assam, 24 in West Bengal and 24
in Rajasthan. Some State Governments have not agreed
to forego a part of the dividend on their share holding (viz.
Mysore, Punjab and Gujarat) for being credited to these
funds. In all the States except Andhra Pradesh, the Relief
and Guarantee Fund has been set up but the quantum of
money so far accumulated is meagre. Inadequacy of the
existing stabilisation funds and the need for strengthening
them have come to be increasingly appreciated in the context
of the impact of natural calamities on the credit situation which
is now being witnessed in several States.

56. In the light of recent discussions in the Standing
Advisory Committee on Agricultural Credit of the Reserve
Bank as also in the Planning Commission, certain proposals
are being formulated with a view to placing the arrangements
for stabilisation on a satisfactory footing. The State Govern-
ments, assisted, where necessary, by the Central Government
are now called upon to make an immediate outright contribu-
tion to strengthen the stabilisation funds at the apex bank level,
the amount of such contribution being determined as a pro-
portion varying between 5 and 10 per cent of the outstanding
agricultural loans of the central banks in the State. One-half
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of such contribution is to be in the form of a grant and the
other half, a loan repayable in 10 convenient instalments,
repayments starting after 10 years. Simultaneously the stabi-
lisation funds of co-operative banks are also to be built up
by their contributing 25 per cent of their net profits each
year and also with State Government foregoing the entire
excess of the dividend on Government share capital over a
minimum of 3 per cent. Finally, it is also proposed that the
State Governments should build up the Relief and Guarantee
Funds by the end of the Third Plan period to the extent of at
least one per cent of the estimated outstanding loans of agri-
cultural credit societies in the respective States. These steps,
if taken without delay, may be expected to take care of over-
dues in so far as they arise from natural calamities.

(1i1)  Other factors accounting for overdues

57. The other main causes for overdues are the inade-
quacy of the arrangements for supervision on the one hand, and
the common failure to link credit and marketing on the other.
The latter is discussed by us in the next part of this report; as
regards supervision arrangements, we have already indicated
that the responsibility for supervision has not yet been trans-
ferred to the co-operative banks in the States of Punjab, Uttar
Pradesh and Rajasthan. Even where the work is in the hands
of the central bank, the staff is often inadequate or saddled
with other work such as audit. A heavy charge per super-
visor is noticed in some banks of the Vidarbha and Marath-
wada areas of Maharashtra, West Bengal, Orissa and Assam,
most of the central banks of Mysore and Jammu and Kashmir
and parts of Madhya Pradesh. In certain areas, the defi-
ciency is not so much in terms of the number as quality.

58. Above all, poor recoveries seem to have resulted from
an inadequate appreciation on the part of the co-operative
personnel and leadership, of the importance of prompt repay-
ment of loans, and the growing unwillingness among them to
undertake a determined drive for the purpose. In other words,
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in most cases, the overdues may be said to have arisen from
the falling off in the standards of good co-operative conduct.
The reluctance and hesitation of the borrowers to repay
loans in time, caused, in part, by irrational loan policies of
the co-operatives, are aggravated by the lack of vigilance
on the part of the persons entrusted with the management
of the co-operatives. The members of the panchayats
of the primaries and the boards of directors of the banks
seem to be coming under the influence of thinking which
considers energetic action for timely recovery as something
undesirable, being likely to be unpopular. In many cases,
blanket extensions of period of repayment are found to have
been granted without a careful scrutiny of the merits of each
case. In the absence of linking of credit with co-operative
marketing, vigilance on the part of managing committees
of primaries and the supervisors and the directors of the
central banks, is the only real guarantee for the orderly
functioning of the co-operative credit machinery, and the
recent impairment of this sense of vigilance dims the prospects
of expansion of co-operative credit. The immediate need
is, therefore, for a well co-ordinated and energetic drive
for recoveries, in each central bank, around harvest time,
with the supervisory staff and the non-official leadership
being mobilized for the purpose. It is also necessary to
make prompt repayment of co-operative loans a responsibility
of the village community, through appropriate education
and propaganda, enlisting in this task, where possible, the
community development organisation.

(iv) Long-standing overdues

59. To appreciate the position of overdues in certain
States, it is important to recognise that a large part is in-
herited from the earlier years, as may be seen from the follow-
ing table :
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TABLE XIII

Overdues of Agricultural Credit Societics at the end of 1961-62
classified according to period

Percentage of overdues to
total overdues

State
2 years & 4 Over 2 years
under
Andhra Pradesh 87.51 12.49
Assam .. 88 57 11.43
Bihar .. 64 62 35 38
Gujarat . 76.06 23.94
Jammu & Kashmir 83.62 16.38
Kerala . 79.76 20.24
Madhya Pradesh .. 81 92 18.08
Madras .. 86 68 13.42
Maharashtra .. 82.57 17.43
Mysore .. 72.92 27.08
Orissa .. 68 98 31.02
Punjab .. 84 67 15.43
Rajasthan .. 83.79 16.21
Uttar Pradesh .. 92 £0 7.60
West Bengal .. 58.97 41.03

It will be seen that, compared to the position in other
States, the proportion of overdues for more than 2 years to the
total overdues was high in Bihar, Orissa and West Bengal at
35 per cent, 31 per cent and 41 per cent respectively. This
calls for certain special action which will help to get into
motion the credit structure which has almost come to a stand-
still because of the backlog of these earlier overdues. It is
also relevant to note here how stagnation and dormancy at the
primary level are perpctuated as a result of certain restrictive
practices in regard to the financing of societies which have
defaulted. Thus, in Uttar Pradesh, no society is provided
with fresh finance unless it has repaid at least 85 per cent of the
demand. The corresponding proportion in Mysore was 90
per cent till recently but in view of its very severe effect on
the working of the credit structure, this has now been brought
down to 65 per cent. The proportion is 90 per cent in West
Bengal and Orissa, 80 per cent in Bihar, 75 per cent in Madras,
66%/y per cent in Punjab and 60 to 75 per cent in Rajasthan.
It should be realised that unduly restrictive practices tend to
multiply the impact of non-repayment by a small proportion
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of members, and even those members who can, do not repay
their dues when they find that their society is not likely to get
fresh finance and provide them with fresh loans. It is, there-
fore, necessary that the practice in this regard should be libe-
ralised so as to rule out the possibility of similar experience
in the future. In this context, it is relevant to refer to the
suggestions made in the Action Programme for co-operative
credit circulated by the Government of India, to the effect
that overdues should not exceed a level of 25 to 50 per cent,
as a condition for fresh financing, the exact figure being
determined with reference to the conditions obtaining in a
State.

Long-term credit

60. Inso far as long-term credit is concerned, the frame-
work of agreed policies aims, firstly, at having a structure
consisting of a central land mortgage bank in each State and
primaries through which it should operate, secondly, at pro-
moting its purposeful functioning e.g. with an emphasis on
productive purposes in lending and coordination with agri-
cultural development programmes, thirdly, at enabling the
structure to raise larger resources—through the floatation of
rural debentures, special development debentures supported
by Government guarantees—improving the marketability of
ordinary debentures, and fourthly, at ensuring the financial
soundness of its operations e.g. through the provision of special
staff, Government guarantee for changes in the value of hypo-
theca etc.

61. Central land mortgage banks have now been orga-
nised in all the States and in the Union Territories of Pondi-
cherry, Himachal Pradesh and Tripura. In some States such
as Madras, Andhra Pradesh and Maharashtra, they operate
largely through primary land mortgage banks. In other
States such as Jammu and Kashmir, Uttar Pradesh, Gujarat,
Punjab and West Bengal, primaries are yet to be organised
on any significant scale and, in the meanwhile, the central
land mortgage banks carry on their business through their
branches or through the agency of central co-operative banks.
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62. As indicated earlier, lending for productive purposes
is receiving increasing emphasis in almost every State but still
redemption of prior debts continues to account for a signi-
ficant part of the credit in some States. The proportion of
loans advanced for productive purposes was high at over 90
per cent in Gujarat, Maharashtra and Orissa. The proportion
of loans for redemption of prior debts and purposes other than
land improvement and purchase of machinery was 94 per cent
in Kerala, 75 per cent in Mysore, 72 per cent in Madras and
66 per cent in Punjab.

63. In the matter of finding funds for central land mort-
gage banks, an important development is the establishment
of the Agricultural Refinance Corporation in July 1963 to
make refinance facilities available, in the form of purchase
of special development debentures floated for the financing of
special schemes for agricultural development. As regards
ordinary debentures, apart from continuing support from the
Reserve Bank of India and the State Bank of India, assistance
is also now forthcoming from the Life Insurance Corpora-
tion of India, and to this extent, the difficulty experienced
in the floatation of debentures is reduced. A scheme of rural
debentures on the lines suggested by the Rural Credit Survey
Committee, has been cvolved and such debentures of the
value of Rs. 7.7 crores were floated till the end of 1962-63.

64. The State Governments have been assisting the land
mortgage banks, in varying degrees, by subsidising their
management costs and providing free services of land valua-
tion officers, apart from contributing share capital and gua-
ranteeing debentures and interim accommodation obtained
from the State Bank of India or the state co-operative banks.
Arrangements for staff, however, are yet in need of substan-
tial improvement in various States.

Role of State Governments

65. An important aspect of agreed policies relates to
the crucial part which is expected to be played by the Stat.e
Governments in the cntire programme of institutional agri-
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cultural credit. This support is not envisaged only in terms of
financial assistance taking the form of State partnership,
subsidies or loans or the free services of Government personnel,
tax concessions etc. ; it is intended to be reflected in policies
which would help the co-operative banks to gain a stature
in the public eye and present an image of creditworthiness.
It should also take the form of concrete administrative sup-
port based on the statutory powers vested in the Co-operative
Department for ensuring that each of these institutions works
smoothly without any recalcitrant or undisciplined minority
of its membership being allowed to throw its working out of
gear by deviating from the norms of right co-operative con-
duct. How far the State Governments have played the role
expected of them in the different directions is hard to say.
At the one end, there are States like Maharashtra where the
Government has gone all out to give the co-operative banks
their due importance e.g. by appointing them as bankers to
Zilla Parishads, by entrusting to the land mortgage banks
the implementation of some very important investment
schemes under the Plan, by actively supporting programmes
such as that of co-operative sugar factories and so on. At the
other extreme, as our review has shown, there are States which
have not shown any positive interest in the development of
co-operative credit. Sometimes, this is reflected in inade-
quate servicing of the co-operatives in terms of audit and ad-
ministration arising from the inadequacy of staff or their poor
quality or both. In other cases, the Governments have failed
to help the co-operative banks in the matter of patronage in
the form of quasi-Government deposits or in the matter of
their employing their own supervisory staff. In still other
cases, where action had to be taken for coercive processes to
be initiated against defaulters or for dormant societies to be
revitalised or societies beyond redemption to be liquidated
without delay, departmental action has been slow and halting.
The failure of the Government has also been witnessed in their
reluctance to use their apparatus of influence and organisa-
tion to bring about changes in structure (amalgamation of
central banks) or in operational policies (introduction of
production-oriented loan policies) with the result that the
situation has remained virtually stagnant. Legislative provi-
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sion for a statutory charge on land, expeditious coercive
processes and right of appeal against refusal of membership
has not yet been made in certain States. In view of the
constitutional responsibility of the State Governments for
Co-operation and Agriculture, and in view of the¢ need for
an agency close enough to the field to be active in this sphere
for results to be produced, it is important that the State
Governments in their Departments of Co-operation, and in-
deed in their entire machinery of administration especially
the Agriculture and Revenue Departments, should take an
active interest in the functioning of co-operative credit.
This is another aspect in which performance has been uneven
and this, in turn, has affected the progress in co-operative
agricultural credit.



PART V
APPRAISAL AND FUTURE POLICY FOR CO-OPERATIVE CREDIT

66. The overall picture which emerges from the fore-
going review of the role played by co-operatives in the provi-
sion of credit for agriculture and the action taken for the
implementation of agreed policies in this sphere is a mixed
one, impressive in the States of Maharashtra, Gujarat and
Madras and poor in the States of West Bengal, Assam, Bihar,
Rajasthan and Orissa. The other States which may be said
to occupy an intermediate position have shown results which
are not unsatisfactory but leave much scope for improve-
ment.

67. The review also throws up the related fact that the
States which have witnessed the maximum achievement are,
in fact, those in which the accepted frame-work of policies
had received cnergetic and whole-hearted implementation.
As has been seen, the position no doubt varies from State to
State in individual aspects, but, outside the States of West
Bengal, Assam, Bihar, Orissa and Rajasthan, there has been
much better progress both in terms of acceptance of policies and
also their implementation. The gap between what is accepted
as policy for the country as a whole and the specific decisions
taken at the State level as well as the divergence between what
is laid down as policy at the State level and what actually
happens in the field has been the widest in the States of the
Eastern Region and Rajasthan. In Bihar, for instance, it
was not till very recently that some of the policies accepted
all over the country received even a formal endorsement from
the co-operators and the authorities of the State. Even after
allowance is made for the impact of the natural and other
factors relating to the total environment in these States within
which institutional credit has to function, the progress made

62
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by co-operative institutions in these areas in providing agricul-
tural credit seems to fall far short of needs and possibilities.
The review also suggests that it is as a result of relative neglect
in some respects and almost complete non-implementation
in others that the co-operative credit situation in some of its
unsatisfactory aspects has got frozen in these areas.

68. Past experience, in our opinion, has been sufficient
to show that, if the accepted policies are fully translated into
practice, the performance of co-operatives can sufficiently
improve in terms of expanding coverage as well as increasing
credit and that agricultural production programmes can
count on effective credit support from the co-operatives. A
basic assumption underlying these policies is that an institu-
tional co-operative structure of the accepted pattern will help
to enlist local judgement in the dispensation of credit, local
resources for meeting credit needs and local leadership and
responsibility for supervising the use of credit and ensuring
its prompt recovery. It can be claimed, with a resonable
degree of confidence, that the last few years have witnessed
the fulfilment of these expectations in some parts of the coun-
try, thanks to measures taken to translate those policies into
action. This experience of benefits derived from, and the
purposes served by, the federal co-operative credit structure
functioning, among others, on the basis of the principles of
State partnership and support and production-oriented credit
policies, encourages us to believe that these are the right

policies to be pursued, if satisfactory results are to be produced
in the future.

69. Itis relevant, in this context, to refer to some doubts
which have recently been expressed as to the need for the
three-tiered co-operative credit structure which has been
accepted so far as necessary and justified. The question has
been raised whether it would not be possible to eliminate
one or the other of the intermediaries between the cultivator
at one end and the Reserve Bank at the other. It is presumed
that the proposal is only to eliminate the central co-operative
banks or the state co-operative banks and not the primary
agricultural credit societies at the village level.
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70. As for the central co-operative banks, thesc are
federal organisations of primary co-operative societies and
function as bankers and advisory and supervisory agencies at
the district level. Many of these banks have operated as im-
portant means of raising sizable resources from the urban
depositors. The assessment of the creditworthiness and needs
of the societies, the determination of the terms and conditions
governing the loans provided to them and other technical
aspects of agricultural credit are all such as to call for a close
relationship between the lender and the rural borrower. This
kind of personal contact, experience and local knowledge
can be best found only in a body like the board of directors
of the central co-operative banks, who are able to appreciate
better than any paid staff, the real problems arising from local
conditions. Experience in more than one State has shown
that, from the point of view of fulfilling these various functions
and providing leadership to the movement at the district level,
the branches of an apex co-operative bank can only be poor
substitutes for the district central coopcrative banks and, in
most cases, the former have been replaced by the latter.

71.  As for the apex co-opcrative bank, this is an impor-
tant link between the co-operative movement on the onc hand
and the money market and the Reserve Bank on the other.
It is also, like the central co-operative bank, a federal organisa-
tion operating as a balancing centre for its members. Its
federal character ensures that the needs of the constituent
banks arc fairly met and that, at the same time, its financial
soundness is not in jeopardy. The state co-operative bank
supplements the resources of the central banks by sizable de-
posits which it is able to attract by virtue of its location as well
as superior financial position, and by accommodation drawn
from the Reserve Bank. Co-operation being a State subject,
the state co-operative bank also serves as a natural and
cffective link between the non-official wing of the movement,
on the one hand, and the State Government, on the other.
Further, the stronger apex co-operative banks are able to guide
the central banks in their working by undertaking periodical
inspections. The fact that the apex and central banks are
separate financial entities, while being closely inter-related,
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is a factor of protection to any outside agency which finances
the co-operative credit system in that there is a cushion against
bad debts and possible losses arising from the uncertainties
relating to agricultural credit, the cushion being that of re-
serves, resources and the supervisory machinery at the two
levels.

72. The cost of retailing credit in the conditions of the
large number of villages over which small producers are spread
is inescapable and must be covered by the margin included in
the rate charged on lending though every effort has to be made
to keep it to the minimum. In fact, local organisations built
up into a federal structure provide the most economical way of
keeping down the servicing cost of small loans. It is by improved
operational efficiency, on the one hand, and increasing turn-
over, on the other, that these costs and margins may be ex-
pected to be brought down to reasonable levels, over the years,
even where they may be considered to be excessive to-day.
As the dispensation of agricultural credit is a fairly complicated
and risk-laden business, provision has to be made for cushions
and reserves at different levels to meet possible conditions of
default as also for spreading supervision and decision-making
over different levels. In this connection, it may also be
mentioned that the three-tier pattern of the co-operative credit
structure has been adopted and worked successfully in a
country like Japan where also agriculture is characterised by
small holdings.

73. We, therefore, consider that for proper dispensation
of agricultural credit in the conditions of the Indian rural
cconomy, there is no alternative to the co-operative agency
and that, for the successful working of the co-operative agency,
it should take the form of a three-tier federal organisation.

Linking of credit with marketing

74. Though the integrated scheme of rural credit seems
to have been found satisfactory as a whole, one feature of
concern which has been thrown up prominently from the
experience of the last decade—more particularly the last
two or three years—relates to the deteriorating repayment
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performance which is noticed even in States which show a
good record in other respects. This, no doubt, has resulted
from a variety of causes ranging from natural calamity at onc
end, to certain factors in the situation which go beyond the
limits of the co-operative credit structure and extend to the
general climate in which they function, resulting in some cases
from such developments as elections, etc. As poor recoveries
have proved to be a major inhibiting factor in the way of
cxpansion of co-operative credit, it is necessary to consider
how best the situation in this regard can be effectively
corrected.

75. It has always been clear that one cannot trust it
merely to the vigilance of the management and leadership of
the co-operatives and the sense of duty of their membership
to ensure that loans are repaid by due dates. There is,
therefore, a need to make institutional arrangements which
will provide that element of external compulsion which can
cnsure right co-operative conduct on the part of the borrow-
ing cultivator. It is from the marketing end that this crucial
aid to the credit structure can come. It was in recognition
of this that the linking of co-operative credit with marketing
was made an accepted aim of policy. The borrowing cul-
tivator was to be required to sell his produce through a co-
operative marketing society which would recover from the
sale proceeds the loan due to the credit society. This aim
has, by and large, remained unfulfilled except in a few areas
and in regard to certain commodities. Thus, during 1962-63,
co-operative loans of only Rs. 10.29 crores were rccovered
through co-operative marketing and processing units, as against
the total advances of Rs. 257.37 crores by primary agricul-
tural credit societies. Invariably, however, wherever co-
operative marketing has been successful as in sugarcane tracts
of Maharashtra or cotton sale societies of Gujarat, linking
between credit and marketing has been easy and assured.

76. A major handicap in the way of development of
co-operative marketing, however, has been the uncertainty
in regard to the trends in agricultural prices. Though the
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marketing societies have been assisted in various directions
e.g. with Government contribution to share capital, facilities
for godowns, trained and subsidised staff for management
and so on, they have not been able to provide the marketing
service with confidence and to command the loyalty of the
cultivator, in view of the uncertainties to which prices of
various agricultural commodities have been subject. Hence,
it may be recalled, cven the Rural Credit Survey Committee
had emphasized the relevance of an appropriate policy in
the direction of stabilisation of agricultural prices as an essen-
tial condition for a successful programme of co-operative
agricultural credit and marketing.

77. We see, 1n the recent developments in the official
thinking on food policy, a good opportunity and the right
atmosphere for dovetailing what is required by a good credit
system from the marketing side into the action proposed to
be taken by the State, firstly, for providing reasonably stable
incentive prices to the producers and, secondly, for procuring
foodgrains on the scale required by the consuming public.
Purchase prices have been announced for the coming season
for paddy and wheat and it is expected that suitable action
will be taken by the Central and State Governments in this
regard. Further, the Food Corporation of India which is to
be established is expected to buy paddy and wheat at these
prices at various points in the country with a view to building
up sizable stocks and enabling the Government to meet the
requirements of the emerging food situation. It is against
this background that, we feel, a big cflort can be made for
cnabling co-operative credit to succeed.

78. We strongly recommend that the Food Corpora-
tion of India and its units at the State level should operate
through the co-operative marketing structure to the maximum
cxtent possible. It is observed that the Food Corporations
Bill provides for the establishment of agencies by the Central
and State Corporations. We suggest that they should make
use of the co-operative marketing socicties as their agents
wherever such societies exist and are able to take up this func-
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tion. It is only elscwhere that the Corporations may have
to look to some other agency for carrying out operations on
their behalf. Even in such cases, there should be a switch-
over to the co-operative agency as soon as a marketing society
is established and is in a position to undertake such activities.
It is obvious that this can be a powerful measure of support
to the development of co-operative marketing and processing
and, as linked to it, to the progress of co-operative credit.
This apart, even from the point of view of the Government’s
long-term policies in regard to foodgrains, it is necessary to
build up a network of agencies through which to carry out
the operations required to be undertaken in pursuance of such
policies. It is desirable that this agency should be an organi-
sation like the co-operative which has an underlying social
purpose and can be expected to function in close conformity
with the aims of public policy rather than units of private
trade whose responsiveness to such policies cannot be taken
for granted. Moreover, even while operating as agents for
Government or the Corporation, private traders, unlike the
co-operatives, may continue to deal in foodgrains, in addition,
on their own account. It is possible that this will lead to con-
siderable confusion in the arrangements proposed and defeat
the major objectives of policy. We, therefore, consider the
utilisation of the co-operatives as the main agency for the
operations of the Corporations, appropriate both from the
point of view of the support which it implies for co-operative
marketing and its usefulness with reference to the institutional
requirements of a long-term food policy. In this context,
it is also relevant to emphasize that the aim of the Corpora-
tions should generally be to take advantage of, and support,
the development of processing of agricultural produce on a
co-operative basis rather than to organise processing under
their own auspices, except where the possibility of such
development on a co-operative basis has to be totally ruled
out.

79. With the support provided by the appointment of
the co-operatives as the agents of the Corporations and the
support implied in the fixation and enforcement of floor and
ceiling prices for the foodgrains, the co-operative marketing
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structure can more confidently enter the market and under-
take operations on a large scale to the advantage of the cul-
tivator and without itself running financial risks. It is in such
a context that the linking of co-operative credit with market-
ing should be relatively easy to ensure. With the marketing
societies being able to assure the cultivators of a satisfactory
return for the produce, it will be practicable on the part of
the co-operative credit structure to lay down the condition
for its loans that they should be repaid by definite delivery of
produce at fixed points. (Some adjustments may, however,
be necessary in the case of sub-marginal cultivators whose
marketable surplus may be inadequate for the purpose).
With a view to ensuring compliance with this condition, the
co-operative credit structure will be justified in according
differential treatment to the cultivators with reference to
whether they have repaid their loans by the sale of produce
to or through the co-operative or not ; such treatment may
range from the provision of an additional quantum of credit to
those who have fulfilled this obligation, to a total denial of fresh
credit to those who have failed to do so, the latter course being
adopted in areas where cooperative marketing is well developed.
Such insistence on linking should help to ensure satisfactory re-
payment performance, on the basis of which the co-operative
credit structure can undertake expansion on the scale required
for increased agricultural production without running the risks
of any serious impairment of its financial soundness.

80. As this will cover only the production of foodgrains
and co-operative credit for that purpose, there is still the
need for similar arrangements to ensure some degree of price
stability for agricultural commodities other than foodgrains.
At the minimum, the fluctuation in their prices will have to
be brought within a predictable and narrow range. ~ What-
ever the specific steps which may be taken for this purpose,
we would only emphasize that unless some arrangement is
made for imparting a degree of relative stability and predict-
ability to the prices for agricultural commodities other than
foodgrains also, co-operative credit for the producers who
raise these crops cannot be expected to show any significant
progress.



60
Long-term Credit

81. Long-term credit, as it has evolved over the last
decade, remains another aspect of co-operative performance
which has made negligible impact in most parts of the country,
whether judged with reference to the quantum of funds
provided or their orientation towards developmental purposes.
It is a step forward, however, that the main element of the
institutional structure envisaged, viz., the central land mort-
gage bank, has been brought into position in cvery State.
The framework of agreed policies in this sphere was broadly
adequate in so far as it emphasized the need for a minimum
structure of institutions at the State and primary levels, the
importance of financing productive purposes and the provision
of many-sided assistance by Government. The fuller imple-
mention of these policies in all States should, therefore, help
ensure progress.

82. We consider it relevant to take note here of certain
developments in recent years in the sphere of agricultural
plans which have helped to bring out the potentialities of the
co-operative land mortgage banks playing a purposeful role
as purveyors of credit in this sphere. Firstly, there are to-day
many major agricultural schemes of Government, e.g. irriga-
tion, soil conservation, contour bunding, etc., which call forth
or make possible, certain types of ancillary investment on the
part of the individual cultivators coming within the command
of these investments, e.g., preparation of land for irrigation,
minor irrigation works for taking advantage of improved water
potential resulting from major irrigation or from contour
bunding, etc. Secondly, there are also other Plan schemes
of Government such as ‘minor irrigation’ which directly in-
volve a demand for credit and, in fact, usually incorporate
a loan component. It is in developments such as these that
we find an opporunity for the co-operative long-term credit
structure to make an important contribution, given the neces-
sary support from the Statc Governments. Recent experi-
ence in Maharashtra has served to suggest the possiblities in
this direction and indicate the policies and procedures which
arc necessary for translating this approach into practical
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action. The Maharashtra Government has practically en-
trusted the entire Plan scheme of lift irrigation to the central
land mortgage bank, transferring to it the cash subsidy to be
paid to the cultivators undertaking such investment, and
providing in addition an interest subsidy to keep the rate
charged by the banks the same as it would have been had the
scheme continued to be financed by the Government. The
Government has also extended support in other ways, in-
cluding the provision of technical assistance where required.
With a view to cutting down delays in the sanction of loans
and ensuring that the mortgage of land in favour of the bank
is valid, statutory provision has also been made by the
Government for suitably simplifying administrative pro-
cedures for the purpose and eliminating the need for
the registration of mortgage bonds.

83. We fecl that a stage has comc when the State Gov-
crnments should look upon the central land mortgage banks
as participants in the programme of agricultural develop-
ment and enable them, in every way, to play their role in
this sphere. These programmes are also likely, in many cases,
to provide the kind of integrated and special schemes of agri-
cultural development which the Agricultural Refinance Cor-
poration is willing to take up for its refinancing operations.
These will, in almost all cases, require the co-ordinated plan-
ning and support of various wings of Government and the
land mortgage banks. It is through such efforts that, in our
view, co-operative long-term credit can make effective pro-
gress, drawing on all the support which is forthcoming from
the Agricultural Refinance Corporation Big schemes apart,
a begmnmg can perhaps be made, in many cases, even if a
service co-operatlve serving a group of v1llages takes a lead
in drawing up, in co-ordination with the extension and other
staff of Government, a plan for agricultural investment to be
undertaken by individual cultivators in the area covered, in
the financing of which the short-term structure and the long-
term structure can play their appropriate parts. At a later
stage, the central co-operative bank may take up a similar
task for a district.
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84. We, therefore, suggest that to the extent that co-
operative land mortgage banks are in a position to take over
responsibilities of this nature, Government should increasingly
make use of them and augment their resources and support
them in every possible way. It is, however, clear that, at the
present stage of its development, co-operative land mortgage
banking cannot perhaps be expected, in mast cases, to under-
take full responsibility for long-term credit for agricultural
development. We have, therefore, referred elsewhere to the
likely need for the continued disbursement of long-term taccavi
loans for the purpose and the possibility of the Statc Bank
of India immediately and the commercial banks eventually,
playing an increasing part in this field in the years to come.
Meanwhile, we would suggest thatin all the States every effort
should be made to develop co-operative land mortgage bank-
ing, on the lines of the agreed policies, with the additional
emphasis on an increasingly close orientation of their loan
operations towards the requirements of the State plans for
agricultural development and active State support designed
towards making full usc of them for the purpose. Our specific
recommendations in regard to steps which may be taken in
this connection are given in the following paragraphs.

85. Structurally, the position of the central co-operative
land mortgage banks in most States is much weaker than that
of the state co-operative banks but, by and large, the former
are beginning to come up and should be fully supported by
the State Governments. In Assam, however, in view of the
fact that the existing central land mortgage bank is almost
dormant some special expedient may have to be considered.
As the position of the state co-operative bank is itself none
too satisfactory, it may be required to undertake responsibility
for long-term credit only in respect of the area of the threc
central banks taken up for rehabilitation, and the State
Government may have to step in with the provision of tac-
cavi in a big way as a transitional measure in the rest of the
State.

86. The need for integration between the long-term
credit structure on the one hand and short-term and medium-
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term credit structure on the other, as well as the fullest co-
ordination between them in their actual working, has always
been recognised but little has been done in actual practice
towards these aims, We do not consider it necessary that there
should be any departure from the present pattern of the land
mortgage banking structure for this purpose but believe that,
even within this framework, many lines of co-ordination and
mutual support between these two wings of the co-operative

credit structure can be found and pursued, as illustrated
below :

Firstly, the land mortgage banks should extend
their support to the state co-operative banks by invest-
ing the permissible part of their sinking funds in fixed
deposits with the latter.

Secondly, the state co-operative banks may support
the land mortgage banks by investing in their debentures
to the extent of a part of their fluid cover requircments
and, also where possible, providing interim accommoda-
tion to the latter.

Thirdly, the offices of the central and the state
co-operative banks may be used by the land mortgage
banks for expeditious disbursement of loans sanctioned
as also for canvassing support for the rural and other

debentures and for the payment of interest on such
debentures.

Fourthly, the management of the primary agricul-
tural credit societies may be associated with the preli-
minary investigation and report in respect of applications
of their members for long-term credit, the disbursement
of such loans when sanctioned, supervision of their utili-
sation and recovery of the instalments of such loans.
This should help to ensure that total co-operative lend-
ing to an individual is within his repaying capacity,
the available security is enlisted to the best advantage
and the total repayment performance is satisfactory.
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Broad approach

87. To sum up, it is our considered view that there is
no alternative to the co-operative agency as the best means
of providing institutional agricultural credit, that the pattern
of organisation which it should follow is the three-tier struc-
ture which has been accepted and has come into being in
almost all parts of the country, and that the framework of
agreed policies in this sphere, if faithfully implemented, can
help ensure adequate credit facilities for agricultural produc-
tion. Apart from the fact that (as pointed out in para 39)
there was till recently no cléar or definite policy regarding the
appropriate type of organisation at the primary level, the major
gaps in this framework, which have been thrown up from
experience, relate to the need for strengthening the link with
marketing so as to improve the repayment performance and
keep the flow of credit smooth and uninterrupted and the
need to re-orient policies and procedures of co-operative
long-term credit institutions and expand the volume of their
operations appreciably, by assigning a specific role to them in
the State programme for agricultural development. Even
in both these cases, the underlying aims are the same as thosc
of the existing framework of policies but to some extent, new
means of achieving them are being spelt out in the context
of certain recent developments. Against this background of
policy, it becomes now necessary to consider the appropriatce
steps to be taken in different parts of the country from the
point of view of increasing the supply of agricultural credit
for production in the immediate future.

Areas of Relative Success

88. Regarding the areas where co-operative performance
has been found to be satisfactory, viz. in Maharashtra, Gujarat
and Madras, by and large, the present trends in policy and
operation, if continued, seem to hold promise of further
progress. One can count on the co-operative agency not only
to improve the facilities which it offers to the cultivators
who have already come into its fold but also to extend its
membership and service to those who are now outside it and
also to areas which are not geographically within its coverage
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at present. It should, therefore, be possible for the co-opera-
tive agency in these States to ensure that agricultural produc-
tion does not suffer in any area merely for the lack of credit.
Improvement, however, is found particularly necessary in
certain directions, besides continued and fuller implementa-
tion of the generally agreed policies.

89. In Maharashtra, the unsatisfactory repayment per-
formance, which is becoming a matter of concern in the last
few years can develop into a serious handicap and obstacle
to progress and hence needs to be brought under control.
It is likely that the marketing arrangements envisaged in
co-operation with such steps as the Government might take
in the field of food policy may help substantially in this regard.
Further, there seems to be a tendency in certain cases towards
laxity in the observance of the operational rules on the part of
the managements of institutions, resulting in overfinancing
of the more influential members. This trend has to be effec-
tively corrected.

90. In Gujarat, the major problem seems to be that of
halting coverage. The credit structure being fairly comfort-
ably placed in the matter of resources and co-operative mar-
keting in respect of some commercial crops having made con-
siderable progress, it should not be difficult for the co-opera-
tives, increasingly, to reach out to the smaller cultivators.

91. In Madras, beginnings are being seen of a reorien-
tation of loan policies and proccdures towards the crop loan
system but this change is not yet universal or sufficiently far-
reaching, as some features of the present practice still reflect
the preference for credit being based on the kind and extent
of security rather than on production needs. Further, the
resources position is hardly satisfactory in relation to the
growing needs of this State.

Areas where performance is not unsatisfactory

92. The next group consists of the States of Punjab,
Andhra Pradesh, Madhya Pradesh, Kerala, Mysore, Jammu
and Kashmir and Uttar Pradesh as also the Union Territories
of Delhi, Himachal Pradesh, Pondicherry and Goa in which
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the position of co-operative credit both from the point of view
of the actual achievement in terms of the coverage and scale
of service, and , as related to the implementation of agreed poli-
cies, is neither so good as in the three States mentioned above
nor so unsatisfactory as in the States of the Eastern Region and
Rajasthan. The structure conforms generally to the accepted
pattern and the available machinery for dispensation of credit,
and for supervision, audit and administration has built up
certain traditions of efficiency and integrity and reached cer-
tain levels of minimum serviceability. Such progress, as
has been achieved, encourages one to believe that, given fuller
implementation of agreed policies, the co-operatives in these
States can also be counted upon not only to improve their
performance in the areas and in respect of cultivators whom
they already serve but also to extend their coverage to areas
which lie outside their jurisdiction at present. The steps now
being taken, though somewhat haltingly, in Madhya Pradesh,
Andhra Pradesh and Uttar Pradesh to conform to agreed poli-
cies in the matter of structural pattern of institutions as well
as operational policies, are encouraging and suggest that,
with a further effort on the part of all concerned, co-opera-
tives can be depended upon to deliver the goods in these areas
as well, though the total quantum of effort which will be
required will be much greater than in the States of Maharash-
tra, Gujarat and Madras.

93. The directions in which improved performance will
be necessary arec many and differ in importance, from State
to State. Several weaknesses remain : the loan policies
are still to be oriented to production ; co-operative banks
are yet to make an all-out effort to raise resources to a degree
commensurate with their growing requircments ; the State
Governments are yet to take a many-sided and sufficiently
active interest in supporting the co-operatives in various
directions ; the machinery for supervision in several cases
is yet inadequate or inefficient or both. There are a few in-
stitutions whose performance is as unsatisfactory, because of
past mismanagement, as that of the majority of institutions in
the States of the Eastern Region or Rajasthan, TFor example,
the recovery performance in certain banks in Mysore and
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Andhra Pradesh and the resulting financial position of theirs
have already led to a certain degree of retrogression in both
these States with reference to the total agricultural credit
provided by the co-operatives. It may, therefore, become
necessary in such areas of these States to take steps similar to
those which we recommend later for dealing with similar
institutions in States such as West Bengal and Bihar. In fact,
the relatively superior machinery for supervision and manage-
ment which the apex bank and Government can command
in the States of this Group should help them to take firm
and energetic action in such areas to clean up the structure
and activise it.

94. We would once again emphasize the need to look
at the problems of each of these States individually and take
appropriate remedial action. To illustrate, the main weak-
nesses in areas such as Punjab and Andhra Pradesh would
perhaps relate to the paucity of deposit resources and the
inadequate progress towards production-oriented loan poli-
cies. This is also true of Uttar Pradesh but another unsatis-
factory feature of significance in this State is the continued
dominance of officials in the functioning of the apex and cen-
tral co-operative banks. In Jammu and Kashmir, the problem
would largely be one of strengthening the basic structure at
the central and apex bank levels, in addition to implementing
other features of accepted policies. In Mysore, the major
causc for concern is the apparent deterioration in the stand-
ards of operational efficiency and conformity with right prin-
ciples of co-operative conduct, as reflected in the rising over-
dues, and the seeming reluctance of those concerned to take
effective action against defaulters at different levels. Madhya
Pradesh represents such diverse conditions and problems
differ so much from one part of the State to the other that it
is not easy to generalise but there is need for all-round improve-
ment in regard to the methods of working and efficiency of
the structure as also the mobilisation of resources in the form
of deposits. The steps indicated above are only illustrative
and do not exhaust the variety of eflorts which will go to
constitute the immense task which co-operative reorganisa-
tion and development in these States will represent.
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Areas of Relative Inadequacy

95. It is when one turns to the third group of States,
viz. those of the Eastern Region and Rajasthan and the
Union Territories of Manipur and Tripura (where conditions
are similar to those in Assam) that one is confronted with the
immensity of the task which awaits co-operatives in these
States. At the outset, we would reiterate our belief that,
for these areas no less than for others, the agreed policies seem
to be as relevant and strategically significant from the point
of view of making adequate and lasting arrangements for the
dispensation of agricultural credit, as for the other States.
The factors which have led to relative inadequacy in the
past are not really such as to make the accepted pattern of
the co-operative credit structure or the agreed policies in
regard to resources, lending or recovery of loans less applicable
to these States than to the rest of the country. In fact, the
experience of West Bengal and Orissa which have shown some
earnestness in tackling these tasks and have, as a result, shown
some progress in the last year or two, would underline the view
that the effort in these States has also to be in the direction
of a fuller and more active implementation of agreed policies.
Another hopeful pointer is the experience gained in areas such
as the Shahabad District in Bihar and the Burdwan District
in West Bengal, which are covered by the Intensive Agricul-
tural District Programme. Concentrated action on agreed
lines, e.g., in regard to strengthening of the institutions, aug-
mentation of staff, rationalisation of loan policies etc. which
has been in evidence in these areas has been attended with
a fair amount of success in terms of progress in co-operative
credit. From this, we conclude that if efforts in these direc-
tions were forthcoming, co-operative credit, in the long run,
should provide the right and adequate solution for the
problems of agricultural credit for production in these areas
too.

96. We, however, realisc that the task of building up
co-operative credit to a level of worthwhile performance
in these areas is formidable. For one thing, the situation in
some aspects has got so frozen as is reflected in long-standing
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overdues, the number of dormant societies, ineflective centeal
banks, etc., that it will need a great effort to make a break-
through. For another, these are the States in which non-
official co-opcrative leadership is yet to make itself available
and effective. Traditions of co-operative functioning, both
in the sphere of departmental efforts and the working of ins-
titutions, are yet to be built up. There is a general shortage
of personnel, and even the available staff being inadequately
qualified or trained or earnest, is, in many cases, unequal to
the duties to be discharged by them. We recognise that the
position in all these aspects may be expected to change in the
coming years if the concerned authorities take an active
interest in the matter. Even the task involved in the co-
operative structure making itself effectively useful even in
relation to those who are within its fold or geographical
coverage to-day is vast and, in our view, will more than keep
its hands full.

97. The recognition of this limitation leads to two corol-
laries which are important for future policy. Firstly, this
implies that it will not be realistic to entrust the existing co-
operative credit structure with the responsibility for providing
agricultural credit over the entire area of these States in the
near future. It would be rather preferable gencrally to
restrict its responsibility to the areas in which it already
functions so that, in relation to the needs of the cultivators of
these areas, it may improve its service. All the efforts on the
basis of the limited resources in terms of funds, personnel and
leadership should thus be concentrated on bringing about the
changes required as a preliminary condition for the progress
of the movement. It becomes, therefore, necessary to devise
supplementary arrangements for the provision of agricultural
credit in those parts of these States which are not served by
co-operatives so that the demand for production credit in
those areas may be met at least partially in the immediate
future. These arrangements should be understood to be
strictly transitional and supplementary, so that when the
co-operative credit structure in the States comes of age, as it
were, it should be in a position to take over the responsibility
for agricultural credit in these areas as well.



70
Lines of remedial action

98. The second implication of the situation in which
co-operative credit finds itself to-day in these States is that,
apart from fuller implementation of the agreed policies, some
special measures will be necessary to bring the weak and
dormant credit institutions back to active functioning and
get co-operative credit, which has got frozen and come to
a standstill, to flow once again in a smooth and uninterrupted
manner. One set of steps which we suggest, therefore, relates
to the actual process of revitalising the structure beginning
with the primary level. It is an immense task which is involv-
cd in the process of examining the position of dormant societies,
liquidating those which are beyond redemption, recovering
the frozen loans which have been inherited from earlier
years, making arrangements for repayment in instalments in
suitable cases, financing of non-defaulters, reorganisation of
the institutions with a view to potential viability, avoidance
of overlapping and elimination of dormancy. The other
set of steps which we suggest are in the nature of temporary
expedients to take care of the peculiar features of the situation.
Firstly, as institutions at certain levels in certain areas are
just not in a position to provide any service and development
may not materialise if flow of credit were to wait for the
revitalisation of these institutions, we suggest certain lines of
departure from the manner in which the three-tier credit struc-
ture is to function, e.g., the financing of cultivators by the cen-
tral banks direct or of primary societies by the apex bank.
Secondly, we suggest certain special aids which are necessary
from the point of view of the provision of resources and per-
sonnel for the co-operative financing institutions in these
States till they are able to strengthen their position in these
aspects through the measures normally suggested for these
purposes. Lastly, we suggest certain measures for ensuring
that this entire task receives the attention and the drive requir-
ed to make it successful and that the machinery of the State
Government is fully geared for this purpose. All this, as we
have said earlier, is in addition to and alongside the action on
the agreed lines which in many cases remains uncompleted.
This includes such steps as the amalgamation of non-viable
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central banks, the building up of stabilisation funds to required
levels, the statutory provision for creation of a charge on land,
coercive processes for recoveries, the reorientation of loan
policies, mobilisation of deposit resources on a larger scale than
hitherto and so on.

99. In relation to this entire task, it is also necessary
to recognise that the position in all these areas is not uniform.
Assam, as we have pointed out earlier, faces certain special
problems and handicaps resulting not only from natural and
geographical factors but also from certain political develop-
ments, all of which together place a strain on its administrative
machinery and create conditions in which institutional credit
is not easy to operate,

100. West Bengal and Orissa have been making some
progress and have given some evidence of purposeful earnest-
ness in this matter. All this adds up to a better starting
position from the point of view of future work than that which
obtains in some of the other States in this region. In Orissa,
perhaps more than in any others, extension of co-operative
credit may depend very largely on what is done with regard
to the extra-institutional factors to which we have earlier
referred.

101. Bihar appears to lag behind these two States from
the point of view of progress towards implementation because
even the policies agreed to at the national level have received
whole-hearted acceptance from the State Government only
in the very recent past. Traditions in regard to non-official
leadership and active functioning of co-operatives are still to
be built up in this State after the relative officialisation and
stagnation which have characterised the scene for many
years now. It will require a great effort, in the psychological
no less than other aspects, on the part of all concerned, before
the co-operative agency in this and the other States of this
group can really make an impact. Reorganisation is required
all along the line and at all levels of the institutional structure
as well as the official hierarchy.



72

102. Rajasthan presents distinctive featurcs of its own,
of which the most notable is the fact that co-operative credit
appears to have suffered more from the impact of natural cala-
mities in this State than anywhere else. It is true that, both
from the point of view of resources and organisational effi-
ciency, Rajasthan has yet to make much progress but because
of the relative weakness of the structure it has found greater
difficulty than in other cases in offsetting the dislocation
resulting from natural calamity. In the result, the relatively
slow growth in the earlier period has been followed by relative
stagnation and even overall decline in recent years. Progress
can be expected in this State only if effective action is taken to
reduce the area of incidence of natural hazards, on the one
hand, and to increase the ability of the co-operative credit
structure to absorb their impact, on the other. Both these,
however, will have to go side by side with all the other measures
which are recommended by us for activising the credit structure
in the States of this group as also all the steps which cons-
titute the integrated scheme of rural credit.

Rectification at primary level

103. The most important task in these States relates
to the rectification of the position at the primary level. In the
first instance, this consists of examining the condition of
each of the large number of dormant societies carefully, with
a view to determining whether they can be brought back to
active functioning through suitable steps or whether their
condition is so hopeless and beyond redemption that they
should be liquidated without delay. This will require, in
turn, an all-out effort to recover, to the extent possible, the
existing dues to the societies. It is possible that, in some cases,
the amount owed is so small that it can be recovered with
some measure of persuasion and pressure. In some other
instances, there may be a genuine desire to repay but the
condition of the borrower is such that repayment is possible
only if it is spread over two or three annual instalments.
Still another category may be of cases of wilful default; it will
be necessary to take coercive action against such borrowers
and realise the dues from out of the available assets. Finally,



73

there will be some cases in which despite such processes, the
dues cannot be recovered in full as the available security is
not sufficient for the purpose. It will be necessary to deter-
mine, on the basis of the proportion of loans of these different
categories and the available resources whether a particular
society can be revitalised or has to be taken into liquidation.

104. Once the societies are thus categorised on the
basis of (i) a classification of the members of each society,
with reference to their dues, (if) the assessment of possible re-
coveries with the help of an intensive examination of the loans
due from them, their assets, etc., and (iiZ) firm action for re-
covering as much of the loans due as possible, the liquidation
or activisation of the societies, as the case may be, has to be
taken up and completed expeditiously according to a fixed
time schedule. For the societies to be revitalised, the problem
will arise of taking appropriate steps for their fresh financing,
increasing their membership, share capital, and deposits,
providing them with Government share capital contribution
etc. Their reorganisation and further progress should be
planned on the basis of a survey which would throw light
on their potential viability. The broad aim is thus to re-
organise the primary structure from the point of view of eli-
minating dormant units and achieving potential viability.

105. Details of efforts for rectification which should be
undertaken, at the primary level, in the light of past experience
in various States, have been set out in a special circular
issued by the Union Ministry of Co-operation in February
1961. As for a programme of reorganisation with a view to
potential viability, the relevant steps, including a preliminary
survey, have been set out in the conclusions reached at the
State Ministers’ Conference on Co-operation held at Hydera-
bad in June 1964. We suggest that a specific action pro-
gramme be worked out and implemented on these lincs.

106. The task which has been set out above is likely to
be long drawn out and difficult in actual execution. Atthe same
time, it may not be impressive in terms of its immediate
impact on the situation. While these efforts, therefore,
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requirc to be pursucd with perseverance and determination,
certain other steps have to be taken alongside to meet the
immediate needs of the situation. These measures will involve
the strengthening of the financing agencies in terms of re-
sources and personnel, on the one hand, and getting certain
institutions at higher levels to perform temporarily, the func-
tions of thosc at lower levels to meet the gaps in the total
operation of the credit structure. It is with these expedients
which are required to meet the needs till the rectification at
the primary level and the fuller implementation of agreed
policies gather sufficient momentum that we deal in the
following sections.

Action for areas served by dormant socielies

107. As indicated earlier, it will take some time for
dormant societies to be activised on the accepted lines or to
be liquidated and for their non-overdue members to be made
members of some other neighbouring societies which are being
revitalised or organised anew. Where the majority of societies
fall into this category, it may become necessary to arrange for
the non-defaulting members to be financed, as a transitional
measure, by the central co-operative bank direct through
its nearest branch. In due course, after the process of placing
a society in position to finance them is completed, their loans
can be transferred [to the concerned society. This transi-
tional expedient may be considered for implementation, only
in areas where dormancy is widespread, or the liquidation of
societies proceeds very slowly, while involving a large number
of them. A branch of the central bank may be in a position
to finance substantial cultivators direct but may find it
convenient and prudent to make loans to the smaller culti-
vators on the basis of joint bonds to be executed by small
groups of them.

Action for areas served by dormant central banks

108. The financing of non-defaulting members of
defaulting societies presents a somewhat similar problem.
However, unless the defaulting society is one to be taken up
for revitalization or liquidation, it seems to be advisable not
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to underminc its total personality by dealing with the non-
defaulting members, individually and direct. The problem
in such cases can be met to some extent, if the rules for financ-
ing defaulting societies are liberalised on the lines indicated
earlier. We would even go further and suggest that, where
necessary, the loans in arrears may not be considered as
overdue from the point of view of eligibility for the reflinance
etc. provided that effective action has been taken against
the defaulters.

109. The dormancy of a large number of primaries,
with a sizable volume of frozen debts, is a factor whose effect
is generally not limited to the primary level but is also re-
flected at the level of central banks. Central banks saddled
with such chronic overdues are, therefore, unable to provide
fresh finance even to creditworthy societies. We suggest that,
in such cases, the apex bank may step in by establishing a
branch in the area and finance the existing societies which
are creditworthy and the new societies, so that the flow of
production credit is kept up and not handicapped by their
having to be served by a near-dormant central bank. At the
same time, the management of the central bank should be
suitably changed, possibly by the bank being placed under
departmental administration or that of the apex bank so
that there are no inhibitions in the way of a single-minded
drive for recovering old dues. Rectification of weak primaries
and liquidation of those beyond redemption should also
proceed alongside. Such of the dormant societies as get
revitalised should be taken over by the apex bank’s branch
for current financing.

110. Once this process is over and irreducible bad
debts of the central bank emerge clearly, the central bank
should be reorganised on the basis of an arrangement to
write off such bad debts. The central bank will have to be
assisted, in writing off the residual bad debts, by the apex
bank to the extent that it can do so and to a more substantial
extent, by a subvention from the State Government. The
responsibility for financing the societies which had been ear-
lier taken up by the apex bank, should then be restored to
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the central bank. The normal, demociatic management of
the central bank would also be restored and the apex bank
can then withdraw from the picture. Action on these lines
may be found appropriate not only in States such as Bihar
and West Bengal, where some central banks are almost dor-
mant, but even in better developed States in respect of the
few central banks which have reached an impasse in their
working owing to past mismanagement or other factors.

Absorption of overdues from own resources

111.  Another aspect of stagnation in these areas is that
in many cases it has resulted from the inability of the central
banks to absorb overdues within their own resources, and
their consequent inability to maintain creditworthiness with
the higher financing agencies. For example, the disposable
own resources of central banks in Assam, as on 30 June 1963
were only Rs. 24 lakhs as against overdues of Rs. 195 lakhs ;
the corresponding figures were, respectively, Rs. 213 lakhs
and Rs. 290 lakhs for Rajasthan, Rs. 106 lakhs and Rs. 139
lakhs for the Telangana area of Andhra Pradesh and Rs. 28
lakhs and Rs. 36 lakhs for Jammu and Kashmir. In Bihar,
the own resources of co-operative central banks appeared
to be so fully locked up otherwise as not to leave any part
as disposable for the present purpose, while the overdues
were Rs. 135 lakhs. The position is seen to be even more
difficult when individual cases of central banks are consi-
dered instead of State-wise aggregates. It is important,
therefore, to augment the deposit resources of the co-operative
banks on the lines suggested earlier.

112, All developments in regard to larger mobilization
of deposits on the one hand and avoidance of overdues, ade-
quacy of stabilisation arrangements etc. which might reduce
the need for absorption of overdues from own resources on
the other, can, however, materialise only over a period of
time. Meanwhile, there is a suggestion based on a some-
what similar recommendation made by the Committee on
Taccavi Loans and Co-operative Credit which we would
propose for consideration, especially for States in which there
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is no early prospect of an increase in deposits with co-operative
banks. For those banks which have poor deposit potential,
it seems necessary that the State Governments should place
some resources (e.g. amounts which they would have other-
wise distributed as taccavi) at the disposal of these banks to
serve as a substitute for the deposits that they lack. The
assistance will have to be technically in the nature of loans,
but the terms should be such (e.g., repayable in five instal-
ments after a period of five ycars) that the banks concerned
can use them as if they werc term deposits. The State Govern-
ment should not have a preferential position in respect of these
deposits vis-a-vis deposits from the public or co-operative socie-
ties. We prefer that such assistance is given as a loan rather
than as share capital, because thereby over-capitalization
is avoided, and the need for replacing the resources obtained
from the Government, as soon as possible, by mobilising
larger deposits from thc public, will be kept prominently
before the banks.

Problems of Personnel and Leadership

113. A major handicap experienced in the working
of co-operative credit institutions all over the country today
is the gencral lack of personnel with the requisite degrec of
professional competence cspecially in the banking aspects
of their working. This needs to be urgently rectified by
vigorous efforts for recruiting persons with the relevant quali-
fications and for providing appropriate training facilities.
The difficulty in this regard is particularly acute in the Eastern
States as also in Rajasthan which suffer from a paucity ol
personnel to manage the credit institutions and to scrve at
different levels of the Co-operative Department in carrying
out the tasks of administration and audit. As far as the stafl
is concerned, thc urgent nced is for finding the necessary
funds and also, at the same time, drawing up and imple-
menting a suitable programme of recruitment and training.
The shortage is not in all cases onc of resources, and in many
cases even when funds were forthcoming, either the posts
have not been filled in or the men who have been appointed
to them have not stayed at their jobs. This apart, incfli-
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ciency in actual working has resulted from various factors
such as the inadequacy of staff, absence of the necessary degree
of supervision owing to the lack of inspectorial staff at higher
levels and the lack of training facilities. It is not necessary
for us to go into the details of the position in different States
and to suggest specific steps for overcoming these difficulties.
We have no doubt that, if an earnest effort is made and sui-
table incentives are oflered, the problem of personnel can
be satisfactorily solved in these arecas as elsewhere, over the
next few years.

114.  While this would be true of personnel at the lower
levels, particularly the field staff for inspection, supervision
and so forth, it may not be easy, in the short run, to find the
senior executives required for managing the financing institu-
tions, especially the co-operative banks. This is, at the same
time, particularly important because, in the entire programme
of revitalisation, a key role has to be played by the leader-
ship and management of apex and central co-operative banks,
especially the former. We therefore, suggest, as a short-
term expedient, that, where necessary, these States may ob-
tain the services of officers of the Agricultural Credit De-
partment of the Reserve Bank of India on deputation or,
in suitable cases, the services of retired officers of apex co-
operative banks or of State Governments with the necessary
experience. In each case, the aim should be to get the local
officers trained up in actual work over a period of 2 to 3 years
so that they might take over from those brought in to meet
the special needs, as a temporary measure.

115. More difficult to compensate for is, however, the
paucity of local leadership. This is a major handicap in
States where the conditions have not been favourable for the
emergence of such leadership and the Government had not
particularly encouraged the initiative and independence of
the elected representatives of the co-operative banks. A
change in this situation can come about only as a result of a
positive reorientation of Government policy in these States
in the direction of de-officialisation. Secondly, to the extent
that some of thc institutions have come to a crisis or stand-
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still because of inefficient or unsatisfactory leadership of per-
sons who are not themselves conscious of, and faithful in ob-
serving, the right canons of co-operative conduct, there is
need to remove from the management of co-operative insti-
tutions (including the office-bearers) any persons who are
either themselves defaulters or represent defaulting institu-
tions. Finally, the co-operatives can attract leadership of
the necessary calibre and sufficient enthusiasm only to the
extent that they become cflective institutions and are in a
position to render service, in some significant measure, to the
community. We, therefore, hope that, as these institutions
gain in their effectiveness in terms of service, financial strength
and aggregate performance, leadership of the required quality
and integrity will be attracted to them and, to this extent,
their functioning may more fully conform than in the past
to the expectations in regard to the availability and eflective-
ness of local leadership which underlie the three-tier structurc
of co-operative credit.

Role of Government

116. We have had occasion to cmphasizc earlier the
important role which the State Government has to play in
carrying out a programme of reform and development in
respect of co-operative agricultural credit. This help con-
sists of measures in different directions such as adequate ser-
vice in terms of audit and administration, the extension of
special aids in the form of deposit-cum-loan to augment the
resources of central co-operative banks, patronising co-opera-
tive banks by getting them quasi-Government deposits, and
the general support of the entirc machinery of administration
not only in the Co-operative Department but also in the
related departments of Agriculture, Finance and Revenue,
so that, in their day-to-day working, the co-operatives are
able to receive in a concretc form that encouragement which,
in broad policy terms, is promised to them by State policy
as set out at the highest levels. Also relevant from this point
of view is the manner in which thc Government operates
schemes which cither supplement or compete with what the
co-operatives have to do. Tor cxample, their programmes
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for agricultural development and the development of specially
backward or depressed areas or sections of the population will
have to be co-ordinated with the co-operative effort. Si-
milarly, in the provision of taccavi (in regard to which we
make our specific proposals later), the Government should try
to protect co-opcrative discipline and interests as the failure
to do so has, in many cases in the past, adversely affected the
morale of the co-operative membership and made them look
lightly on their own obligation to rcpay their co-operative
loans.

117. From the point of view of ensuring this type of
many-sided responsiveness and support and increasing the
active interest evinced in co-operatives by the entire machinery
of the State Governments, it is relevant to refer here to the
experience of West Bengal, where a Review Committee has
been functioning in the last few years with representatives
of the appropriate departments of the State Government,
the apex and central co-operative banks as also of the Central
Ministry of Co-operation and the Reserve Bank, for reviewing,
from time to time, the implementation of the scheme of re-
organisation of co-operative credit in the State. It will be
useful if a similar high-level committee is set up in each of
the States of this group, for reviewing periodically the progress
made in implementing their respective programmes for co-
operative credit, and taking quick decisions on urgent matters.
Further, the senior officer who, in most States, is in overall
charge of the programme of agricultural production should
also be required to take an active interest in the programme
of co-operative credit and extend the necessary support to the
Registrar of Co-operative Socictics who will be in charge of
the latter. It would also be useful to set up special cells to
deal with the problems of these States both in the Reserve
Bank and in the National Co-operative Development Corpo-
ration.



PART VI
TRANSITIONAL ARRANGEMENTS—SOME ALTERNATIVES

118. We have stated in the last chapter our conclusion
that, in view of the stupendous task involved in the reorganisa-
tion of co-operative credit in the States of Assam, West Bengal,
Bihar, Orissa and Rajasthan as also the Union Territories of
Manipur and Tripura, the co-operatives in there States should
not, ordinarily, extend their geographical coverage but con-
centrate on the consolidation of the structure in the areas
already served by them. Some alternative arrangements of a
transitional and supplementary nature have, therefore, to be
made to ensure that the other areas of these States are served
in respect of instituticnal agricultural credit in the immediate
future. The ultimate aim, however, should be that, in each
State, once the co-operative credit structure has made sufficient
progress in terms of reorganisation and development, it should
take over the entire responsibility for agricultural credit in all
parts of the State, and the supplementary arrangements now
devised on a temporary basis should be terminated.

119. In determining the pattern of these arrangements,
certain considerations are relevant. Firstly, the organisation—
existing or new—which is to meet this need should be such
that it can be easily withdrawn from the scene when its opera-
tion in this sphere, ceases to be necessary. Secondly, as the
task of reorganising co-operative credit in these States will
itself keep the hands of the respective State Governments and
their administrative machinery full, the proposed arrange-
ments should not be such as to make a heavy draft on their
personnel and other resources. Thirdly, as any new or exist-
ing centralised organisation would not- be able to count on
mutual knowledge, local leadership, decentralised responsi-
bility, etc., for the proper dispensation of credit at the village

81
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level and specially, for its prompt recovery, linking of credit
with marketing assumes an additional rignificance as a condi-
tion for its smooth and effective operation. It follows from
this that the organisation should take full advantage of the
present official thinking on food policy, both from the point
of view of stimulating the demand for production credit and
ensuring prompt repayments and, for this purpose, have a close
relationship with the proposed Food Corporation of India
and its State level units. Fifthly, the organisation should be
in a position to draw on the experience of the Reserve Bank
and its guidance on the technical aspects of the policies and
procedures in respect of agricultural credit. Finally, the
Government of India, in view of its active interest in increased
agricultural production, should be intimately concerned with
the proposed organisation and have an effective voice in its
management. Though based in the State, the organisation
will have to look very much to the Centre for direction and
support.

Food Corporations

120. One possible arrangement which suggests itself
from this point of view is that the Food Corporation of India
to be set up by the Government of India or the organisations
through which it may operate in the States for the purchase
of paddy and wheat may also undertake the business of dis-
pensing production credit. We note that the legislation being
enacted for the establishment of the Corporation includes an
enabling provision for this purpose. Though this proposal
has the apparent merit of being most likely to facilitate the
linking of credit with marketing, we are of the opinion that
the business of dispensation of production credit is too detailed
and complicated a task to be satisfactorily discharged by an
organisation designed for the relatively simpler function of
buying and selling foodgrains. Further, what is required is
only a transitional arrangement ; it may not prove practicable
to ensure that the Food Corporation, which is a permanent
organisation, will withdraw from the business of production
credit and yield place for co-operatives, ar is envisaged by us,
at an appropriate stage in the future. Moreover, the Cor-
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poration’s interest is limited to foodgrains while the credit
needs extend to all agricultural commodities. For all these
reasons, we consider that the function of providing credit for
agricultural production should not be entrusted to the Cor-
poration even as a transitional arrangement. - The only typc
of lending activity which may perhaps be associated with the
Corporation is the provision of advances against producc
cxpected to be supplied or offered for pledge. We would also
cmphasize that it will not be advisable for the Corporation to
take advantage of the relevant provision of the legislation and
undertake this function of production credit, in this group of
States or elsewhere in the country, as it is bound to have an
adversc effect on the co-operative or other institutional
arrangements for credit proposed in this report for the con-
cerned areas.

Taccavi

121. Another alternative is taccavi. We see no reason
to disagree with the view which has now generally come to be
accepted that taccavi cannot be considered a satisfactory
institutional arrangement for the provision of agricultural
credit in replacement of private credit. The Rural Credit
Survey Committec and, more recently, the Committeec on
Taccavi Loans and Co-operative Credit have very well brought
out the various weaknesses and unsatisfactory features asso-
ciated with the working of taccavi, such as inaccessibility from
the point of view of the cultivator, delays in sanction and dis-
bursement, inadequacy of the quantum of loans, the lack of
supervision and inefficiency in the matter of recovery. - Past
experience has clearly demonstrated that taccavi, in view
of these well-known limitations, cannot be expected to provide
cffective support to any dynamic programme of agricultural
production. We, therefore, feel that taccavi cannot provide
the temporary arrangements for areas not served by co-opera-
tives but may help to meet specific needs in certain limited
contexits, he

122. The role of taccavi should be restricted, by -and
large, to circumstances associated with the needs of s‘pecia;ﬂy
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backward classes or areas or certain emergent situations such
as, for example, those connected with distress and need for
relief. The role of taccavi will, therefore, have to be carefully
circumscribed with reference to the conditions obtaining in
each State in regard to the serviceability of the co-operative
credit structure on the one hand, and the magnitude and re-
quirements of the agricultural programmes of the State
Government, on the other. The approach should be to permit
taccavi loans on any significant scale only if a special program-
me of intensive agricultural production is being undertaken
by Government and the co-operative credit structure is either
absent in that area at the moment, or is not likely to be able
to meet the credit needs under the programme in the imme-
diate future. Even in such cases, taccavi should be only a
short-term expedient ; it should be restricted to those who are
not members of co-operatives, and the policies in regard to
its operation, e.g., in the matter of interest rates, dealings with
defaulters, ctc., should be such that the co-operative is not
placed in a position of comparative disadvantage and co-
operative discipline is not violated.

Commercial Banks

123.  Another alternative which may be considered in
this connection is that of the commercial banks being brought
in to play an important role in the provision of agricultural
production credit. Past cxperience, however, does not en-
courage us to expect them to provide production credit on any
significant scale. As we have indicated in Part 11, the total
finance provided by commercial banks for agricultural pro-
duction was only around Rs. 5 crores lor the country as a
whole in 1962-63 and, even of this, the major part must have
gone to large-sized holdings on which commercial crops are
raised and which arc operated more or less on business lines
unlike the average Indian farm. Yurther, being commercial
institutions, they may not be able to adapt themselves to the
needs of financing agricultural producers in any large num-
bers, particularly, as they will not have any organic links with
local institutions or the State Governments or local leaderships
of which they can take advantage. Besides, being institutions
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which operate at national or regional levels, it is doubtful
if they will find it convenient or remunerative to deal with
cultivators spread over thousands of villages or be sufficiently
responsive to their needs.  Further, rural finance, particularly
that for agricultural production, has features peculiar to it
such as personal surety, uncertainties arising from suscepti-
bility to natural calamity, the relatively long periods over
which the production process is spread, etc., which would all
make it difficult for commercial banks to undertake such
business.

124. We do not, howcver, rule out the possibility of
some improvement of the position in this regard. Of late,
the commercial banks appecar to be intensifying their cfforts
to tap deposits in the rural arcas by opening branches. It
should, in our view, be an obligation on their part that, as this
trend gathers momentum, they increasingly endeavour to
make thesc resources available for financing production and
development in the areas in which they have been raised. It
is likely that they can, for example, help in meeting the needs
of relatively bigger and progressive cultivators who are suffi-
ciently business-like in their production and marketing opera-
tions, whose agricultural business may be considered to be
almost commercial in its nature and dimensions, and whose
plane of cultivation involves larger inputs than can usually be
accommodated within the prevailing ceilings for finance set
by individual maximum borrowing limits in agricultural credit
societies. Progress in this direction, however, is likely to be
slow and cultivators of this type will not be many. It will,
therefore, remain broadly true that one cannot look to the
commercial banks for providing a satisfactory system of
agricultural credit, cven on a purely supplementary and
transitional basis, for any large sections of the cultivating
population in Indian conditions.



PART VII

STATE BANK OF INDIA

125. It has always been cnvisaged that the State Bank
of India would play an active role in the sphere of rural bank-
ing and credit and operate so as to support the co-operatives,
cspecially those engaged in marketing and processing, in many
ways. Other directions in which the State Bank was expected
to make its contribution in this sphere related to branch
extension and remittance facilities. It becomes, therefore,
relevant to consider the part played by the State Bank in this
sphere in the past and the possibilities for the future, as
arising from the basic objectives underlying its functioning,
independently of how well it can contribute towards provid-
ing the transitional arrangements required to meet the needs of
parts of some States in which active co-operatives do not exist.

126. The State Bank of India has endeavoured to aug-
ment the resources of the co-operative banks for financing
marketing and processing co-operatives, consumer stores and
other co-operatives and also to directly finance various co-
operative enterprises. Some progress has been made in
cnsuring that the State Bank’s procedures and policies in this
regard are increasingly oriented to meeting the practical diffi-
culties experienced by the co-operative institutions concerned
and also that, in this process, co-operative discipline is not
violated. In addition, the State Bank has also been assisting
the central land mortgage banks by providing them with in-
terim accommodation pending floatation of debentures and
by contributing to the debentures floated by them, usually
upto 10 per cent. The State Bank has not so far undertaken
the provision of production or developmental credit for agri-
cultural purposes to cultivators direct or to the co-operative
credit structure for financing them as, under the framework
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of agreed policies, this responsibility was entrusted to the co-
operative credit structure which was expected to discharge
it with appropriate assistance {from the Reserve Bank.

127. The record of the State Bank in the matter of sup-
porting non-credit co-operative activity connected with agri-
culture has been, on the whole, quite encouraging. To
illustrate in quantitative terms, the limits sanctioned to co-
operative sugar factories have increased from Rs. 145 lakhs
to 4 factories as on 30 June 1958 to Rs. 925 lakhs to 30 fac-
tories as on 30 June 1964 ; in respect of other processing
societies and co-operative marketing societies, the number of
accounts and sanctioned limits have risen from 12 and Rs. 15
lakhs to 173 and Rs. 136 lakhs respectively over the same
period. The limits sanctioned to co-operative banks have
risen from Rs. 12.67 crores to Rs. 32.63 crores of which
Rs. 7.78 crores represent interim accommodation to land
mortgage banks,

128. In the years to come, the State Bank is likely to
be called upon to play a much bigger part than in the past
in financing the marketing of agricultural produce. The
cxtended programme of co-operatives marketing which is
likely to develop in the coming years, specially in the context
of the contemplated purchase of foodgrains on a large scale
by the proposed Food Corporation of India may occasion a
larger demand for financial accommodation for these purposes
than in the past. The State Bank of India will have to
shoulder an increased responsibility, generally, in providing
the working capital requirements for this type of business,
whether it is undertaken by the co-operative or other organisa-
tions. We have no doubt that the State Bank, in this context,
will further liberalise its loan policies and procedures for pro-
viding larger financial accommodation to co-operative mar-
keting and processing societies to the full extent of their needs,
subject to their eligibility with reference to reasonable stand-
ards of entitlement. It is also to be expected that the Bank’s
involvement in the financing of industrial activity relating to
the processing of agricultural produce organised on a co-
operative basis, will also grow side by side.
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129. The role of the State Bank in relation to the co-
operative movement is thus seen to be taking shape broadly on
the lines envisaged under the integrated scheme of rural credit
and represents a response in the right direction to the credit
requirements of the expanding co-operative sector. Co-
operative activity in various non-credit spheres has been on
the increase in the last few years and is likely to expand fur-
ther in the future. At the same time, it is now almost an
accepted policy that the co-operative banking structure which
is responsible for agricultural credit should also seek to meet
the needs of all the other co-operative societies such as those
engaged in marketing, processing, distribution, industrial pro-
duction, construction and so on. This situation presents a
problem to the co-operative banks in so far as their own re-
sources are not sizable and refinance facilities are not avail-
able for most of these purposes from the Reserve Bank. In
this context, considerable significance attache: to the emerging
role of the State Bank as a supplementary source of finance to
the co-operative sector. The accommodation available from
the State Bank has so far been routed through co-operative
banks in thosc areas where they are reasonably sound in
their financial position and efficient in operational methods,
and provided direct to the concerned co-operatives in the other
areas where co-operative banks are not upto such standards.
In either case, this has meant a substantial support and has
helped to reduce the strain on the own resources of the co-
operative banking structure in relation to its responsibilities,
obviating in the process the depletion which might have
otherwise occurred in the resources which the structure has
to set apart for discharging its growing responsibilities in res-
pect of agricultural production. This development is also
Jjustified, in a wider context, in so far as the activities which the
co-operatives are, in these cases, trying to take up are those
which had earlier been undertaken by private parties and
financed by the commercial banking system drawing upon
resources provided by the urban depositor.

130. While, therefore, recent experience in this field
would seem to point towards the contribution which the State
Bank can make towards an orderly pattern of financing



89

arrangements for the co-operative movement, it is necessary
that these trends should, in future, be carried further. Thus,
the State Bank may have to extend and expand its credit faci-
lities to cover, in an increasing measure, the needs of those types
of non-credit co-operatives which it has not yet begun to
finance in any big way. Secondly, as a corollary to the in-
creased flow of such facilities, the State Bank may have to take
a greater interest than in the past in the credit operations
connected with the co-operative activities financed and place
the financing arrangements on a systematic footing. It may
be recalled, in this connection, that a similar process was
witnessed in the evolution of the role of the Reserve Bank in this
sphere. Thus, in the initial stages, with a view to making a
beginning, the Bank provided funds to the co-operative bank-
ing structure on an ad hoc basis against Government guarantee
without going into too many details of the manner in which
the funds were routed, the basis on which the quantum of ac-
commodation was determined, the various aspects of banking
discipline involved in the extension of such credit at different
levels, and so on. As more experience was gained and the
quantum of accommodation grew larger, however, the Bank
found it necessary to interest itself more intimately in all
the facets of the working of the co-operative banks, even
apart from such responsibility as resulted from its being the
central banking authority. We are sure that, in so far as
the State Bank increasingly undertakes the role of a major
financier of the co-operative sector in these directions, it
will also find it necessary to reorient its approach to its res-
ponsibilities in this sphere and help to ensure that lending
policies and procedures at different levels are in tune with the
requirements of sound banking, without unduly upsetting the
current co-operative practice in these matters. In this con-
text, increasing co-ordination between the Rural Credit
Department of the State Bank and the Agricultural Credit
Department of the Reserve Bank will be necessary and useful.

131. In another aspect of the role which is expected
of it in the rural economy, the State Bank has not only opened
a large number of branches already but is to undertake fur-
ther programmes of branch cxpansion which will help to
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extend its activities to relatively small places. 'These branches
are capable of playing a big part in providing credit facilities
to the producers in the rural sector and it is desirable that
the part which the State Bank can play is oriented to those
credit needs of the activities of production and development
which represent the gaps in the institutional credit facilities
available at present in the rural areas. It is broadly in this
context that the State Bank has outlined a Rural Pilot Cen-
tres Scheme somewhat analogous to its earlier scheme for
financing small industries, for establishing certain selected
pilot centres for the purpose of meeting some of the needs of
production and developmental credit in the rural areas and
providing certain facilities, e.g., storage, which are incidental
to such credit functions. The aim of the Scheme is to bring
banking and ancillary facilities within reach of such rural pro-
ducers having viable business units as need credit but do not
have an institutional source to turn to. Particulars of the
proposed scheme, as set out by the Bank, are presented in some
detail in an appendix to this report. So far as agricultural
credit is concerned, in a majority of these centres, the co-
operative credit structure is likely to be found already ade-
quate or potentially so from the point of view of meeting the
short-term and ordinary medium-term requirements of credit
and, therefore, the main role which the Bank may be expected
to play would relate to medium and long-term finance for
developmental activity associated with investment in the agri-
cultural sector. This acquires special significance in the con-
text of the facilities of refinance available from the Agricul-
tural Refinance Corporation and the increasing emphasis
being placed on the commercial banks coming forward to
participate in the financing of agricultural development. An
institution like the State Bank should be able to play a big
part in meeting such requirements, especially wherever special
schemes of agricultural development are in progress or can be
formulated e.g., for the development of orchards, ctc., and siz-
able investment has to be undertaken by a large number of
individual cultivators usually as a corollary to some develop-
ment which has been financed and carried out by the Govern-
ment. In such cases, technical guidance and assistance is
likely to be forthcoming from Government or other agencies,
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the investment activity undertaken by the cultivators will itself
be a part of a bigger programme whose technical feasibility
must have been examined and ensured, and the emerging de-
mand for medium-term and long-term resources is likely to be
fairly sizable. The pilot centres in the areas where the pri-
mary agricultural credit co-operatives do not exist or lack the
support of the usual upper tiers of the co-operative credit
structure, may, however, have to go further and provide even
short-term production credit and the medium-term credit for
maintenance and replacement of assets until such time as the
co-operatives become strong enough to take over these res-
ponsibilities in such areas also.

132, The initiative of the State Bank in this regard is
welcome and we are in full agreement with the general outline
of the experimental effort proposed. In the actual operation
of this programme, as has been indicated, a distinction will
have to be made between the States of West Bengal, Bihar,
Orissa, Rajasthan and Assam on the one hand, and the rest of
the States, on the other. It is, by and large, only in the areas
not served by co-operatives in the former group of States that
the pilot centres will need to involve themselves in short-
term production credit in addition to developmental finance.
In Assam, there may also be scope for financing co-operatives
as well, in areas where the primary agricultural credit socie-
ties will bc functioning without the support of the higher tiers
of the normal co-operative credit structurc.

133. This programme of the State Bank in so far as it
concerns the direct finance for agriculture, will need to be
carefully co-ordinated with the programme of rcorganisation
of co-operative credit generally and with the working of co-
operative banks and societies in areas to be covered by the
pilot scheme, in particular. The need for co-ordination will
arise in more than one context. For example, it may be
necessary to ensure that the terms and conditions of the ad-
vances made by the State Bank are not more attractive than
those offered for advances for a similar purpose by co-opera-
tive credit institutions in the area. Again, in the selection of
pilot centres to be established by the State Bank, account wils
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have to be taken not only of the existing branches of the co-
operative banks, but also of the branches which these banks
would be expected to open in the near future. Further, it
should be ensured that there is no double financing, that is,
that the same person does not borrow from the State Bank
and the co-operative credit structure for the same or similar
purpose, that the total institutional credit provided to the
cultivator by all the agencies is not beyond his repaying ca-
pacity, and that defaulters to the co-operatives arc not financed
by the State Bank.

134. The proposed pilot schemc is welcome, but so
far as the need for supplementary arrangements for institu-
tional agricultural credit in the States of the Eastern Region
and Rajasthan is concerned, wc feel our conclusion in regard
to the State Bank is not different from that in respect of other
commercial banks. It will not, in our view, be appropriate
to entrust to the State Bank, which has yet to gain experience
in this field, full responsibility for providing transitional ar-
rangements for agricultural credit.



PART VIII
STATE CORPORATIONS FOR AGRICULTURAL CREDIT

135. We have reached thc conclusion that the transi-
tional arrangements for credit for agricultural production,
which are required to be made in areas where the perfor-
mancc of the co-operative agency has proved most inadequate,
cannot be provided by the State Bank of India or other com-
mercial banks or thc proposed Food Corporations at the
Central and Statc levels or by any large scale provision of
taccavi. The cstablishment of a new institution, therefore,
scems necessary. In considering the type of organisation to
be sct up, several considerations become relevant. As indi-
cated carlicr, the new institution should be capable of being
withdrawn from operation once the State Government has,
through active cfforts on the lines reccommended in Part V,
succeeded in raising the co-operative credit structure to a
position in which it can shoulder increased responsibilities.
Further, as the programmes for rcorganisation of co-opera-
tive credit are likely to tax to the full the limited resources,
in terms of men and money, which the State Governments
can command, it is from outside the States that the initiative
for establishing these supplementary arrangements and pro-
viding the managerial competence, direction and many-
sided support for making them work successfully, will have
to come. The Reserve Bank, in particular, will have to
play an important part initially in getting the new institu-
tions into position and later in ensuring that they operate
on sound and efficient lines, by providing assistance not only
in terms of financial accommodation but also in respect of
policics and procedures to be adopted and of the top level
management (o operate them. The State Bank of India
should also help the new organisations with working funds
and personnel. The Government of India, in view of their
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vital interest in increased agricultural production, should
also be accorded an important place in the proposed orga-
nisations. It appears necessary to establish a separate orga-
nisation for each of the States concerned, rather than a com-
mon one for all of them, if the necessary degree of support
from, and co-ordination with, the State Governments is to
be ensured. In view of the help from the State Governments
in respect of legislation and administrative action which, as
we show later, will be essential for the satisfactory working
of the new organisation, it is important that the State Govern-
ments should be kept fully in the picture and their co-operation
sought in the establishment and the functioning of the orga-
nisation.

136. On these considerations, we recommend, as the
most satisfactory arrangement for the purpose, that an Agri-
cultural Credit Corporation be set up in each of the States
of Assam, Bihar, Orissa, West Bengal and Rajasthan, with
provision for the Corporation in Assam to extend its opera-
tions to Tripura and Manipur. The share capital of the
Corporations should be provided, to some extent, by the
State Governments concerned but, in the main, by the Govern-
ment of India, the proposed Food Corporation of India, the
Reserve Bank of India and the State Bank of India. All
these should be represented on their management. Provi-
sion may also be made for the Reserve Bank to be intimately
associated with the determination of policies and procedures,
ctc., of the Corporations so that they may have the benefit
of the expertise and experience in the field of agricultural
credit which the Reserve Bank commands. The credit corpo-
ration will make loans but accept no deposits from the public.
The Corporations should raise their working funds mainly by
borrowing from the State Bank or the Reserve Bank or both.

137. As for the financing functions, we contemplaic
that the Corporations should mainly aim at providing short-
term loans for agricultural production on the basis of ra-
tional and . production-oriented loan policies, as embodied
in the crop loan system. One aspect of these policies which
has not generally been in evidence so far in the co-operative
sphere u:z., a close link between credit and marketing, will
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be specially important for the Corporations as, unlike the
co-operative agency, they will have no local roots and will,
therefore, have to depend largely on such linking for ensuring
prompt recoveries. The Corporations will provide loans to
cultivators engaged in the production of wheat and paddy
on condition that the borrower agrees to repay the loan by
definite delivery of these grains at fixed points, to the Food
Corporation (or its agent), which would buy such produce
at pre-determined incentive prices to be announced well in
advance of the purchase. While these arrangements may
obtain for the present only in respect of paddy and wheat,
every attempt should be made to take advantage of any other
marketing arrangements which are satisfactorily functioning
or can be organised, in respect of other agricultural commo-
dities also. In some cases, the State Governments will be
undertaking purchase operations in respect of foodgrains
other than paddy and wheat while, in others, it may be pos-
sible to make arrangements with the State Trading Corpora-
tion for the assured purchase of some of the commercial crops,
e.g., jute, tobacco, etc. Elsewhere, there are already arrange-
ments under which sugarcane is collected and delivered by
co-operatives to private sugar factories. In still other cases,
a co-operative marketing or processing society functioning
satisfactorily might be available with which the Corporations
could link their credit operations. We suggest that all these
possibilities should be fully exploited so that the scope and
coverage of services by the Credit Corporations may be
extended to as many cultivators as possible.

138. Though the Corporations may advance loans to
substantial cultivators direct, they may find it prudent and
convenient to make loans to small cultivators on a group basis,
i.e., against joint bonds executed by them. A group of this
type can perhaps be expected to form an initial nucleus of
co-operative activity on an informal basis, experience of which
can lead to the eventual emergence of a regular co-operative.

139. The general idea is that the Corporations will
function wherever no active co-operatives exist or the existing
Co-operatives cannot be easily rendered active. Their areas
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of operation will, therefore, have to be demarcated carefully
on the basis of a quick investigation and classification of
villages for the purpose. It is obvious that the areas thus
demarcated may not be contiguous or whole districts, but
may consist, in most cases, of parts of various districts., As
the State Bank of India, through the pilot centres, may be
financing cultivators (and co-operatives in Assam) in the same
areas as those served by the Corporations, co-ordination will
be necessary between these two agencies also.

140. While these arrangements may be broadly satis-
factory for West Bengal, Bihar, Orissa and Rajasthan, the
pattern of working for the Corporation for Assam may have
to be slightly different. On the one hand, as explained earlier,
the co-operative credit structure in this State has virtually
come to a standstill as a result of high and chronic overducs
and the apex and central co-operative banks in this State arc
hardly in a position to initiate, financc and carry out
a programme of reorganisation, even to the limited extent
to which similar organisations can be expected to do so in
the other States of this Group. At the same time, it should
be noted that a scheme was drawn up in May 1963 for the
rehabilitation of the structure in the area of the three central
banks of Tezpur, Nowgong and Cachar following consulta-
tions between the Central and State Governments and the
Reserve Bank. The scheme envisages a classification of
societies into different categories with reference to the position
relating to their dues to the central bank, and further steps
to be taken on this basis. New societies, societies which arc
completely debt-frec and those in which a majority of the
members have repaid more than one half of the total co-
operative credit taken by them, are to be taken up for revita-
lisation immediately. Of the remaining societies, those which
are beyond hope of repair are to be taken into liquidation
and the rest revitalised either by amalgamation or by other
means, on a phased programme. Members are also to be
classified on a somewhat similar basis and fresh financing is
to be undertaken in respect not only of new and debt-frec
members but also those who having repaid one-half or more
of their dues are taken out of their defaulter status by the
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conversion of the existing overdue amounts into medium-
term loans. Coercive action is to be taken for recoveries from
those who had not repaid even one half of their dues. The
scheme also contemplates strengthening of the machinery for
management and supervision in the central banks and the
staff of the Co-operative Department, as also the other lines of
reform required in the working of the apex and central banks
of the State. The scheme was approved by the State Gov-
ernment as late as December 1963 and it is only recently that
some progress has begun to be made in its implementation.

141. In view of the foregoing it is our proposal that,
for the immediate future, only the central banks of Cachar,
Nowgong and Tezpur may be taken into account for the
programme of reorganisation of co-operative credit, with the
Assam Apex Co-operative Bank being required to operate as
the apex bank only for these three central banks in this context.
For the rest of the State, we suggest that no reliance be placed
on the existing central banks for the present so far as co-opera-
tive agricultural credit is concerned and that in the area of
operation of these banks, the proposed Corporation should
itself finance revitalised agricultural credit societies as well as
newly established societies, apart from financing cultivators
direct in villages not covered by such co-operatives. In this
State as well as in other States where the Corporations are
to be set up, they will not finance non-members of primary
societies in villages which are served by active or revitalised
primary societies, as it is expected that these societies will
increase their coverage by bringing such cultivators into their
fold gradually in the process of attaining viability. Thus the
Corporation will finance not only cultivators in villages not
served by co-operatives throughout thc State but also the
primary co-operatives in the areas other than those served by
the three central banks referred to above. As and when the
co-operative credit structure in the State comes up to a com-
parative position of financial soundness and operational
cfficiency, the Corporation can hand over its functions to the
apex co-operative bank and withdraw from the scene alto-
gether.  The district central banks may also be brought back
into the picture throughout the State at that stage.
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142. The establishment of the Corporations may be
provided for by the enactment of enabling Central legislation
on the lines of the State Financial Corporations Act. The
Reserve Bank should take an active promotional interest and
help to bring these Corporations into position in the different
States, as it did in the case of the State Financial Corporations,
by persuading the State Governments to take the necessary
steps and assisting them with the technical advice necessary
for the purpose. The Corporations, when established, will
need not only the effective support of the administrative
machinery of the State Governments but also that of statutory
provisions similar to those which are available to the co-opera-
tives in their dealings with their borrowers. Examples of
such statutory support are the provisions for (i) the creation
of a charge in favour of the lending institution by the bor-
rowing members in respect of the land or interest in land held
by them and the enforcement of this charge ; (i) settlement
of disputes by compulsory reference to arbitration, (iiZ) making
and execution of awards against defaulters and the recovery
of the lending institution’s dues under the procedure avail-
able for the collection of arrears of land revenue, (iv) condi-
tional attachment of property before award or order; (v) con-
ferment of powers of a Civil Court on the Registrar of Co-
operative Societies. Similar provisions will have to be made
in the proposed legislation for the establishment of Agricul-
tural Credit Corporations so that they may not be put to any
hardship in their working, and expeditious and effective action
can be taken for recovering overdue loans. Essential as these
provisions are for the successful working of the Corporations,
they may not lend themselves to inclusion in the Central
statute proposed by us. While the Central legislation should
be made as comprehensive as possible from this point of view
consistently with the limitations imposed by the Constitution,
State legislation may also be undertaken, in addition, for
making statutory provision in regard to those matters which
the Central legislation cannot cover. In ensuring that all
these steps are taken expeditiously and on the lines required,
the Reserve Bank should play an active part.
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143. Personnel needs at the higher levels of manage-
ment and for the field staff who will have to attend to the in-
vestigation of loan applications, disbursement of credit and
supervision for ensuring its proper use and prompt recovery,
will present a problem in each of these States and will have
to be met through a phased programme of recruitment and
training. In planning efforts in these directions, a long-
term view will have to be taken on the assumption that all
such staff will eventually be taken over by the co-operative
organisation when its responsibility is extended to cover the
whole State. For meeting the immediate requirements, it
will be necessary for the Corporations to obtain, on loan, the
services of experienced officers of the Reserve Bank, the State
Bank of India and of the apex co-operative banks which are
working well. The Corporations will have to open a net-
work of branches through which to operate, the number and
location of branches being determined in each case by the
volume of loan business, conditions relating to transport and
communications, and other business considerations.



PART IX

SUMMARY OF RECOMMENDATIONS

The performance of co-operative agricultural
credit has shown impressive progress over the last
decade with such credit accounting for 25.8 per cent
of the total estimated borrowings of cultivator-housc-
holds in 1961-62, as compared with only 3.1 per
cent in 1951-52. The co-operative agency still
remains the best means of providing institutional
agricultural credit in Indian conditions and the
pattern of its organisation should continue to be the
three-tier structure. The existing policies for the
development of co-operative agricultural credit are,
by and large, adequate and should be fully imple-
mented.

Linking credit with marketing

2. The Food Corporation of India should ope-
rate to the maximum extent possible through co-ope-
rative marketing societies. With this support as
well as that implied in the fixation and enforcement
of floor and ceiling prices for foodgrains, the co-opera-
tive marketing structure should be able to assure the
cultivator a satisfactory service which, in turn, should
enable the co-operative credit structure to enforce
the condition for linking its credit with marketing,
using differential treatment in the provision of credit
as a means of such enforcement.

3. The Food Corporations should generally
take advantage of, and support the development
of processing on a co-operative basis rather than
organise processing under their own auspices.
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4. Suitable arrangements should also be made
to ensure some degree of price stability for agricul-
tural commodities other than foodgrains.

Long-term credit

5. The State Governments should look upon
the central land mortgage banks as participants in
the programmes of agricultural development and
give them every support in playing this role. Many
of the Plan schemes may require ancillary invest-
ment by a large number of cultivators and such in-
vestment can be refinanced by the Agricultural
Refinance Corporation. Some service co-operatives
should, on an experimental basis, take the lead in
drawing up, in co-ordination with the extension and
other Government staff, plans for agricultural invest-
ment by individual cultivators in their jurisdiction in
the financing of which the short-term structure as
well as the long-term structure can participate. At
a later stage, the central co-operative banks can take
up a similar task for the whole district.

6. The central co-operative land mortgage
banks in all the States should be generally supported
and strengthened. In Assam, however, in view of
the very unsatisfactory position of the existing central
land mortgage bank, the state co-operative bank
may take up responsibility for long-term credit in
the area of the three central co-operative banks
taken up for rehabilitation, while, for the rest of the
State, the State Government may step in with large-
scale provision of taccavi as a transitional measure.

7. There should be the fullest co-ordination
between the co-operative long-term credit structure
on the one hand and the short-term and medium-term
structure on the other, on the lines indicated in the
report.
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Action in respect of developed Stales Para Nos.

8. In areas where the performance of co-opera-
tives has been found to be satisfactory, e.g., Maha-
rashtra, Gujarat and Madras, the present trend in
policy and operations should broadly be continued
with emphasis being laid on rectifying known weak-
nesses in certain respects.

Action in respect of the less developed group of States

9. In the States of Punjab, Andhra Pradesh,
Madhya Pradesh, Kerala, Mysore, Jammu and Kash-
mir and Uttar Pradesh as also the Union Territories
of Delhi, Himachal Pradesh, Pondicherry and Goa,
vigorous efforts should be made towards full imple-
mentation of the agreed policies and, in particular,
towards remedying the major defects that have been
noticed.

Action in respect of States where co-operative credit has
shown least progress

10. Even in the States of the Eastern Region
and Rajasthan as also the Union Territories of Mani-
pur and Tripura, co-operative credit, in the long
run, should provide the right and adequate solution
for the problem of agricultural credit. Efforts will,
therefore, have to be made for the expansion of co-
operative credit in these areas after an initial period
of consolidation during which, however, an all-out
effort should be made for a fuller implementation
than in the past of accepted policies while the respon-
sibility of the co-operative credit institutions is kept
confined to their present effective geographical
coverage.

11. Supplementary and transitional arrange-
ments should be devised for institutional agricultural
credit in those parts of these States which will thus
remain outside the geographical coverage of existing
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co-operatives, to be withdrawn from the scene once
the co-operative credit structure is sufficiently reha-
bilitated to serve these areas as well.

12. Top priority will have to be given to the
implementation of a programme of rectification and
development of the primary structure on the lines set
out in the report.

13. The following lines of departure from the
normal manner of functioning of the three-tier
structure may become necessary:

(2) In areas where dormancy is widespread or
the liquidation of societies is proceeding very slowly,
the non-defaulting members of the societies taken up
for reactivisation or liquidation, may be financed by
the central co-operative bank direct through its
nearest branch.

(t1) The rules for financing defaulting societies
may be liberalised so that the percentage of overdues
which would make a society ineligible for fresh financ-
ing may be fixed somewhere between 25 and 50 per
cent depending upon local conditions.

(117) Where a central bank has become almost
ineffective in terms of ability to serve affiliated
societies, the apex bank may fill the breach by estab-
lishing a branch and financing the creditworthy
societies, until the central bank is reorganised on the
basis of a suitable arrangement to write off its resi-
dual bad debts. Such action may become necessary
in some of the better developed States also in respect of
those banks which have reached an impasse in their
working owing to past mismanagement.

14. Certain special aids may have to be pro-
vided to the co-operative financing institutions in
these States in the matter of resources and personnel.
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(z) While all the usual steps, on the lines of
agreed policies, should be taken to increase the de-
posits of the co-operative banks, State Governments
should place some resources, e.g., amounts which
would have otherwise been distributed by way of
taccavi, at the disposal of those central banks which
are specially weak in deposit potential. While this
assistance will have to be technically in the nature
of loans, the terms should be such that the bank can
use them as if they were term deposits.

(1) The State Governments in these States
should make available sufficient funds for maintain-
ing adequate staff in their Co-operative Departments
and for enabling the central banks to maintain the
requisite staff. They should also draw up and imple-
ment suitable programmes of recruitment and train-
ing.

(zz7) As a short-term expedient, where neces-
sary, these States may obtain the services of officers
of the Reserve Bank on deputation or, in suitable
cases, the services of retired officials of apex co-opera-
tive banks or State Governments., The local officers
should be trained up in a period of 2 to 3 years.

15. Government policy should be positively re-
oriented in the direction of de-officialisation and
active encouragement for the emergence of local
leadership. Persons who are defaulters or represent
defaulting institutions should be removed from the
management of co-operative institutions.

16. A review committee should be set up in
each of these States, more or less on the lines of a
similar committee now functioning in West Bengal,
with representatives of the concerned Departments
of the State Government, apex and central co-opera-
tive banks as also the Central Ministry of Co-opera-
tion and of the Reserve Bank, for a periodical review
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of the implementation of the co-operative programme.
The senior officer in every State who is in overall
charge of the programme of agricultural production
should also be intimately connected with the pro-
gramme of consolidation.

17.  Special cells may be set up to deal with
the problems of these States both in the Reserve Bank
and the National Co-operative Development Cor-
poration,

Food Corporations

18. Though the legislation being enacted for
the establishment of the Food Corporations includes
a provision to enable them to dispense production
credit, it would not be advisable for the Corporations
to exercise this function even as a transitional mea-
sure,

Role of taccavi

19. Taccavi cannot provide the transitional
arrangements contemplated for the specified areas,
but it may play its normal role in relation to the needs
of specially backward classes or areas or certain
emergent situations. Its operational policies should
be such that the co-operative is not placed at a dis-
advantage and co-operative discipline is not violated.
Long-term taccavi, however, may have to continue
on a fairly large scale in the foreseeable future in
most areas,

Role of the State Bank of India

20. The State Bank of India will have to
shoulder increased responsibility in providing the
working capital requirements of co-operative market-
ing societies for business connected with the purchase
of foodgrains by the Food Corporations. The bank’s
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involvement in the (inancing of the processing of
agricultural produce organised on a co-operative
basis will also have to increase.

21. The State Bank may have to extend and
cxpand its credit facilities to various types of non-
credit co-operatives, e.g., those concerned with dis-
tribution, industrial production, construction, mar-
keting, processing, etc.

22. As a financier of the co-operative sector,
the State Bank will have to work gradually towards
ensuring that lending policies and procedures at
different levels are in tune with the requirements
of sound banking. In this context, increasing co-
ordination between the Rural Credit Department
of the State Bank and the Agricultural Credit Depart-
ment of the Reserve Bank will be necessary.

23. We welcome and support the experimental
scheme, which is under the consideration of the State
Bank, for establishing selected pilot centres to identify
and fill the gaps in the provision of credit for produc-
tion and development in the rural areas. The main
role which the bank may play in this context in re-
gard to agricultural credit, would relate to medium
and long-term finance for developmental activity
associated with investment in the agricultural sector.
In areas where primary agricultural credit co-opera-
tives do not exist or lack the support of the usual
upper tiers of the credit structure, the pilot centres
may provide even short-term production credit and
medium-term credit for maintenance and replace-
ment of assets until the co-operatives can take over
these responsibilities. In Assam, they may have, in
addition, to undertake the financing of co-operatives
as well, in areas where the primary societies will be
functioning without the support of the higher tiers
of the structure.
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24. Inso far as agricultural credit is concerned,
this programme of the State Bank will have to be
carefully co-ordinated with the programme of co-
operative credit generally and with the working of co-
operative banks and societies in the areas to be co-
vered by the pilot scheme in particular.

25. It would neither be appropriate nor possible
to entrust to the State Bank or to commercial banks,
the responsibility for providing the temporary and
supplementary arrangements for agricultural credit
contemplated for specified areas.

Credit Corporations

26. An Agricultural Credit Corporation should
be set up in each of the States of Assam, Bihar, Orissa,
West Bengal and Rajasthan with provision for the
Corporation for Assam to extend its operations to
Tripura and Manipur. These Corporations should
serve the areas to be kept out of the purview of co-
operative credit. Being conceived as transitional
arrangements, the Corporations should be in a posi-
tion to withdraw from the field once the co-operative
credit structure is able to take over the responsibility
for these areas as well.

27. The Credit Corporations will make loans
but accept no deposits from the public. Their share
capital should be provided, to some extent, by the
State Government concerned, but, in the main, by the
Government of India, the proposed Food Corpora-
tion of India, the Reserve Bank of India and the
State Bank of India. All these should be represented
on its management. The Reserve Bank may be inti-
mately associated with the determination of the poli-
cies, procedures etc. of the Corporations. The
Corporations should raise their working funds mainly
by borrowings from the State Bank or the Reserve
Bank or both.
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28. The Corporations should provide short-
term loans for agricultural production on the basis
of the crop loan system. The Corporations will
finance cultivators raising wheat and paddy on the
condition that the borrowers agree to repay the loans
by definitc delivery of these grains at fixed points to
the Food Corporation of India or its agents. At-
temptsshould be made to take advantage of any other
marketing arrangements which are functioning satis-
factorily or can be organised, in respect of other agri-
cultural commodities also.

29. Though the Corporations may advance
loans to substantial cultivators direct, they may find
it prudent and convenient to make loans to small
cultivators on a group basis, i.e. against joint bonds
cxecuted by them.

30. The areas of operation of the Corporations
will have to be demarcated carefully on the basis of
a quick investigation to determine the villages which
are not being served by active co-operatives.

31. In Assam, only the central banks of Cachar,
Nowgong and Tezpur may be taken into account,
in the immediate future, for the programme of re-
organisation of co-operative credit, with the Assam
Apex Co-operative Bank being required to operate as
an Apex Bank only for these three central banks in
this context. For the rest of the State, the Corpora-
tion should directly finance revitalised agricultural
credit societies as well as newly established societies,
apart from financing the cultivators direct in villages
not covered by such co-operatives. In this State as
well as elsewhere, the Corporations will not finance
non-members in villages which are served by active
or revitalised primary societies. As and when the
co-operative financing structure in the State comes
up to the required standard, the Corporation can
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hand over its functions to the apex co-operative bank
and the district co-operative banks and withdraw
from the scene.

32. The establishment of the Corporations may
be provided for by the enactment of enabling Central
legislation on the lines of the State Financial Corpora-
tions Act. The Reserve Bank should take an active
promotional interest and help in bringing these
Corporations into position in the different States.
The Corporation, when established, will need not
only the effective support of the administrative
machinery of the State Governments but also that of
statutory provisions similar to those which are avail-
able to the co-operatives in their dealings with their
borrowers. While the Central legislation should
be made as comprehensive as possible for this purpose,
State legislation may also be undertaken, in addition,
for making statutory provision in regard to those
matters which the Central legislation cannot cover.

33. In regard to the personnel needs of the
Corporations, a long-tcrm view should be taken on
the assumption that all such staff will eventually be
taken over by the respective co-operative organisa-
tions. For meeting the immediate requirements,
the Corporations may have to obtain, on loan, the
services of experienced officers of the Reserve Bank,
the State Bank and the developed apex co-operative
banks. The Corporations will have to open a nct-
work of branches through which to operate.
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SOME ASPECTS OI THE PROPOSAL FOR AGRICULTURAL
CREDIT CORPORATIONS—SUPPLEMENTARY NOTE BY
THE INFORMAL GROUP

Certain issues of policy have come up for gxamination
in the course of a preliminary consideration of our recom-
mendations by the concerned authorities of the Central
Government and the Reserve Bank. On the basis of the
trends of this discussion, a further consultation among mem-
bers of the Informal Group was held after the signing of our
report. We have reached the following conclusions on the
main points discussed by us at the meeting.

1. Scope of operations

The governing consideration, as has been explained
in the Report, is that the Corporation is intended to function
in place of that part, or those parts, of the co-opeative credit
structure, which are, for the time being, unequal to the res-
ponsibility expected to be fulfilled by them and that
the co-operative credit structure should, eventually, take
over its responsibilities from the Corporation. There should
be no difficulty either in identifying the apex banks and
central co-operative banks in respect of which such substitu-
tion, in whole or in part, may be considered necessary, or in
implementing this policy in relation to them. Some diffi-
culty may, however, be experienced in drawing up a suitable
line of demarcation at the field level. Our broad approach,
as indicated in the report, is that the Corporation’s area of
operation should be restricted to villages not effectively served
by co-operatives. It will be for the Agricultural Credit Cor-
poration and the State Government together to determine
those areas which come under this description, after taking
full account, in the case of each society, of the past progress
and the future prospects of revitalization under the program-
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mes of the State Government for strengthening the co-operative
credit structure at the primary level. In the villages where
the agricultural credit societies show good prospects of
effective coverage and service, steps should be taken
to secure their development in these directions at an early
date. In other villages, reliance will have to be placed on
the Corporation as the source of institutional agricultural
credit for the immediate futurc. The dormant and ineffec-
tive co-operative societies, if any, which may be in existence
in such villages, may have to be put into at least temporary
suspension of business so that there is no confusion of respon-
sibilities and jurisdiction at the field level.

2. Acceptance of Deposits

Though it was stated in the Report that the Corpora-
tions would not accept deposits from the public, this general
approach, on further consideration, appears to nced somc
modification. Thus, it should be permissible for an Agricul-
tural Credit Corporation, firstly, to entertain the normal
banking accounts of its borrowers (central co-operative banks,
primary agricultural credit societies and individuals, as the
case may be) as part of the normal relationship between
a lending institution and its borrowing constituents and,
secondly, to accept non-refundable deposits from the indivi-
duals borrowing from it in lieu of the share capital which
they would have contributed, if they had been borrowing
from a co-operative. The intention underlying the latter
arrangement is that, in due course, when the financing res-
ponsibility is taken over by the co-operative credit society in
the village, these deposits would be transferred to it, to serve
as the share capital contributions from these individuals
who would then become its members and borrow from it.
Care, however, should be taken to avoid rigidity in the in-
sistence on these collections such as might lead to the kind of
undesirable practice that has crept into the co-operative field
in some states, viz., of collecting the sharc capital by deduc-
tion from the loans themselves. Similar deposits, out of
their legitimate carnings, will have to be collected from the
agricultural credit societics and central banks which borrow
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from the Corporation. Such deposits should be maintained
either with the Corporation or with the apex co-operative
bank.

So far as deposits from the public are concerned, it should
be made legally permissible for the Corporation to accept
them, though the circumstances in which this might be donc
will have to be determined by the Corporation with refer-
ence to the following broad considerations. Firstly, any
effort towards the promotion of savings, monetization and
banking habits in the relatively less developed areas where the
Corporations are to function should be welcome. Secondly,
where the co-operative banks continue to function as active
units, the Corporation should as far as possible avoid com-
petition with them for deposits from the public. Thirdly,
where the Corporation is substituting, on a transitional basis,
for a central co-operative bank it should make an active
effort to mobilise deposits not only from the public but also
from local bodies, other quasi-government institutions, etc.,
so that when in due course, the Corporation ceases to be in
existence and the central co-operative bank reappears on the
scenc, that bank need not start, as it were, from scratch and
can benefit from the contacts and goodwill built up by the
Corporation.

3. [Financing of activities other than agricultural credit

The Group was mainly concerned with how best the
institutional arrangements for meecting the credit require-
ments of agricultural production could be strengthened as
carly as possible and it is in this context that the Group
has put forward, as part of its rccommendations, the proposal
for setting up Agricultural Credit Corporations in certain
States. It is not casy at this stage to indicate with any defi-
niteness the nature and extent of the role which the Corpora-
tions will have to play in this important field, and how much
0" their resources can be said to be available for financing
other activitics organised co-operatively or otherwise, except
for co-operative marketing and processing of agricultural
producc. Both in vicw of the importance of the link of expand-
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ed credit with marketing, for the success of the Corporation’s
basic function of oroviding credit for agricultural produc-
tion, and of the difficulties that might be faced in some cases
in the direct financing of the marketing and nrocessing societies
by the State Bank of India, it would be desirable if a pravision
is made for enabling the Corporation to finance such societies
where necessary.

So far as other co-operatives such as consumer stores,
industrial co-operatives, etc. are concerned, the question
whether they should be financed by the Corporations may be
taken up for consideration after the Cornorations have func-
tioned for some years and have acquired enough exoerience
of successful operations in the sphere of agricultural credit.
At that stage, and to the extent that the industrial co-opera-
tives, etc., are not able to find adequate accommodation from
the State Bank of India and other sources, it mav be examined
if it is necessary for the Agricultural Credit Corporations to
play any role in the financing of such co-operatives in areas

where the Corporations are substituting for the central
banks.

Winding up of the Corporations

The point raised for consideration was whether, with a
view to emphasising the tentative character of these arrange-
ments and the need for efforts towards revitalization
and extension of co-operative credit which are simultaneously
called for, the enabling legislation might specifically provide
that the Corporations might be wound up within 10 years of
their organization. We feel that it will not be advisable to
place any statutory limit on the period for which the Corpora-
tions should function. All that is necessary, in our view. is
that provision should be made in the law to the effect that
the Central Government will be empowered to decide, in
consultation with the State Government and the Reserve Bank,
when a Corporation might be dissolved. It may also be
provided that there should be a periodical review, say, once in
every five years, by the Reserve Bank, of the operation of each
Corporation, with a view to examining if the need.for its
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functioning in its original form continued to exist and whe-
ther any changes in the manner of its working were re-
quired.

3. Statutory control of the Reserve Bank

It is necessary that the Corporations should be brought
within the discipline of the Reserve Bank’s banking regula-
tion, as they will be engaging themselves in the business
of banking and, in particular, will be functioning at different
levels, in place of the co-operative credit agencies which on
their reappearance on the scene, will be subject to the con-
trol of the Reserve Bank. It may be examined whether this
should be done by including in the enabling Central legisla-
tion such of those regulatory provisions of the proposed
Banking Regulation Act as may be considered necessary for
this purpose or by amending the latter legislation so as to make
some of its provisions applicable to the Corporation.

6. Joint Corporation for Assam, Tripura and Manipur

In view of the practical difficulties brought to our notice,
we now feel that a joint Corporation for Assam, Tripura and
Manipur may not be feasible. There will have to be one Cor-
poration for Assam and a separate Corporation or Corpora-
tions for the Union Territories of Tripura and Manipur.

7. CGontribution of share capital by state co-operative banks to the
Corporations

The question has been raised whether co-operative banks
should be invited to contribute to the share capital of the
Corporations. In this connection, it is relevant to note that
provision is to be made for adequate share capital to be con-
tributed by the Government of India, the concerned State
Governments, the Reserve Bank of India, the State Bank
of India and the Food Corporatiori of India. -Further, to the
extent that no contribution is obtained from the state co-opera-
tive banks, commercial banks, etc., the Corporations can ope-
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rate without being concerned about the level of dividend
which they can pay and without the Government being required
to guarantee a minimum dividend. Moreover, if the inten-
tion is to obtain the participation of non-official cooperators
on the Boards of the Corporations, this can and should be separa-
tely provided for. The flexibility of operation as an alterna-
tive to co-operative institutions is also likely to suffer by having
on the Board representatives of these very institutions in their
capacity as shareholders. On these considerations, it appears
advisable to exclude co-operative banks from participation
in the share capital of the Corporations.



APPENDIX I*
RuraL Picotr CENTRES SCHEME OF THE STATE BANK or INDIA

1. Basic considerations:

The State Bank of India, which, among other things, was
constituted for ‘“‘thc cxtension of banking facilitics ... more
particularly in rural and semi-urban areas”, has clearly a
pivotal role from the point of view of rural (including co-
operative) credit, banking and finance for agriculture, as
well as rural industries. In the wider context of rural credit,
the sphere of operation of the State Bank was defined by the
Informal Group (presided over by the Governor of the Reserve
Bank) in 1956. Within the State Bank of India itself, the
question of its role in the rural credit sector has been under
constant scrutiny. More particularly in the recent past, the
State Bank of India has been examining thc possibility of futher
cxtension of its activities in the rural sector, both in terms of
area and functions, With this in vicw, a Scheme which is
called “Rural Pilot Centres Schemc”’, has been drafted with
the two-fold objective of enabling the State Bank of India to
(1) play a more cffective part in the direct as well as indirect
provision of rural credit and (2) to the extent possible, fill
in, on a pilot basis, the ‘gaps’ and ‘inadcquacies’ in the working
of the existing credit institutions in the rural arcas.

II.  Background:

The performance, so far, of the State Bank of India
needs to be viewed in the context partly of the limita-
tions inherent in its being a commercial bank and partly of the
policy decisions which assigned to it, so far as agricultural
credit was concerned, a particular place in an integrated

. Prepared in the State Bank of Tndia.
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programme. Within this framework, the financing of pri-
mary credit societies was the function of central financing
agencies in the three-tier co-operative structure. The Bank
was, therefore, not expected to undertake the direct financing
of primaries. As for the apex and central banks, the Reserve
Bank had the role (and in the integrated framework a very
special role) of refinancing them in respect of credit, especially
credit for production. It was in regard to marketing and
processing that the State Bank had a definite part to play,
both by way of indirect and supplemental finance to both
the co-operative banks and (to a more limited extent) directly
to the socictics. Further, as rural industries were to be
covered through co-operatives and financed by the credit
co-operatives, industrial co-operative banks and such other
bodies as Handloom Board and Khadi and Village Industries
Commission, the role which the Bank could play in terms of
rural finance was limited. Lastly, the rapid branch expansion
of the Bank, particularly in rural areas, demanded concen-
tration of efforts in the direction of maintenance and impro-
vement of the existing services rather than undertaking of new
functions in uncharted fields. Now that decentralisation
of the Bank’s management has reached an advanced stage
of completion, it is understandable that the Bank should
propose an extension of its activities, albeit on a pilot basis.

III.  Broad Objectives:

The Pilot Schemc envisages cstablishment of “pilot
centres”’ rather than ‘“pilot branches”, i.e., each selected
branch, existing or new, will cover a number of villages round
about and not merely the small town or village in which the
bank is located. Moreover, the branches at the pilot centres
will not only implement the Liberalised Policy of ‘“Agricul-
tural Finance and Rural Industries Finance’” envisaged under
the Scheme but will also undertake or continue to undertake
other normal banking functions. In this way, the Bank
hopes to get experience which will help it (a) to utilise its
own rural branches more cffectively and (4) to consider
realistic ways of making a substantial contribution to rural
credit.
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Apart {rom the two objectives just mentioned, the Scheme
envisages, as a short-term measure, a purposeful and planned
expansion in rural finance (both for agriculture and industry)
with the aim of filling in, to the extent possible, gaps and
inadequacies in the existing institutional credit agencies.
The Scheme does not necessarily envisage financing of all
agriculturists ; nor does it seek to confine itself to the financing
of any particular type of farmer, big or small. The main
objective is to provide finance for “agricultural production”
increasingly, to the extent such increase is feasible for the
State Bank.

So far as the existing agencies, especially co-operative
banks, are concerned the State Bank’s role will, as heretofore,
continue to be supplemental and co-ordinating and not
competitive in the usual sense of that word.

IV. Main Features:

Simultaneously with the introduction of the Rural Pilot
Centres Scheme, the Bank will examine the scope and feasi-
bility of further liberalization of the policies regarding loans to
marketing co-operatives, particularly those connected with
procurement operations. Further, the possibility of making
an effective contribution to the Scheme of agricultural deve-
lopment (reclamation, orchards, plantations, etc.) through
medium-term loans—which in the case of the Bank can now
be as long as 10 years—will be examined with special re-
ference to the refinancing facilities which the Bank in turn
may get from the Agricultural Refinance Corporation.

Apart from the above, the main lines of development
envisaged under the Rural Pilot Centres Scheme may now
be briefly indicated :

(1) A new integrated ‘‘Liberalised Policy of Agricultural
Finance” will be implemented in the Pilot Centres. Loan
policies and loan procedures will be suitably formulated
after taking into consideration the local peculiarities of finance
for agricultural production.
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(2)  The area of operation of each Pilot Centre will be
defined in terms of villages to be covered by the Branch
Agent. The Branch Agent would be expected to have per-
sonal contact with leading agriculturists as also with entre-
preneurs in small industry, etc., in each of the villages under
his jurisdiction.

(3) At each of the Pilot Centres, the Bank, if it finds it
necessary in the context of the need for financing production
and marketing, may arrange for hiring or construction of
godowns in which agricultural and industrial produce/pro-
ducts/ requisites can be stored for giving pledge finance.

(4) A new integrated ‘‘Liberalised Policy of Rural
Industries Finance”’ will be formulated particularly with a view
to financing, where feasible, village artisans, cottage industries,
handicrafts, rural electrification or development schemes and
rural small-scale industries.

(3) 'The development of the banking habit and especially
the mobilisation of savings will be another major objective.
In the background of prevailing rural conditions, especially
illiteracy, and where necessary with reference to specific
areas, suitable modifications will be made in forms (e.g. of
cheques) and procedures (e.g. of withdrawal of deposits).

V. Selection of Pilot Cenlres :
V. A : Number of Cenlres:

The pilot centres, will, to start with at any rate, be initiated
at the existing branches and pay offices (after upgrading
them into branches) where possible. Where necessary,
however, new branches will be opened. It is tentatively
proposed to open five to seven Pilot Centres in each of the
cxisting six Circles (Bombay, Ahmedabad, Madras, Calcutta,
Kanpur and Delhi) as also in the areas of the proposed new
one at Hyderabad. This will make 49 pilot centres.
In addition, there could be two pilot centres in the area of
each of the Subsidiaries, plus one additional one for the State
Bank of Bikaner and Jaipur. This will make a total of 15,
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In all, on this computation, there will be 49 4 15 i.e. 64 Pilot
Centres. In fine, the number of Centres may vary between
50 and 70, covering about 15 to 20 districts in the different
States.

V. B : District—First Stage of Selection :

It is proposed to select, in the first stage, a district each
from some of the States. From within each selected district,
two or more Pilot Centres are proposed to be selected. This
procedure of selection has some definitc advantages as it
will prevent diffusion of our activities over wide arcas which
invariably results in dilution of efforts. As the undertaking
of activities proposed under the Scheme will necessitate
employment of trained technical personnel (e.g. agricultural
or co-operative personnel) co-ordinated functioning within
a smaller unit such as a district will ensure efficient super-
vision.

Among the various criteria which are proposed to be con-
sidered while selecting a district, those requiring special
mention are : (a) The district should have fair potentialities
for agricultural development, and from the co-operative
angle, should not bec among the most “developed’” in the
State. (b) Some schemes for development, such as rural elec-
trification, irrigation, bunding, etc., should be in progress.
(¢) The area should not be too vulnerable to famine, floods
and other natural calmities. The number of Pilot Centres
to be started in a district so selected would be decided upon
after taking into consideration (1) local conditions (2) number
of Pilot Centres proposed to be started in the particular
SBI Circle or the Subsidiary Bank concerned.

V. C: Groups of Villages :

Within the district, it is proposed to select as far as pos-
sible, a ““large village” (or small town) which does not have,
or is not likely to have in the near future, a branch of the
state or district central co-operative Bank. The “area of
operation” of these Pilot Centre branches will be clearly
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defined and thc Agents will be expected to function over
this entire area. The selected large village or small town
(i.e. the Pilot Centre) should be well connected with other
villages within the jurisdiction.

V1. Co-ordination with other Development Schemes:

As one of the objectives of this Scheme is to fill, to the
extent possible, on a pilot basis, the ‘gaps’ and ‘inadequacies’
in the working of existing credit institutions in rural areas
the following considerations will be borne in mind :—

Firstly, the Scheme, will be formulated with due con-
sideration of the variations between three broad areas uiz.
(1) co-operatively developed states (such as Maharashtra,
Gujarat and Madras) (2) co-operatively under-developed
States (such as West Bengal, Bihar, Orissa, Rajasthan and
Assam) and (3) other states which occupy an intermediate
position in the matter of co-operative development. Second-
ly, this Scheme will be implemented in collaboration with
existing agencies and in co-ordination with other schemes
and projects such as IADP, (Package Programme), Com-
munity Development Programmes, Integrated Scheme of
Rural Credit and Small Scale Industries Schemes.

VI. A : Co-operatively Under-developed areas:
(excluding Assam)

Loans will be advanced as a part of a new ‘Liberalized
Scheme of Agricultural Finance’. The Scheme envisages
direct loans to individual agriculturists or preferably to
“groups” of agriculturists who are prepared to accept pro-
duction programmes worked out in consultation with district/
block agricultural offices. ““Groups” of farmers proposing to
undertake jointly a minor irrigation scheme, horticulture,
poultry development etc., would be preferred. Credit may
be given on the basisof a “‘package’’ deal—short-term, medium-
term (3 to 5 years) and long-term (upto 10 years in exceptional
circumstances). Short-term production loan upto a reason-
able amount may have to be given as clean loan against two
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or more signaturcs. Medium and long-term loans could
be granted against acceptable security such as first charge,
equitable mortgage, etc., of landed property.

VI.B: Co-operatively underdeveloped areas of Assam :

Assam State, which poses a special problem, is a category
by itself. Because of the widespread failure of co-operatives
at practically all levels, particularly in areas other than those
covered by Cachar, Nowgong and Tezpur central co-opera-
tive banks, SBI will consider the feasibility of opening a rela-
tively large number of centres for introduction of the ‘Libera-
lized Policy for Agricultural Finance’. A carefully formulated
scheme for financing individual agriculturists, viable primary
credit societies which do not get finance from co-operative
banks, plantations, etc., will have to be introduced through
large number of centres located in judiciously chosen places.

In areas covered by the central co-operative banks of
Cachar, Nowgong and Tezpur, the functioning of the Pilot
Centres will be somewhat similar to those described in Sec-
tion VI. A.

VI. G : Co-operatively developed areas and other areas:

In co-operatively developed States, as also in other
States which occupy an intermediate position in regard to
co-operative development, the emphasis would shift from
finance for agricultural production to that of rural indus-
tries for the financing of which a new “Liberalized Policy
of Rural Industries Finance”, will be introduced. - Consis-
tently with the shift in emphasis, while selecting “districts’
or ‘““centres”’, greater importance will be given to such criteria
as potentialities for development of a particular type of rural
industry, scope for rural electrification, etc.

In many of these areas, though “short-term co-operative
credit” for agriculturists is available, the position with regard
to medium and long-term loans is less satisfactory. Such of
the farmers as are not able to get medium-term and long-
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term credit from co-operatives and land mortgage banks
can be financed if they are prepared to accept a production
programme worked out in consultation with district authori-
ties. Medium-term and long-term credit will cover all types
of loans for such purposes as bunding, irrigation, poultry,
horticulture, purchase of machinery etc.

VII. The State Bank of India has separately drawn up
the broad outline and is working out the details, of (a) Libera-
lised Scheme of agricultural finance appropriate to Pilot
Centres situated in the different areas categorised above
and (b) Liberalised Scheme of finance for rural industries
and industrialisation with reference to different regions as
well as different categories of artisans, small industrialists and
other entrepreneurs in rural areas. Further particulars of
these schemes, which involve the implementation on a pilot
basis of a liberalised policy of rural finance both in respect
of agriculture and industries, are not given here, since they
would not be strictly relevant in the context of this ap-
pendix.



APPENDIX II
STATE-WISE REVIEW

ASSAM

The recent record of co-operative credit in Assam is
unsatisfactory on any reckoning. The primary agricultural
credit societies had covered by the end of 1961-62, 65 per
cent of the total villages but 10.2 per cent of the villages were
covered by dormant societies. As for membership, only
20.5 per cent of the rural population in the areas covered by
societies (including dormant) or 18.9 per cent of the total
cultivator households in the State were covered. It should,
however, be noted that only 41.8 per cent of the total culti-
vator households reported indebtedness. In relation to
this limit of potential coverage, co-operative membership
constituted 45.3 per cent. The borrowing membership,
however, was only 12.75 per cent of total membership and only
11.7 per cent of those reporting any borrowing during 1961-
62. The quantum of credit provided by the co-operatives
was, by any index, negligible. It formed only 6.4 per cent
of the estimated total borrowings of cultivators. Co-operative
loan per head of rural population in 1961-62 was also the
lowest in the country at Re. 0.32. Borrowing per borrowing
member at Rs. 95 was a little over one half of the borrowing
per borrowing household in the State viz., Rs. 174. Loans
(excluding cash credits and overdrafts) advanced by the
central co-operative banks in the State show a decline from
Rs. 103 lakhs in 1958-59 to Rs. 30 lakhs in 1962-63.

2. One of the factors rcsponsible for this record of
failure and retrogression relates to inadequacy of the institu-
tions in relation to the functions expected of them. The
Assam State Co-operative Bank which began its operations
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in May 1949 rcplacing the defunct apex bank which had
functioned earlier, has not really developed into a truly
federal institution at the State level.

It has a large clement of individual membership which
has not shown any reduction over the years. Its board of
directors of 10 members includes only 2 representatives of
central co-operative banks. Thc apex bank continues to
run its branches doing loaning and deposit business with
individuals in thc areas of operation of the central banks,
with a detrimental effect on their development. Its loans
outstanding against central banks and agricultural credit
societies were only Rs. 139.91 lakhs as compared with loans
of Rs. 289.31 lakhs outstanding against tea gardens, indi-
viduals and non-agricultural credit societies as on 30 June 1963.
As for central banks, there were 9 institutions operating in the
seven plain districts in the State. The proposed amalgama-
tion of two of thesc with two adjoining banks is yet to take
place. All the banks continued to be weak units, three of
them having owned funds of less than Rs. 3 lakhs and working
capital of less than Rs, 20 lakhs. The total deposits of all the
banks aggregated Rs. 13 lakhs. The financial position of the
banks had become extremely weak, the [resh loans advanced
by them during 1962-63 being only of the order of Rs. 33
lakhs and the overdues being 88 per cent of the loans out-
standing at Rs. 221 lakhs, The primary structurc was cqually
weak, the average membership, sharc capital and working
capital per society belng 59, Rs. 913 and Rs. 4733 respec-
tively.

3. The operational policics pursued by the various
institutions were also unsatisfactory in more than one respect.
By and large, no feature of the crop loan system appears to be
In operation in the State, the quantum of loans advanced to
individual members being based on the value of land held
by the member in most cases. Short-term loans were advanced
only against landed security. Personal surety, though per-
mitted by the co-operative law in the State, was mostly con-
fined to loans made out of Government funds. In the absence
of a provision in the Assam Co-operative Societies Act for
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the creation of a charge on interest in land held by cultivators,
the issue of loans to tenant cultivators has been found diffi-
cult. There is also a limit on individual borrowing, the
maximum amount of short or medium-term loan which a
person can borrow being Rs. 500. Lending in kind or in
instalments is not in vogue.

4. Repayment performance at the society level has been
poar over the last few years, the overdues being as high as
76 per cent as on 30 June 1963. In some of the central banks,
the proportion of overdues to outstandings had exceeded
90 per cent by the end of 1961-62. Neither the societies nor
the banks had granted extension of loans excepting in a very
few cases. Arrangements for stabilisation were virtually
non-existent for meeting that part of the overdues which had
their origin in natural calamities. Only two central co-opera-
tive banks, viz.,, Nowgong and Goalpara had constituted
agricultural credit stabilisation funds but the total amount to
their credit and to the credit of a similar fund in the apex
bank was far too small to be of any significance. A relief
and guarantee fund has been constituted by the Statc Govern-

ment which had also a negligible amount to its credit on
31 March 1962.

5. 'The position was not much better in regard to long-

term credit provided by the Assam Central Co-operative
Land Mortgage Bank through 14 primary land mortgage
banks and 4 central banks which had land mortgage banking
sections. As high a proportion as 87 per cent of the demand
in respect of its loans is stated to have remained unrealised
over the last three years.

6. The precarious position of the co-operative credit
structure described above, in part, reflects the paucity of
internal resources, especially at the central bank level. The
central co-operative banks have very poor deposits, the average
being Rs. 1.47 lakhs per bank. The Government had not
taken any steps to enable the banks to .obtain deposits from
quasi-Government institutions, nor had the banks -opened
an adequate number of branches to tap. local deposits. --Of
the five banks which had branches two had only one branch
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each, one had two branches and two had three branches each.
The presence of apex bank branches at some centres has also
adversely affected the growth of deposits in these banks. The
building up of internal resources in the form of share capital
is unsatisfactory despite the linking of share capital with
borrowings at all levels, as there was no fresh financing on
any appreciable scale.

7. The inadequacy of the infra-structure relating to
the functions of supervision, administration, etc., also contri-
buted to the impasse reached in co-operative credit in Assam,
Inspite of supervisory staff of the central banks being supple-
mented by departmental officers attached to the banks,
the average charge per supervisor was very high, viz., more
than 40 in three banks and between 30 and 40 in three other
banks. Audit arrangements were also unsatisfactory in that
there was a general shortage of staff for the purpose, though
there was financial provision for employing them, the charge
per auditor in the area of three banks being more than 60
societics. The staff engaged for arbitration was also reported
to be inadequate particularly in the context of hecavy over-
dues at all levels. The training of institutional staff even
at the central bank level was generally unsatisfactory.

8. The supply of agricultural credit from Govcernment
funds is another factor which has worsened the situation from
the point of view of co-operative credit. In 1959-60, the
State Government provided a sum of Rs. 57.45 lakhs to
central co-operative banks for being distributed as short and
medium-term loans. Even before these amounts were fully
recovered, another sum of Rs. 50 lakhs was channelised
through the banks as loans, despite the reported reluctance
of some of the central banks to undertake this work. In the
result, at the end of 1961-62, Rs. 85.08 lakhs remained still
overdue. The general effect of this entire operation, coming
as it did in the context of a deteriorating overdues position
and followed by laxity in the recovery of Government loans,
was to affect the maintenance of co-operative discipline in the
State and to handicap the co-operatives in recovering their
loans.
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9. In Assam, more than in any other State, no explana-
tion for the failure of co-operative credit can ignore the various
factors which, while lying outside the sphere of co-operative
organisation, still have an intimate bearing on agricultural
credit. More than half the State is hilly region and a large
portion is under forests. Ninety-one per cent of the popula-
tion is rural, with the cultivators and agricultural labourers
constituting 69 per cent of the total workers. With the low
level of industrialisation and urbanisation, the progress in
terms of cash transactions and credit operations has been
meagre. The scheduled castes and tribes account for 24 per
cent of the State’s population. From the point of view of stable
conditions for credit, the fact that natural calamities are of
frequent occurrence is a serious disturbing factor. The
Brahmaputra which traverses thc plains of Assam causes
widespread floods almost annually, the total annual damage
to crops exceeding Rs. 2 crores in five of the six years between
1950 and 1956 and Rs. 19 crores in 1954. The means of
transport and communications are also poorly developed.
The State has also on occasions been affected, in parts, by
earthquakes. Finally, the Statec being on the border of
Pakistan, Burma and Tibet, political tension has frequently
interrupted normal life in parts of the State and placed a
great strain on its administrative machinery.

10. From the foregoing rcview, the causes for the failure
ot co-operative credit in Assam can be broadly summed up
as :

(1) restrictive loan policies and procedures (ii) paucity
of internal resources at the central bank level (iii)
frequent occurrence of natural calamities affecting
agricultural production (iv) the vacillating approach
of the State Government towards policies and pro-
grammes relating to co-operative development general-
ly and to paddy procurement in particular (v) the
general weakness of the machinery in charge of co-
operative administration (vi) the adverse after-effects
of large-scale provision of taccavi and (vii) a combina-
tion of circumstances resulting from natural, political
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and administrative factors which tend to restrict the
demand for credit for agricultural production and to
make it difficult for institutional credit to operate.

11. A scheme was drawn up in May 1963 for the reorga-
nisation of co-operative credit in the area of three selected
central banks in the State, on the basis of consultations among
the Central and State Governments and the Reserve Bank.
The scheme envisaged, among others, the following features :

1. Classification of all societies into the following cate-
gories :

(a) societies which are new
(b) societies which are completely debt free

(c) societies where 50 per cent or more of the members
had repaid 50 per cent or more of the total co-oper-
ative loan taken by cach of them since inception of
the societies provided repayment performance of
such societies during the last two years is 50
per cent or more

(d) the rest of the societies

Societies of the first threc categories would be taken up
for revitalisation immediately. Of the remaining societies
those which are beyond all hopes of reformation should be put
into liquidation and the rest should be revitalised either by
amalgamation or by other means on a phased programme.

2. Classification of members of all societies in the follow-
ing four categories :

(i) new members
(ii) debt-free members

(iii) those who had repaid 50 per cent or more of their
dues to the society

(iv) those who had not repaid even 50 per cent of
their dues to the society



130

Members of the first two categories would be eligible for
fresh finance immediately. Members of the third category
would become eligible for fresh finance after their existing
overdue loans were converted into medium-term loans.
Coercive action should be taken against members of the fourth
category to recover loans. The scheme was approved by the
State Government as late as in December 1963 but still little
progress has been made in its implementation.

BIHAR

The overall record of co-operative credit in Bihar is
onc of general failure and inadequacy, as judged by any
of the available indicators, though the last few years have
witnessed some improvement of ncgligible dimensions. Of
the villages in the State, over 60 per cent are covered by
agricultural credit societies but, of these, 12 per cent are
covered by dormant societies. Co-operative membership
covered about one-fourth of the rural population, 17.9 per
cent of the cultivator households and 27.4 per cent of the
number of indebted cultivator households. The borrowing
membership, which formed 27.7 per cent of the total member-
ship, represented 11.8 per cent of the borrowing households.
The quantum of co-operative lending, again, though on the
increase, remained negligible on any reckoning. The borrow-
ing from agricultural credit societies and land mortgage
banks during 1961-62 formed only 4 per cent of the total
estimated borrowings of all cultivator households, the lowest
percentage for any State in the country. That scale of financ-
ing was also relatively low as is indicated by the fact that the
loan per borrowing member was only Rs. 83 or about one-
third of the borrowing per cultivator houschold which was
Rs. 246. Finally, the co-operative loans per head of rural
population in 1961-62 amounted to only Re. 0.63 — lowest in
the country except for Assam.

2. It is in the general inadequacy of the institutional
structure at all levels that one can find a major reason for the
failore. ‘Thus, the apex co-operative bank as well as the
central banks reflect in their working, the general dearth of
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non-official leadership, the apathy of the State Government
in helping such leadership to be thrown up and high degree
of official domination which can stifle first the emergence
and then the initiative of local non-official leadership. In
the apex bank, for instance, in pursuance of a condition of
the Government guarantee which had been provided in con-
nection with the rehabilitation of the co-operative credit
structure in this State after the last depression, the Managing
Director (who also functions as Financial Adviser to Govern-
ment) is appointed and paid for by Government. At the
central bank level, again, the chairmen of most banks continue
to be collectors or sub-divisional officers and managers are
also employees of Government. The Government is, how-
ever, lately reported to be in favour of non-official chairmen
and the placing of managers ander the control of the boards
of management of the banks. The process of rationalisation
of central co-operative banks has been slow and is still in-
complete. According to the schemec drawn up by Govern-
ment in consultation with the Reserve Bank in 1958, 47 cen-
tral banks were to be brought down to 28, six of them serving
a district each and the remaining ones serving, in all, 11 dis-
tricts. At present 35 banks still continue to function, re-
portedly because of the opposition of the depositors to amalga-
mation and also because of certain apprehensions enter-
tained by those connected with the present management of
these banks. Some of the amalgamated units are, in
fact, functioning in practice as separate wings of the
new bank without effective control from the head office.
Many central co-operative banks are unable to satisfy even
the minimum standards of owned funds and working capital
which were fixed a decade ago and are now out of date ; of
the 35 banks, 19 have paid-up share capital and reserves
of less than Rs. 3 lakhs and 29 banks, working capital of less
than Rs. 20 lakhs. At the primary level too, the position
is not satisfactory. Though on the decline, the proportion
of dormant societies was still as high as 29 per cent in 1961-62.
The average population covered in the area of operations
of a small-sized society was only 1086. With an average
membership of only 55 and loan outstandings of Rs. 1587,
these societies were nowhere near satisfying the minimum
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standards of viability. Though 5501 societies were said to
have been taken up for revitalisation, the objectives fixed
are so low that the scheme had not brought about any real
improvement. Another structural problem at the base re-
lated to the overlapping of the areas of operation of agricul-
tural credit societies and the sugarcanc societies.

3. The operational policies of co-operative institutions
have also not been such as to facilitate progressive expansion
of credit. The loan limits fixed by the societies for individual
members arc not related to area or crop but are determined
on an ad hoc basis, besides being subject to an upper limit
which has, however, been increased, over the years, from
around Rs. 100 to Rs. 500. Though small loans appear to
be permissible on a surcty basis, mortgage sccurity is fairly
common, accounting as it did, for 41 per cent of the loan
outstanding at the end of 1961-62. The Co-operative Socie-
ties Act of the State does not provide for the creation of a
charge against the land or interest in land held by members
of co-operatives. By and large, credit does not seem to be
oriented to production in any manner. Another restrictive
practice is that no fresh loan is granted to a defaulting society
unless at least 80 per cent of the carlier loan has been repaid
by it. No progress has been made at the apex or central bank
levels in building up stabilisation funds, despitc incidence of
floods and drought in some districts. Overduesconsist,ingood
part, of old arrears which have come down from carlier years
and constitute a sizable, though declining, proportion of
outstandings. In many cases, however, poor recoveries led
central banks, which generally have very limited resources
of their own, to default to the apex bank. In regard to the
mobilisation of resources, it may be noted that the deposits
of central banks are negligible, as the banks have not been
recognised for receiving deposits from local bodies, trusts,
etc., and they have also not undertaken branch expansion
on any significant scale. Shareholding and borrowing are
being sought to be linked at the central bank and primary
levels but not at the level of the apex bank, Rs. 41 lakhs out
of whose total share capital of Rs. 46.15 lakhs has been con-
tributed by Government.
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4. Audit staff is inadequate and over one-third of the
societies had not been audited for 1960-61 till the end of the
following co-operative year. Progress in respect of co-opera-
tive marketing was negligible, the main activity of these socie-
ties being concerned with the distribution of agricultural
requisites. Also of relevance from the point of view of co-
operative credit is the fact that the heavy taccavi overdues
accumulated in certain districts following the provision of
taccavi loans on a large scale by Government in the past
have handicapped the co-operative structure in the expansion
of its activities in those districts.

5. Long-term credit has also made little progress in
the State though there appears to be large need and potential
for such credit. The operations of the State Co-operative
Land Mortgage Bank—which is about 5 years old—have
been negligible in volume and concerned with financing
of the redemption of prior debts rather than any productive
investments.

6. Irom the foregoing it is secn that the failure of co-
operative credit in Bihar is mainly attributable to (i) the
absence of rational and progressive loan policies at the pri-
mary and central bank levels, (i) inability of co-operative
credit institutions to mobilise sufficient resources in the form
of share capital and deposits, (ii7) officialisation at all levels
to the point of curbing the initiative of local non-official
leadership and (iv) the absence of an active interest on the
part of Government and the general inadequacy of co-opera-
tive administration in implementing agreed policies.

7. It is difficult to say how far the slow pace of the
growth of institutional credit in the State is due to natural
or other factors which restrict the demand for credit. The
proportion of cultivating households reporting borrowing from
any agency to total cultivating households is only 41.5 per
cent, lower than in any other State except Assam and Orissa.
Average borrowing per borrowing household at Rs. 246 is
also lower than that in any other State except Assam. It is
possible that in parts of the State, the predominance of very
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small holdings and the prevalence of subsistence farming
without any significant use of inputs calling for cash outlay
accounts for the relatively low level of demand for credit
reflected in these figures.

WEST BENGAL

West Bengal is one of the States in which co-operative
credit has made no significant impact as seen from every
major index of performance. Of the villages in the State
only 68 per cent were covered by agricultural credit societies
but 34 per cent, out of these, were covered by dormant socie-
ties. The co-operative membership constituted 19 per cent
and the borrowing members among them 8.4 per cent of the
cultivating households. Of the total number of indebted
cultivator households—which may be taken to be the limit
of potential coverage—the members of co-operative societies
formed about a third. The borrowing members constituted
about 15 per cent of the borrowing households. In quanti-
tative terms, co-operative credit formed only about 10 per
cent of the total estimated borrowings of cultivators. In-
creasing at a slow rate over the last few years, the loans per
head of rural population had reached a level of only Rs. 1.79
in 1961-62, as against the national average of Rs. 6.66. Fi-
nally, as an indicator of the scale of financing, it may be noted
that the borrowing per borrowing member was only Rs. 170,
as compared to the average borrowing per borrowing house-
hold which was Rs. 258. The former is only about one-half
of the current farm expenditure of the cultivating households
in the State with an average holding, which has been esti-
mated at Rs. 315. The overall picture is one of a low level
of coverage and operation, though some progress, howsoever
small, has been in evidence from year to year.

2. To consider the institutional structure first, though
the West Bengal Provincial Co-operative Bank has been sub-
stantially strengthened by assistance given by Central and
State Governments for offsetting the impact of the Partition
on its financial position, the pattern of its management does
not accord with accepted principles in two respects. Firstly,
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out of its 22 directors, only 15 are clected, the rest being nomi-
nated by the Government and secondly, only 6 out of 15
clected directors represent the central banks.

3. At the intermediate level, the 25 central co-operative
banks now serving the 15 districts in the State are yet to be
reduced to 19 as envisaged under the scheme of rationalisa-
tion. Further, their financial position is, in most cases, weak.
From the point of view of viability, it may be noted that, as
on 30 June 62, ten banks still had owned funds of less than Rs.
3 lakhs and 16 banks had working capital of less than Rs. 20
lakhs. The average loan advanced per capita of rural popu-
lation was less than Rs. 5 in 1962-63 in the area of operation
of practically all the central banks.

4. At the primary level, of the 11816 societies, 52 per
cent were dormant in 1961-62. The small-sized society, on
an average, covered within its area of operation, a popula-
tion of only 1013 ; the average membership and loan busi-
ness were also very low at 42 and Rs. 3335 respectively. As
many as 3622 societies were in the process of liquidation. In
pursuance of the special programme for liquidation, revita-
lisation and organisation of societies drawn up by the State
Government in pursuance the of Eastern Region States’ Con-
ference in 1961, 8400 societies had been taken into liquida-
tion, 2500 taken up for revitalisation and 1200 societies newly
organised, by 1962-63.

5. 'The Central Land Mortgage Bank which was regis-
tered in 1958 and operates through 12 primary land mortgage
banks has not gathered sufficient momentum and functions
at a low level of operation, the total loans made during 1961-62
being only Rs, 13.87 lakhs. Though it has floated ordinary
debentures on two occasions, no rural debentures have so far
been issued by it. Nor has it yet helped in the formulation
of any special schemes of agricultural development to be
financed by it.

6. Operational policies in respect of agricultural credit
have not been such as to facilitate a progressive increase in
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the quantum of lending. Loan limits to borrowing culti-
vators, for instance, appear to be roughly fixed on the basis
of certain information supplied by them in the absence of any
uniform scale of finance per acre for different crops. Al-
though special crop loan rules were drawn up by the apex
bank in 1950-51 for reorientation of credit policy with a view
to laying emphasis on production, value of assets owned and
mortgage of land continue to be the crucial factors deter-
mining the eligibility for credit. All loans above Rs. 200 are
sanctioned only against the security of mortgages. They
are further subject to a ceiling of Rs. 2000. According to
a security-wise classification of loans at the end of 1961-62,
99 per cent of the outstanding loans of primary agricultural
credit societies in the Statec were secured against immovable
property. The tenants seem to be gencrally unable to obtain
co-operative credit. There is no provision in the Co-opera-
tive Societies Act for creating a charge against land held by
members. Medium-term loans can be availed of only against
the mortgage of land, irrespective of the size of the loan.
Though some banks are said to insist on the disbursement
of 10 per cent of the loans in kind, the supply of credit in
kind or in instalments does not seem to be prevalent in
actual practice.

7. The overdues at the primary level continue to be
large, though, their proportion to outstandings shows some
improvement. Thus, the overdues at the end of 1959-60
and 1961-62 were Rs. 137.76 lakhs and Rs. 143.49 lakhs
constituting 43 and 29 per cent of outstandings respectively.
The capacity of the primary credit societies to absorb over-
dues being limited, the bulk of their burden was passed on
to the central co-operative banks. This in turn led to de-
faults by the central banks on their obligations to the apex
bank; during the eight month period ending November 1963,
for example, 33 such defaults had occurred involving in all
11 banks. The restrictions imposed by the central co-opera-
tive banks in financing defaulting societies are quite onerous,
requiring repayment to the extent of 90 per cent of the
demand, though it is reported that this rule is not strictly
observed in all cases.
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8. As for arrangements to meet the impact of natural
calamities, the State Government have set up a Relief and
Guarantee Fund in which the balance at present is Rs. 1 lakh.
The apex bank has not created a Stabilisation Fund, while
the three central banks which have constituted such Funds
have in all only Rs. 14,000 to their credit. In the context
of the heavy overdues arising in part from natural factors,
the resources available in these special funds seem too meagre
to be of effective help.

9. The credit structure has not been successful in the
direction of mobilising resources either. Though the apex
bank has made some progress in this regard, the central banks
had not initiated any drive for attracting deposits, e.g., by
opening branches. The 14 existing branches of central banks
are only the offices of the banks which were earlier amalga-
mated. Nor has the State Government facilitated the de-
posit of funds by local bodies, etc., with co-operative banks.
The main reason for the negligible deposits of central banks
is stated to be their inability to inspire public confidence in
their working which had been impaired when many of them
suspended payment to depositors following the partition.

10. Supervision is in the hands of central co-operative
banks, but the charge per supervisor was heavy in some of the
banks, viz., 38 societies per supervisor in Birbhum, 37 in How-
rah, 59 in Kalna, 33 in Katwa and 39 in Hooghly. The
charge per auditor is also heavy in some districts.

11. Marketing has made little progress because of
various factors such as the absence of regulated markets,
unfavourable trade practices and the speculative jute crop.
Linking of credit with marketing has not been effective. As on
30 June 62, as many as 4,280 primary agricultural credit socie-
ties had not even become members of the marketing societies.

12. Account has also to be taken in this connection of
certain factors of a non-institutional nature which have a
bearing on performance in respect of co-operative agricul-
tural credit. The population of scheduled tribes and castes
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in the State aggregates 90 lakhs, forming about 26 per cent
of the total population of 349 lakhs. The scheduled tribes
are especially concentrated in the districts of Burdwan, Mid-
napore, Bankura, Birbhum and Jalpaiguri. The State has
been subjected to a never-ending influx of refugees.
Urbanisation has made remarkable headway in the
State, thanks to the development of industries, mining,
etc., as is seen from the fact that the cultivators and
agricultural labourers form only 53 per cent of the total wor-
kers, this being the lowest proportion among all the States
except for Kerala. Thirdly, certain areas of the State arc
susceptible to natural calamities. Eight districts (Cooch
Behar, Jalpaiguri, Malda, Birbhum, Nadia, Hooghly, Mid-
napore and Bankura) representing about 59 per cent of the
total sown area in the State, are traditionally affected by
floods. It is estimated that floods or excessive rain, and
drought affected 60 per cent of the total area in the State
in 1958-59 and 40 per cent of the total area was affected
by floods in 1959-60.

13. The weaknesses of the co-operative credit structure
in the State may thus be said to arise mainly from (a) restric-
tive loan policies and procedures, (b) inadequate efforts on
the part of co-operative banks to strengthen their internal
resources and to build up adequate stabilisation funds and
(¢) the inability of the Co-operative Department to push
forward the programme of co-operative development in the
State with the required zeal, largely on account of inade-
quacy of staff.

ORISSA

The performance of co-operative credit in Orissa
may be said to be more unsatisfactory with reference
to coverage than in respect of adequacy of finance. Of
the total number of villages in the State, 46.6 per cent-
less than half—were covered by agricultural credit
societiés, and, out of these, 16.4 per cent were covered
by dormant societies. These figures, however, exclude
the grain golas whose number and operations are
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quite sizable in the State. As at the end of 1961-62 there
were 2197 of them with a membership of 5,92,000 ; the num-
ber of villages covered by them is not known. Of the total
number of cultivator households, only 18 per cent were co-
vered by membership of agricultural credit societies. In
this State, however, it is important to note that only 33.6
per cent of the total cultivator households reported indebted-
ness in 1961-62 and, therefore, the coverage in relation to
such households is of greater significance. The proportion
of total members to such indebted households was 54.4 per
cent. Borrowing members formed 35 per cent of total mem-
bers and 31.6 per cent of borrowing households. In other
words, of those who had reported any borrowing in 1961-62
less than a third had borrowed from the co-operatives. As
regards the quantum of borrowing from co-operatives, the
total loans advanced by agricultural credit societies as well as
land mortgage banks formed 27 per cent of the estimated
borrowings of the cultivating households of the State. From
the point of view of the scale of finance, it is noted that the
proportion of co-operative credit per borrowing member to
the borrowing per borrowing household was as high as 88
per cent—highest for the whole country, the average loan per
borrowing member being Rs. 233/- as compared with the
average borrowing per borrowing household of Rs. 266/-.
Loans issued by the central co-operative banks, though very
low at Rs. 6.18 crores in 1962-63, were significantly higher
than those in the other Eastern States as also in Kerala, Rajas-
than and Jammu and Kashmir. Besides, there has been a
progressive, though not very significant, increase in the level
of lending per head of rural population from Rs. 1.56 in
1957-58 to Rs. 3.76 in 1962-63, representing an annual rate
of increase of 0.44 per cent. Thus, the overall picture is one
of slow progress in the level of lending on the one hand, and
of inadequacy of coverage both in terms of population and
the villages served, on the other.

2. Though the institutional structure in the State fol-
lows the accepted pattern, it is weak and inadequate in more
than one respect. So far as the management at the apex
bank level is concerned, the representatives of central co-
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operative banks do not have a commanding voice. At the
central bank level, the rationalisation is almost completed
but from the point of view of viability, it is seen that 5 banks
had working capital of less than Rs. 20 lakhs. The institu-
tions at the primary level arc also generally weak. The
average membership and loan outstanding of a small-sized
society were 49 and Rs. 5038 respectively, whereas the popu-
lation covered by their area of operation, on an average,
worked out to 1191. In addition, there were grain golas,
of which some were engaged only in grain transactions while
others dealt in grains as well as in cash. The existence of
different types of societies at the base has also resulted in consi-
derable overlapping of jurisdiction which is proposed to be
got over by an ambitious rationalisation programme that
has now been undertaken by the Statec Government.

3. Turning next to the operational policies, onc finds
that the crop loan system is still to be introduced in Orissa.
The loans are, at present, sanctioned to the extent of the
farmer’s “‘net income’ or one-sixth of the value of his net
assets. This had led to gross over-financing in somec cases
and underfinancing in others, in relation to needs of produc-
tion. The ceilings on individual borrowings were very low
until recently, but they have been liberalised to some extent
now. Most of the credit advanced comes from unlimited
liability societies and insistence on mortgage security is fairly
common throughout the Statc. A classification of loans
issued by primary agricultural credit societies according to
security showed that 70 per cent of such loans was given
against the security of immovable property. This percentage
is the second highest among all the States, the highest being
in West Bengal. There is no provision in the Orissa Co-ope-
rative Societies Act for creating a charge on land held by
members of co-operative societies. A rccent study of two
societies in the area of Mayurbhanj and Boudh Central Co-
operative Banks indicated that the entire membership con-
sisted of land owners.

4. The overdues position of some of the banks, viz.,
Nowrangpur, Sundargarh was far from satisfactory, which
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in the absence of adequatc resources of their own to cushion
the impact of these arrears led to defaults in the repayment
of dues to the apex bank. As regards arrangements for sta-
bilisation, the amounts actually built up in the stabilization
funds are negligible, the apex bank and only three of the
seventeen central co-operative banks having established such
funds. The Statc Government has provided for the excess
over 3 per cent dividend on its share capital to be appor-
tioned equally between the stabilization fund and the Relief
and Guarantec Fund.

5. As regards financing of delaulting societies, the prac-
tice is to provide fresh funds only to societies which have
repaid at least 90 per cent of the demand subject to the fur-
ther conditions that the overdues of the members to the socie-
ties should not have cxceeded 20 per cent of the demand and
that the number of defaulting members should not cxceed
20 per cent of the total borrowing members. These condi-
tions are very restrictive and affect the flow of credit for
agricultural production.

6. The low degree of urbanisation of the Statc restricts
the scope for mobilisation of deposits by higher financing
agencies from individuals, etc. In this context, deposits from
the local bodies, charitable trusts, educational bodies, etc.,
assume special significance, but these institutions are not at
present permitted to deposit their surplus funds with co-
operativec banks, though the statutory corporations and
Gram Panchayats are allowed to do so. Branch banking
has not developed in the State ; 17 banks have only 12 bran-
ches, as against 50 sub-divisions in the State. The weak
resources position of the banks is likely to act as an impedi-
ment to growth and calls for immediate action by the State
Government.

7. Supervision of agricultural credit societies is gene-
rally in the hands of central co-operative banks but the charge
per supervisor is about 30 to 35 societies, which is high con-
sidering the long distances involved. Further, the quality
of supervision leaves much to be desired, largely because
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many of the supervisors had not received any training. As
regards audit of agricultural credit societies, there has been
considerable delay and at the end of June 1963, 697 primary
agricultural credit societies remained unaudited. The delay
in the completion of audit can, to some extent, be attributed
to the inadequacy of audit staff. It was also observed that
all the sanctioned staff werc not in position. The operations
of marketing societies are still negligible and no progress has
at all been made in regard to linking of credit with marketing.

8. It is important to notc that in Orissa the task of
expansion of co-operative credit has also to reckon with the
limitations on the demand for agricultural credit which arise
from certain factors lying outside the scope of the co-operative
agency. Firstly, it may be mentioned that the proportion
of scheduled castes and tribes to the total population of this
State is as large as 40 per cent which is higher than in any
other State. They form an important part of the popula-
tion in almost the entire State except for the coastal districts.
In view of the nature of the cultivation undertaken by such
tribes and their occupational pattern, supply of institutional
credit to them presents various special problems. Secondly,
the size of the villages in the State is very small with the largest
proportion—77.6 per cent—of the total of villages being of
those with a population of below 500. Thirdly, it is observed
that food crops account for 90 per cent of the sown area in
the State, paddy alone accounting for over three-fifths of the
area. According to the information collected in the All-
India Rural Credit Survey, 58.5 per cent of the total farm
expenditure incurred by the cultivating families was in kind.
In the absence of any sizable cash outlay, the demand for
credit in the context of such subsistence cultivation, is res-
tricted over large areas. This is only one measure of the well-
known phenomenon of a very low degree of monetisation in
this State. All these factors are perhaps reflected in the
fact that only about 21 per cent of the cultivating households
in the State reported any borrowing at all.

9. Apart from these special factors the main reasons
for the inadequacy of the performance of co-operative credit
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mainly in respect of coverage seem to be: (a) security-
oriented loan policies, (b) restrictive conditions imposed for
financing defaulting societies, (¢} the weak resources position
at different levels, partly duc to poor deposit potential, (d) the
problem presented by sparse, scattered and backward popu-
lation, (¢) inadequate stabilisation arrangements and ( ) the
weakness and confusion at the primary level which make it
difficult for credit to be dishursed on a rational and progres-
sively liberal basis.

RAJASTHAN

From the point of coverage, the position at the end of
1961-62 was that nearly one-third of the villages had no agri-
cultural credit societies though the rate of progress in ex-
tending the geographical coverage of co-operatives had been
quite rapid in Rajasthan in recent years. If the dormant
societies, which accounted for more than half the total number
of societies arc excluded, only about two-fifths of the villages
arc being served by living societies. The proportion of rural
population covered by co-operatives was low at 30 per cent.
The membership of co-operative societies represented about
28 per cent of the cultivator households in the State, and 36
per cent of thc indebted households. Of borrowing culti-
vator households, the borrowing members—35 per cent of
total members—formed only 13 per cent. Co-operative credit
represented only about 5 per cent of the borrowings of all
cultivating households in the State from all sources during
1961-62. The average borrowing per borrowing member
was Rs. 205 as against Rs. 523 borrowed per borrowing culti-
vating household. The amount of loans advanced by cen-
tral banks per head of rural population declined from Rs. 4.13
in 1960-61 to Rs. 3.54 and Rs. 3.51 in the following two
years.

2. The co-operative credit structure in the State, though
on the accepted pattern, is generally weak. The position of
the apex bank was far from satisfactory, with a declining
trend in deposits as also loans and advances, largely as a re-
sult of the heavy overdues arising, in part from scarcity condi-
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tions in many districts. Most of the central co-operative
banks in the State are relatively new, having been registered
only since 1956 and hence do not have any large reserves.
Their model by-laws prescribe that District Collectors would
be the Chairmen of central co-operative banks for the first
three to five years of the bank’s working and that thereafter
non-official Chairmen would be elected. At present, 15
banks have non-official Chairmen while officials are reported
to be Chairmen in about 10 banks.

3. There were 11535 primary agricultural credit socie-
ties in the State at the end of 1961-62 having a membership
of 7,71,000. Because of the rising overdues, the number of
dormant societies has been on the increase and constituted
nearly 51 per cent of the total in 1961-62. The small-sized
societies covered on an average, a population of only 975 in
their areas of operation, while their average membership
and loan business were 60 and Rs. 5100 respectively. It is
doubtful whether such societies can work as viable units.

4. The long-term credit structure comprises the apex
land mortgage bank which was registered in 1957 and 30
primary banks. Loans for productive purposes accounted
for only 37 per cent of the total loans issued by the bank in
1961-62. No special development debentures or rural de-
bentures have been issued by the land mortgage bank. Ordi-
nary debentures for Rs. 15 lakhs were issued by the bank
till 30 June 62. The difficulties and delays experienced by
the land mortgage banks in obtaining encumbrance certifi-
cates were reported to be among the factors hampering their

progress.

5. The crop loan system has not been adopted in Ra-
jasthan. The loan limits of individual members of primary
agricultural credit societies were fixed on the basis of assets
and share holdings of the member. In an unlimited liability
society, the maximum limit for short-term loans was either
1/3 of his net assets, or 1/3 of the average annual value of his
crops, but not exceeding 8 times his paid-up share capital,
whichever was more. In a limited liability society, the maxi-
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mum individual limit was 8 times the subscribed capital or
1/3 of the value of his anticipated crop, whichever was less.
The loan per member was further subject to an upper limit of
Rs. 500 per member in areas where credit was not linked to
marketing, Rs. 1500 where there was such linking and Rs. 3000
in the package area. A satisfactory feature, however, was
that nmortgage security was generally not insisted upon, and
there was statutory provision for creating a charge against
land leld by members of co-operative credit societies. Dis-
bursement of loan in kind or instalments was not in vogue.
As for seasonality in lending and recovery, it was found that
loans were being advanced throughout the year and made
repayable at the end of 12 months from the date of issue.

6. The most disquieting feature in the working of the
co-operative credit structure in Rajasthan is the alarming posi-
tion of overdues. This has been largely due to famine and
scarcity conditions, but in some districts, the defective loaning
policies of banks, unrelated to the requirements of produc-
tion, tended to increase the overdues. Further, over-finan-
cing of cultivators by different agencies, viz., credit societies,
panchayat samitis and marketing societies contributed to
this position in some areas. The transfer of supervision work
to the panchayat samitis which had resulted in the relative
neglect of the work of supervision, also accounted for this
deterioration. A large proportion of the overdues of agri-
cultural credit societies in the State amounting, at the end
of 1961-62, to Rs. 2.94 crores, was passed on to the central
co-operative banks. Being unable to cushion the overdues
in view of their weak resources position, most of the central
banks had no alternative but to default to the apex bank.
The defaulting societies were not being provided fresh finance
in most cases, but in a few banks, they were financed if they
had repaid 60 to 75 per cent of the dues. Further flow of
credit would not be feasible in a situation like this unless
positive steps are taken to deal with the problem of overdues.

7. In this context, arrangements for stabilisation of
agricultural credit assume special significance. In Rajasthan,
little progress has been made in building up the stabilisation
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funds at the apex and central bank levels. The State Govern-
ment has not agreed to a part of the dividend on its share-
holding being credited to these funds. Although there is
provision in the byelaws of central co-operative banks for
contribution to such funds, the position at the end of 1961-62
was that only one bank had a stabilisation fund of Rs. 0.05
lakh., Nor did the apex bank have any amount to the credit
of the fund. Similarly, no contribution was made to the
Relief and Guarantee Fund during the first three years of
the Third Plan.

8. The deposit position of co-operative banks in Ra-
jasthan is very poor. The deposits of the apex bank were
only Rs. 66.38 lakhs and the central co-operative banks had,
on an average, deposits of Rs. 11 lakhs. Although the rates
of interest offered on deposits are stated to be competitive,
no special effort seems to have been made to attract deposits.
Hardly any banking facilities are offered by them. Co-
operative banks are not recognised for accepting deposits
from quasi-Government institutions and local bodies, though
panchayat samitis have been advised by Government to
keep their funds with co-operative banks. As for branch
expansion, there were 50 branches in all, the number ranging
from 2 to 12 per bank for 11 banks, while 5 banks had one
branch each and 9 had no branches at all.

9. Arrangements for supervision are generally unsatis-
factory in that this responsibility has been passed on to the
panchayat samitis after the institution of democratic de-
centralisation. This, as indicated earlier, has resulted in the
weakening of the control of the Co-operative Department over
the supervisory staff, resulting in relative neglect of the work
of supervision and consequent increase in overdues. It was
reported that the samitis utilised the services of the super-
visory staff for items of work unconnected with the supervi-
sion of societies. 'The central banks continue to be ill-equip-
ped to exercise any kind of supervision over the societies.
It may, however, be mentioned in this connection that a
decision has recently been taken to transfer the supervisory
staff gradually from the samitis to the co-operative banks.
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10. Audit arrangements are also not satisfactory. Owing
to the combination of audit and administration at the district
level and lack of individual attention to audit, the number
of societies remaining unaudited has been on the rise, those
at the end of 1962-63, being 1253.

11. Co-operative marketing has made little headway
in the State. The central banks were not in a position to
finance the marketing societies adequately and the subsi-
diaries of the State Bank of India were also reported to be
not very helpful in the provision of finance to them. Pro-
gress was also slow and limited in regard to construction of
godowns by marketing and credit societies and in the linking
of credit with marketing.

12. The western districts of Rajasthan, viz., Barmer,
Jaisalmer, Bikaner, Churu, Nagaur, Pali, Jodhpur and Jalore
lie in a dry tract area, where the rainfall is scanty. The
average rainfall over the whole area is 11 inches and the ave-
rage number of rainy days only 13. The area affected by
drought constituted 28 per cent of the total net sown area
in the State, the highest incidence being in Churu, Jalore
and Barmer. Another factor relevant from the point of
view of potential demand for credit is that scheduled castes
and scheduled tribes accounted for 28 per cent of the total
population of the State.

13. It will be seen from the foregoing that the develop-
ment of co-operative agricultural credit in Rajasthan has
been halting. The main reasons for the stagnation and
decline appear to be the following :

(1) susceptibility of large parts of the State, particu-
larly the Western Region referred to above, to
famine and scarcity conditions

(2) restrictive loan policies and procedures, mounting
overdues and the absence of stabilisation arrange-
ments

(3) ineffective supervision over agricultural credit
societies



148

(4) very weak resources position of the co-operative
institutions as reflected in the inability to absorb
overdues

(5) comparatively little attention received from the
State Government to various problems, e.g., re-
sources.

UTTAR PRADESH

Uttar Pradesh is one of the few States in the country in
which agricultural credit societies had covered all the vil-
lages. The proportion of villages covered by dormant socie-
ties was low at 6.8 per cent. Membership, however, covered
only 29.5 per cent of the rural population, 39.3 per cent
of cultivator households and 63.8 per cent of the indebted
cultivator households. Borrowing membership was 55 per
cent of this total membership and accounted for 42.8 per cent
of the borrowing households. The share of co-operative
credit out of the total borrowings of cultivators was only
23.4 per cent ; the loan per borrowing member at Rs. 175
formed 55 per cent of the borrowing per borrowing house-
hold at Rs. 320. The loan issued by central banks per head
of rural population has been steadily on the increase, rising
to Rs. 6.70 in 1962-63.

2. The institutional structure in the State departed
from the accepted pattern in more than one respect. The
Uttar Pradesh Co-operative Bank had, in addition to the 57
central co-operative banks affiliated to it, 6,589 primary socie-
ties and 166 individuals as its members. Direct financing
of primary societies continued to be undertaken by it through
its branches, even in the areas served by certain central banks.
The representation of central banks on the board was in-
adequate. The Registrar of Co-operative Societies continued
to be the ex-officio Chairman, but the meetings were presided
over by the non-official Vice-Chairman. An elected chair-
man is, however, expected to take over after the new Co-opera-
tive Societies Act is passed. The continued dominance of
officials in the functioning of the apex and central co-opera-

tive banks has been an unsatisfactory feature of significance
in this State.
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3. The number of central banks which was 65 in 1951-52
had been brought down to 57 and these were serving 50 dis-
tricts, while 4 districts were served by branches of the apex
bank. Six of the central banks are expected to be merged
with other banks under the accepted scheme of amailgama-
tion. Several central banks have a large membership of
individuals but they have provided for adequate representa-
tion of societies. The Chairmen of central banks are still
officials but elected Chairmen are expected to take over after
the new Cooperative Societies Act is passed. Of the existing
57 central cooperative banks, 7 institutions did not possess
the minimum owned funds of Rs. 3 lakhs and as many as 9
banks lacked the minimum working capital of Rs. 20 lakhs.

4. There were 54,700 primary agricultural credit so-
cieties in the State—a larger number than in any other State—
and of these, 730 were large-sized. The small-sized societies
had, on an average, a coverage of population of 928, a mem-
bership of 54 and loan outstandings of only Rs. 3,786 which
showed a low level of operations far removed from any near
prospects of viability. Overlapping of membership between
these societies and the cane unions resulted in a confused
situation at the base, as also over-financing and dual finan-
cing of the same cultivators.

5. Though the Uttar Pradesh Co-operative Central
Land Mortgage Bank commenced business in July 1960, it
has yet to gather momentum in its working. The bank ope-
rates through a network of 51 branches which are eventually
to be converted into primary banks. The bank had no in-
dependent land valuation officers. Interim accommodation
was arranged with the State Bank of India on the basis of
the guarantee of the State Government ; delay in getting the
guarantee and hence in obtaining accommodation resulted
in shortage of funds with consequent suspension of loan dis-
bursements. No rural or special development debentures
have so far been floated.

6. The State Co-operative Bank has been issuing loans
to individuals under the low-income group and middle in-



150

come group housing schemes. It had employed Rs. 44 lakhs
of its own resources as on 30 June 63 over and above Rs. 298
lakhs received from Government, thus diverting sizable re-
sources from meeting the demands for short-term and medium-
term loans for agricultural purposes.

7. At the primary level the maximum credit limit of
a member is taken as 40, 20 or 10 times the land revenue in
respect of Bhumidari, Sardari and Assami lands respectively
plus 1/3 of the market value of other assets plus 1/10 of his
non-agricultural income minus outside liabilities. Within
this ceiling, the normal credit limit is said to be fixed at 8
times the paid-up share capital or Rs. 2000, whichever is
less. The credit requirements of cultivators are arrived at
on the basis of scales per crop prepared by the staff of the
Department of Agriculture in collaboration with the co-ope-
rative staff. Limits for each member—separately in cash and
kind are worked out, 25 per cent of the loan being expected to
be issued in the form of fertilisers. Mortgage of land is in-
sisted upon for all short-term loans exceeding Rs. 2000 and
medium-term loans of over Rs. 500. The Co-operative So-
cieties Act in the State provides for the creation of a charge
against interest in land. Seasonality in lending and reco-
veries is absent, as loans for both kharif and rabi crops are
issued at one time and only loans not repaid by 30 June
are treated as overdue.

8. Societies in default are provided fresh finance only if
they have repaid 85 per cent of earlier dues. It is possible that
this stringent provision had encouraged book adjustments
with a view to concealing the true position in regard to arrears.
Partly as a result of poor repayment performance and partly
on account of paucity of resources coupled with inadequate
competence in management and use of resources, many
central banks were found to default frequently and persistently
in repayment to the apex bank.

9. A beginning has been made with building up of
stabilisation arrangements but the progress has been poor,
in terms of amounts accumulated. The State Co-operative
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Bank and 27 central banks have created such funds amounting
to Rs. 3.27 lakhs and Rs. 0.79 lakh respectively. The
State Government has agreed to contribute one-half of the
dividend in excess of 3 per cent on its shareholding in co-opera-
tive credit institutions to the stabilisation fund and one-half
to the Relief and Guarantee Fund. A provision of Rs. 5
lakhs has also been made by the State Government in the
Third Plan for the Relief and Guarantee Fund which is yet
to be established.

10. The weakest aspect of the performance of the credit
structure in the State relates to the mobilisation of deposits.
Progress in this regard has been negligible, and 9 central
co-operative banks had deposits of less than Rs. 2 lakhs.
The cane unions were keeping their deposits with commercial
banks although they derived benefits and services from the
co-operative credit structure. Even the State Government
appeared hesitant to permit local bodies to deposit funds
with central banks as Government seemed to be doubtful of
the ability of the banks to repay deposits on demand. Little
progress had been made in branch expansion, with 32 central
banks having only 54 branches as on 30 June 62.

11. The present position in regard to supervision is far
from satisfactory, as the central co-operative banks have
no effective control over the staff which belongs to the Uttar
Pradesh State Co-operative Union. A change in arrangements
to correct this position is still under consideration. This is
the only State where audit is outside the purview of the
Registrar of Co-operative Societies and is the responsibility
of the Chief Auditor who is attached to the Finance Depart-
ment. The number of auditors was so tnadequate that,
in 1961-62, the audit of 18,937 societies was in arrears.

12, It is significant from the point of view of the linking
of credit and marketing that, in 1961-62, loans of the order
of Rs. 2.84 crores were recovered by 94 marketing societies
for 11,763 agricultural credit societies. Some of the transac-
tions, however, have been suspected to be in the nature of
book adjustments.
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13. An analysis of the loan outstandings of co-operatives
per head of rural population, shows that, on the whole, the
districts of Western Uttar Pradesh and Bundelkhand present
a more satisfactory picture of performance than the rest of
the State, the relevant averages for the two areas being
Rs. 9.09 and Rs. 4.67. Though detailed data to throw
light on the situation are not available, the following factors
appear to be relevant in this connection.

(1) According to the Foodgrains Enquiry Committee
of 1957 although what are called Eastern districts of the
State do not represent any well-defined area, the divisions of
Varanasi, Gorakhpur and Faizabad comprising 14 districts
were considered to be chronically deficit areas in the matter
of foodgrains production.

(i) The Eastern districts are among the most thickly
populated parts of the country, the density of population per
square mile in them being 833 as against 468 in the rest of
Uttar Pradesh.

(iif) The high pressure of population has resulted in a
heavy pressure on land, with consequent fragmentation of
holdings. In the Eastern districts, for example, the holdings
below 2 acres are said to account for 20 per cent of the area
under all holdings whereas for the rest of Uttar Pradesh the
corresponding proportion is said to be 11 per cent. Relatively
smaller holdings appear to account for a larger proportion
of the area in Eastern districts than in the rest of Uttar
Pradesh. The quantum of credit for which such holdings can
lay claim is bound to be limited.

(iv) Low yield also appears to be a factor accounting
for poorer development of the Eastern districts. Land utili-
sation being as high as 87 per cent of the total area available
for cultivation in this region, even sub-marginal land appears
to have been brought under the plough. There has also been
no large utilisation of fertilisers so that the yield per acre
has continued to be very poor.
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(v) The incidence of floods and droughts is an annual
phenomenon of this region affecting a fairly large part of
it ; such affected area is estimated to represent about 30
per cent of the total cultivated area of the entire State.

14. The main reasons for the relatively limited progress
of co-operative credit in the State, in terms of coverage as
well as level of lending, include :

(i) the weakness of the central banks, in terms of
capital structure as well as operational efficiency -

(ii) the paucity of deposit resources with the banks
as a whole

(iii) the absence of supervision machinery under the
control of the central banks

(iv) the unsatisfactory position at the primary level
with the cane unions not integrated into the structure and a
large number of very small agricultural credit societies

(v) special economic and other factors operating over
the large part of the State, as indicated above, which render
the prospects of progress of co-operative credit difficult

JAMMU AND KASHMIR

-—

The operations of the agricultural credit societies had
extended to three-fourths of the total number of villages in
the State. But, of these societies, 29 per cent were dormant.
Membership accounted for 50 per cent of the cultivator house-
holds and 81 per cent of those reporting any indebtedness.
Borrowing membership represented 86 per cent of total mem-
bership and an almost equal percentage of the borrowing
households, which was the highest proportion in the whole
country. In terms ofthe quantum of credit provided, however,
the picture was far less satisfactory. Co-operative credit
formed only 18 per cent of the estimated borrowings of all
cultivator houscholds. Moreover, the loan made available
per borrowing member was low at Rs. 63 in 1961-62 as
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against Rs. 296 borrowed per borrowing cultivator household.
Co-operative financing appears to have suffered a decline in
1962-63 with the amount of loan advanced by central banks
per head of rural population being only Rs. 5.51 in 1962-63
as against Rs. 7.44 in 1961-62.

2. The Jammu and Kashmir State Co-operative Bank,
which has had a chequered career in the earlier years and
had been rehabilitated with a subsidy for scaling down bad
debts operates as the central financing agency in the Srinagar
and Ladakh districts and also finances marketing and indus-
trial societies in the areas served by the central co-operative
banks. There are three central co-operative banks in the
State which serve the remaining 7 districts. There were
1,116 primary agricultural credit societies which included 301
large-sized societies. On an average, the population covered
by the societies was 2,688.

3. The loan policies of the primaries were hardly
oriented to production. The loans are sanctioned, on the
basis of the recommendations of the departmental officers
and are in no way related to the outlay on crops. No season-
ality is observed in the timing of the lending which takes
place almost immediately after the recovery of the earlier
loans.  The practice is for a society to be provided fresh
finance, if it has repaid at least 25 per cent of its earlier loan.

4. Repayment performance at all levels is unsatisfac-
tory. The overdues at the primary level rose in 1962-63 to
37 per cent of outstandings, as against 25 per cent in the
previous year. At the central bank level, again, the posi-
tion of overdues has been uniformly bad—the proportion to
outstandings being 34 per cent in 1961-62—and often higher
than at the primary level representing poor repayments from
borrowers of the banks other than agricultural credit societies
as well.

5. From the point of view of resources, again, the
achievement of co-operative banks in the State has been neg-
ligible. Though share capital and borrowings are linked at
the central bank and primary levels, the collection of share
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capital is to be effected in four instalments and is hence
likely to proceed at a slow pace. No success has at all been
achieved in tapping deposits from the public. In the case
of the apex bank, even the location of its office is stated to
be unsuitable from this point of view. Most of its deposits
are Government subsidies etc., temporarily placed by co-ope-
rative institutions in their current accounts with it. The
position is similar in the central banks. Though all the
central banks have opened some branches, those in Anantnag
and Baramula are not providing such banking services and
facilities, as are likely to attract the depositing public. The
position regarding the deposit of funds belonging to quasi-
Government institutions is not clear but village panchayats
were keeping small amounts with these banks.

6. The central co-operative land mortgage bank, regis-
tered only in 1962, operates through 8 branches. It has
been working mainly with its share capital and has not floated
any debentures yet. Its lendings upto Februvary 1964 added
up to only Rs. 8 lakhs.

7. Arrangements for supervision are in the hands of the
Co-operative Department and are to be gradually transferred
to the co-operative banks. Audit is entrusted to the same
staff which is in charge of supervision and maintenance of
accounts but the staff for audit and supervision are to be
separated when the staffing position in the Co-operative
Department improves. The number of societies in arrears
of audit was 951 at the end of 1961-62, as compared with 1621
societies which were due for audit during the year.

8. Co-operative marketing has not developed to any
significant extent in the State but there has been a linking
of credit with marketing in the sense that paddy is delivered
to Government by members through the co-operative societies
which make recoveries out of the sale proceeds.

9. Though in respect of coverage, the performance of
co-operative credit in the State may seem satisfactory, there
has been hardly any progress in other aspects of the func-
tioning of the structure. The level of lending is low ; repay-
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ment performance is poor ; and the co-operative banking
structure appears weak both in terms of operational effi-
ciency and resource mobilization, at the apex as well as central
co-operative bank levels. In fact, it is the special position of
vantage given to credit co-operatives in terms of Government
policy regarding procurement of paddy and the large funds
made available by Government in pursuance of the same that
mainly accounts for the large coverage. These apart, there is
little that the movement can claim for itself. Hence, as
recent experience has shown, any change in the nature or scale
of Government support is likely to lead to a retrogression in
the performance of co-operative credit, as the structure has
built up hardly any strength of its own.

MADHYA PRADESH

The primary agricultural credit societies covered 75 per
cent of the villages in Madhya Pradesh. Of these, 5 per cent
were covered by dormant societies. Of the rural population
in the villages served by co-operatives, their membership
formed only 22 per cent. Co-operative membership con-
stituted only 23 per cent of the total cultivator households in
the State, and nearly 38 per cent of those households which
reported any indebtedness. The borrowing membership con-
stituted 67 per cent of the total membership-—a proportion
higher than !in any other State except Jammu and Kashmir.
Such borrowing members formed nearly 32 per cent of the
total borrowing households in the State. As regards the
quantum of co-operative credit, it constituted about 25 per
cent of the total estimated borrowing of all cultivator house-
holds in the State. That the scale of finance was not relatively
unsatisfactory is indicated by the fact that the loan per bor-
rowing member at Rs. 270/- formed nearly 82 per cent of the
borrowing per borrowing household at Rs. 339/- . As indi-
cated by the loan issued per head of rural population, there
has been a progressive rise in co-operative credit in the State
in recent years, except for 1961-62 when a recession was wit-
nessed. The loan per capita of rural population in 1962-63
was Rs. 6.97 as compared with the All-India average of
Rs. 7.32,

/
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2. As for the structure, the Madhya Pradesh State
Co-operative Bank (which was formed by the merger of the
two apex banks for Mahakoshal and Madhya Bharat areas)
has a large membership of individuals and primary societies,
a legacy inherited from the period when they used to be
financed by the apex bank direct. Of the 54 central co-opera-
tive banks in the State, seven from Vindhya Pradesh started
working only in the last two or three years. In other areas,
many of the banks are weak, despite the programme of amalga-
mation having been in operation for some years. A few banks
are yet to be amalgamated under the agreed programmec
which will bring down the total number of banks to 51 but as
there will still be 7 districts with more than one bank each,
the State Government have to decide soon whether they should
not also be amalgamated to form one bank per district. All
the banks had mixed membership of societies and individuals
and the latter exceeded the former in as many as 26 banks.
Even the minimum (and now outdated) standards of viability,
viz., owned funds of Rs. 3 lakhs and working capital of Rs. 20
lakhs were not satisfied by 2 and 6 banks respectively (exclud-
ing the seven from Vindhya Pradesh referred to above).

3. The structure at the primary level was very weak,
the average membership, share capital, and loans adavnced
per society being 68, Rs. 2,582 and Rs. 14,844 respectively,
of which the former two were much less than the all-India
average. The position of large-sized societies numbering 616
was better, the average membership, share capital and
loans advanced gduring 1962-63 being 339, Rs. 19,084 and
Rs. 58,933 per society respectively. The operations of both
small and large-sized societies, however, seem to be affected
by overdues which have risen from 17.9 per cent of the loans
outstanding at the end of 1960-61 to 29 per cent at the end
of 1961-62 and to 31 per cent on 30 June 63.

4. As for the loan policies, it seems that, in practice,
most of the loans are fixed on an ad hoc basis within the limits
per acre fixed by the Registrar in 1960, for short-term loans
(crop-wise) and medium-term loans. There is usually an
absolute limit of Rs. 1,500 per member. The operations of
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societies in certain areas are further restricted due to insist-
ence on mortgage security, though the co-operative law in
the State provides for loans against personal sureties and
declarations creating a charge on land. Loaning in kind has
Just made a beginning, but seasonality in lending and recovery
has yet to take root.

5. Crop failure was reported to have affected as many
as 17 central banks in 1961-62 or 1962-63. Pending the
decision of the State Government to contributc a part of the
dividend earned by them to the stabilisation funds with banks,
the banks themselves have been contributing a part of net
profit to these funds and as many as 46 central co-operative
banks, besides the apex bank, have constituted the funds, but
the amount built up so far is only Rs. 7.55 lakhs.

6. The progress from the point of view of building up
deposit resources is not appreciable at any level. There are
some legal difficulties in keeping the deposits of quasi-Govern-
ment institutions with co-operative banks, the removal of
which is now under the consideration of the Government.
The low volume of deposits is partly due to the fact that many
banks have not made eflorts to extend banking facilities to
their depositors and several do not have even a single branch.

7. The long-term credit business which was earlier
handled by the land mortgage banking section of the Madhya
Pradesh State Co-operative Bank was taken over by the
Madhya Pradesh State Co-operative Land Mortgage Bank
in 1961-62. It operates through 21 primary land mortgage
banks and land mortgage banking sections of 15 central co-
operative banks. The loans made available by the land
mortgage banks were until recently mainly for redemption
of prior debts, the land improvement loans forming only 25
per cent of the total loans'in 1961-62.

8. For the supervision of primary credit societies
which is carried out in the main by the central banks, the
staff employed is more than adequate in some banks but in-
adequate in others. The audit staff under the Co-operative
Department appears adequate, but there were arrears in audit,
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9. The natural conditions in Madhya Pradesh, parti-
cularly in the Vindhya Pradesh region and Eastern and South-
eastern districts also seem to contribute to the inadequate
progress of co-operative credit in the State. Of the total area
of 108.89 million acres in the State as much as 35.46 million
acres are under forests. The net sown area is only 40.41 million
acres, there being only one crop in most of the districts in the
State. Again, the total area under irrigation is only 2.52
million acres. Paddy is the main crop, particularly in the
eastern districts followed by wheat, jowar and gram, the total
area under these crops being 70 per cent of the net sown area.
The cash crops are grown mostly in Madhya Bharat region of
the State, the percentage of area under cash crops inVindhya
Pradesh and Eastern and South-eastern districts being hardly
5 per cent of the total area under these crops in the State.
It is further seen that the yield per acre of rice or wheat is
much less than that in rice growing tracts of Andhra Pradesh
or wheat growing areas in Punjab.

10. The existence of a large tribal population constitutes
another factor responsible for the overall inadequate coverage
of co-operative credit. According to the 1961 Census, they
formed 20 per cent of the total population in the State and
22 per cent of the total tribal population in the country.

11.  The performance of co-operative credit in the areas
of Vindhya Pradesh and certain other Eastern and South-
eastern districts of the State is found to be relatively poorer than
for the State as a whole as judged by various indices such as
the coverageof villages as well as rural population as also the
level of loans issued per borrowing member as well as per
head of rural population. Thus, by the end of 1962-63, the
co-operatives in the above areas had covered 72 per cent of
villages, their membership formed 17.39 per cent of rural
population and the loans issued by them during 1962-63
worked out to Rs. 185 per borrowing member and Rs. 3.8
per head of rural population ; the corresponding Statc aver-
ages were 82 per cent, 20.90 per cent, Rs. 268 and Rs. 6.80.
Adequate information is not available to throw light on all
the factors involved in this disparity of performance. Broadly,
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however, this seems to be accounted for by one or more of the
following :

(i) the large areas under forests

(22) the large proportion of scheduled tribes out of the
total population

(111) the relatively recent growth of credit institutions
in the Vindhya Pradesh areas as also certain terri-
tories representing the former Princely States in
the other parts of this region, and

(iv) the relatively negligible area under cash crops as
compared with the rest of the State.

12, The main causes of inadequate expansion of co-
operative credit in the State as a whole may be summed up as
follows :

(z) insufficient progress towards rationalization of loan
policies at the primary level

(i2) the relatively weak position of central co-operative
banks in financial and organisational terms

(i) paucity of resources in the form of deposits with the
institutions

(iv) lack of supervisory and administrative machinery
on the scale and of the quality required

(v) incidence of crop failure for which adequate stabili-
zation funds were not available

(v1) special conditions in parts of the State associated
with tribal population, inaccessibility of areas, low
degree of monetization, existence of large areas under
forests—all of which may result in poor potential
for production credit as also difficulties of organisa-
tion of institutional credit
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MYSORE

The proportion of villages covered by agricultural credit
societies in the State in 1961-62 was 90 per cent; however, about
20 per cent of the societies were dormant. The membership
of all primary agricultural credit societies covered 54.9 per
cent of the cultivator households and 64.8 per cent of the
indebted cultivator households. Those who had borrowed
from co-operatives formed 25.5 per cent of the total cultivat-
ing households and 40.7 per cent of those who reported bor-
rowing from any agency. The proportion of borrowing
members to total members showed a decreasing trend from
52 per cent in 1960-61 to 46.47 per cent in 1961-62 and 40
per cent in 1962-63. As regards the magnitude of co-opera-
tive credit, it may be noted that it accounted for about 18.7
per cent of the total estimated borrowings of cultivators in
the State. While the total borrowings per cultivator house-
hold reporting borrowings were high at Rs. 517, the loan
advanced by co-operatives per borrowing member was rela-
tively low at Rs. 238, A contraction in co-operative credit
was witnessed during the years 1961-62 and 1962-63. The
loans advanced by central co-operative banks per capita of
rural population declined from Rs. 9.95 in 1960-61 to Rs. 8.25

'in 1961-62 and Rs. 7.36 in 1962-63.

2. Broadly speaking, the institutional structure of
apex and central co-operative banks in the State follows
the accepted pattern of organisation and functioning except
for the Coorg Central Co-operative Bank which is engaged in
the financing of individuals to the extent of 14 per cent of its
outstandings. It is, however, observed that a large number of
banks witnessed stagnation, if not a recession in their loan
operations in recent years, reflecting the impact of the rising
overdues.

3. Of the 9361 primary agricultural credit societies,
724 were large-sized and 8637 small-sized societies. The
membership per society in the case of large-sized and small-
sized societies was 519 and 114 respectively and the loans
outstanding per society Rs. 67,566 and Rs. 15,569 respec-
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tively. The structure at the primary level was weak and
showed no prospects of the emergence of viable units.

4. The Mysore Central Co-operative Land Mortgage
Bank operates through primary land mortgage banks num-
bering 138. The bulk of their loans are for the discharge of
prior debts, those for land improvement purposes forming only
15 per cent of the total in 1962-63. It is stated that the grant
of taccavi loans by Government at a lower rate of interest for
similar productive purposes e.g. sinking of wells, purchase of
oil engines, etc. has adversely affected the progress of the co-
operative land mortgage banks. Though it was agreed as
early as December 1960 to draw up special development
schemes for financing cultivators in the areas served by Tunga
and Bhadra irrigation projects and for financing areca gar-

dens, not much progress has been yet made in its implemen-
tation.

5. Though credit is still based on assets, crop finance
is being increasingly oriented towards production require-
ments. The scales of finance per acre according to cost of
cultivation of different crops are fixed by the apex bank
in consultation with the central financing agencies. The
loan amount for each individual is not to exceed Rs. 2,000
except with the Registrar’s permission. In the area of central
co-operative banks of Belgaum, Coorg, North Kanara,
Dharwar, Gulbarga and Raichur, loans are made against
the charge created by the borrower on his land as provided in
the Co-operative Societies Act. In some societies, however,
there is insistence on mortgage of land for all loans. Short-
term loans of Rs. 200-500 are issued on a surety basis in the
area of 10 central banks. Mortgage of land is insisted upon
as security for all medium-term loans in all banks except for
two which make such loans upto Rs. 500 on surety basis.
Nine out of 19 central banks are stated to be issuing loans
in kind in the form of manures and fertilisers to the extent
of 10 to 40 per cent of total loans. It is not known to what
extent the instructions of the Government that crop loan
should be disbursed in two to three instalments depending
upon the size of the loan, are implemented in practice,
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Seasonality in advances and recoveries is not observed in all
areas.

6. Financing of defaulting societies used to be permitted
only in cases where 90 per cent of the earlier dues had been
repaid. This led to a progressive reduction in the number
of borrowing members and created a disincentive to repay
even on the part of the loyal members, and generally resulted
in stagnation, if not recession in co-operative credit. The
percentage of recoveries required for fresh financing was,
therefore, reduced to 65 in 1963-64.

7. The overdues at the primary level have been con-
tinuously rising and amounted to Rs. 9.48 crores at the end
of 1962-63 constituting 47.5 per cent of the loans outstand-
ing. The trend of overdues at the central bank level was
similar. Apart from natural calamities, over-financing in
certain areas and the failure to take effective action for re-
covery in others for political reasons etc., accounted for this
unsatisfactory repayment performance.

8. Though natural clamities have been a major factor
in accounting for heavy overdues in parts of the State, much
progress has not becen made in the constitution of the agri-
cultural credit stabilisation funds at various levels. The
State Government have not yet taken a decision as to whether
a part of the dividend on its shares in the co-operative credit
institutions should be credited to the stabilisation funds.
The balance in the fund created by the apex bank amounted
to Rs. 4.94 lakhs ; only 6 central banks have constituted the
fund, the balances aggregating Rs. 0.54 lakh as on 30 June 63.

9. The deposits position of the central banks in the
State is unsatisfactory except for five or six banks which
account for a large preportion of the total. In the case of
the State Co-operative Bank also, deposits from individuals
are relatively insignificant and actually showed a fall during
1962-63. As regards investment of the funds of quasi-
Government institutions in co-operative banks, Government
have permitted municipalities to invest their surplus funds
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with these banks, provided the banks concerned deposited
a sufficient amount of security with the Controller of the
State Accounts Department. A stipulation of this kind
indicating, as it does, the lack of confidence of the Govern-
ment in the ability of the co-operative banks to meet their
liabilities on demand is not likely to inspire the confidence
of the depositing public in the co-operative banks. The com-
petition from commercial banks is said to be great in Mysore
State. The State Bank of Mysore is patronised by all the
public institutions and industrial concerns. Much progress
has not been made in the matter of branch expansion by the
central banks in the State except for the institutions in the
districts of the erstwhile Bombay State.

10. Supervision of societies is the responsibility of the
central banks. In 10 out of the 19 banks, the strength of
supervisors was found to be inadequate in relation to the
number of societies. The supervisors do not undertake
any periodical inspection of societies. Audit staff was also
found to be inadequate, the quality of audit being affected
thereby. In some areas the number of societies per auditor
was as high as 61 to 76 in 1962-63.

11. No progress was made towards linking of credit
with marketing except in the Mandya District. Production
loans continued to be advanced by the marketing societies
in Coorg dealing with cardamom and oranges. Marketing
societies had been organised in the past in an indiscriminate
manner with overlapping jurisdiction in some districts.

12. The functioning of co-operative credit in the State
has been very much affected by the fact that certain areas
are traditionally subject to drought ; it is estimated that the
Bellary, Raichur and Bijapur districts are so susceptible to
the extent of a third of the cultivated area of these districts.
For the State as a whole it is estimated that 20 per cent of
the area was affected by drought in 1958-59.

13.  The explanation for the retrogression in co-opera-
tive credit witnessed in this State in recent years has, therefore,
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to be sought mainly in (i) the crop failure which affected parts
of the State, (if) inadequacy of arrangements for supervision
and for stabilisation of agricultural credit and (i) the in-
sufficiency of deposit resources available with some co-opera-
tive banks for absorbing the impact of rising overdues.

PUNJAB

By the end of 1961-62, the primary agricultural credit
societies in the State had covered 96 per cent of the villages
but in 6.9 per cent of the villages, the societies were dormant.
Of the cultivating households, the membership of cooperatives
represented 87.8 per cent. This was in fact larger than the
proportion of households who reported any indebtedness to
any agency which stood at 73.2 per cent. Borrowing mem-
bers formed 48 per cent of the total membership and 66.3
per cent of those cultivator households who had reported
borrowing. The quantum of co-operative credit in 1961-62
formed 27.1 per cent of the estimated borrowings of culti-
vators from all agencies. The borrowing per borrowing
member at Rs. 235 represented only 41 per cent of the borrow-
ing household at Rs. 573. In terms of loans advanced per
head of rural population, Punjab stands fourth among States,
following Maharashtra, Gujarat and Madras, with an average
of Rs. 9.59 as compared with the all-India average of Rs. 7.32,
in 1962-63, despite a small decline from the level of Rs. 9.94
in the previous year.

2. As for the institutional structure which has evolved
in the State over the years, the position broadly conforms
to the accepted pattern except in certain aspects. Thus,
the apex bank includes among its membership a large
number of primaries_inherited from the Pepsu Apex Co-
operative Bank which had merged with it. At the level of
central banks, the agreed programme of rationalisation had
not yet been completed, as the 31 banks which now serve
20 districts are to be reduced to 27. The central banks had
again a fair proportion of individual membership. Three
of them are specially weak units with owned funds of less
than Rs, 3 lakhs and working capital of less than Rs. 20 lakhs.
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At the primary level, dormancy was low at 8 per cent but the
level of operations was relatively low with average member-
ship, share capital, deposits and loans advanced per society
of 79, Rs. 3,201, Rs. 3,013 and Rs. 7,797 respectively. The
fact that the population in the area of operation of a credit
society, on an average, was only 852 would indicate the need
for reorganisation as a necessary condition even for potential
viability.

3. The crop loan system is yet to be introduced in the
State. The credit limit of an individual member continues
to be fixed as a multiple of land revenue upto 30 times plus
one quarter of the miscellaneous income in the case of owner-
cultivators, and 15 times plus ene-quarter of the miscellaneous
income in the case of tenant cultivators. In 5 societies out
of every inspector’s circle, as an experiment, the limit is taken
at 1/3 of gross to total income subject to an overall ceiling
of Rs. 1000. A more liberal basis has been adopted in 3
selected districts where the multiple of land revenue is raised
from 30 to 36, the ceiling is raised from Rs. 1000 to Rs. 1200
and the increased credit is provided for purchase of fertilisers.
Short-term loans are ordinarily issued against two personal
sureties, but if the loans exceed Rs. 1,000, mortgage security
is insisted upon and the loans have to be approved by the
officers of the Co-operative Department. In the case of
medium-term loans, personal sureties arc accepted upto
Rs. 500, charge of land for loans between Rs. 500 and Rs. 1,000
and mortgage beyond that level. Seasonality in the issue
of repayment of loans is generally absent cxcept for a few
experiments carried out in selected areas.

4. The repayment performance on the whole is not
very unsatisfactory, thc proportion of overdues to loans out-
standing fluctuating from 23 per cent to 26 per cent in the
last four years, the percentage being surprisingly high at 56
in the case of large-sized societies. Defaulting societies
are financed if at least 662 per cent of the earlier dues has
been repaid. Though there is need for stabilisation arrange-
ments with reference to the districts where the high sub-soil
water table leads to frequent floods, the arrangements made
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in this regard are hardly adequate. The apex and central
co-operative banks have created very small stabilisation funds
amounting so far to only Rs. 1.15 lakhs and Rs. 1.46 lakhs
respectively, out of their net profits, as the State Government
does not appear to have agreed to a part of the dividend on
their holding of share capital to be credited to this fund.
The State Government have created a relief and guarantee
fund, the amount to the credit of which, as on 31 March
1962, was Rs. 2.30 lakhs.

5. The position of the credit structure in the State in
respect of its internal resources represents an important
element of weakness today. At the central bank level, the
average owned funds and deposits per bank at the end of
1962-63 were Rs. 12.20 lakhs and Rs. 31.90 lakhs as against
the all-India average of Rs. 18.50 lakhs and Rs. 37.80 lakhs
respectively. The reasons for the limited volume of deposits
in most of the banks appear to be absence of branches, the
failure to provide normal banking facilities to depositing
clients, and the inability of the banks to offer competitive
rates of interest in comparison with other banks. At the
primary level, however, the position of deposits was better,
the average per society being Rs. 3,013 as against the all-
India average of Rs. 1,031.

6. A beginning was made with the provision of long-
term credit only a few years ago following the organisation
of the Punjab State Co-operative Land Mortgage Bank in
1958. While the emphasis seems to be generally on loans
for purchase of tractors, loans made for repayment of prior
debts and redemption of mortgages constituted 41 per cent
of the total loans issued during 1962-63.

7. The responsibility for supervision of societies con-
tinues to vest in the Co-operative Department and the average
charge per supervisor varies from 25 to 40 societies, but there
are proposals to transfer the function to co-operative banks
and to inceease the strength of the staff. The audit staff
in the areas of some of the banks is inadequate, the charge
per auditor being more than 50 societies. As a result, audit
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was in arrcars in 1961-62, in respect of 3,722 societies. Co-
operative marketing has not developed to any significant
extent ; only recently, a programme has been launched
for linking credit with marketing in respect of 20 selected
growers in each of 20 selected service societies, in each Assistant
Registrar’s circle.

8. In assessing thc progress of co-operative credit in
the State, it is necessary to appreciate the impact of the Parti-
tion on the Movement. The dues from individuals who
left the country in its wake, the societies whose working was
affected by the migration of a large proportion of their
members, the general conditions of dislocation and disturbances
which continued for some time after the Partition—have all
left their impress on the co-operative banking structure of
the State, cspecially in certain districts including Kangra
and Hoshiarpur which appear to have been among the worst
affected.

KERALA

Co-operatives had achieved a 100 per cent coverage of
villages in the State but 21 per cent of the villages were covered
by dormant societies. The membership accounted for 48.9
per cent of cultivating households and 69.1 per cent of those
who reported any indebtedness at all. The borrowing
membership, however, was only 44.26 per cent of the total
membership and only about a third of the borrowing house-
holds. As regards the quantum, it is scen that co-operative
credit represented hardly 16.1 per cent of the estimated
borrowings of all cultivators from all sources. The borrow-
ing per borrowing member at Rs. 152 formed only 47.2 per
cent of the borrowing per borrowing household. The loan
advanced by the societies per head of rural population,
though on the rise from year to year, was only Rs. 5.76 even
in 1962-63, as against the all-India average of Rs. 7.32.

2. The structure at the apex and central bank levels
generally conforms. to the accepted pattern of federal and
state-partnered institutions., At the primary level, the position
was not clear or satisfactory in some respects. There were
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2,397 agricultural credit societies, of which nearly 20 per cent
were dormant. Societies in liquidation were as many as
1,100 but proceedings were reported to be getting delayed
for lack of adequate departmental staff to attend to this work.
There were 148 large-sized societies with an average member-
ship of 1,000 and loans outstanding of Rs. 1,03,568 per society.
In the case of small-sized societics the average membership
was relatively satisfactory at 373 while average loan out-
standing was Rs. 24,644. The average loan per member at
only Rs. 149 was less than the national average of Rs. 231.
Overlapping of jurisdiction and dual financing of members
appeared to prevail, to some extent, at the primary level ;
the same individual is permitted under the Co-operative
Societies Act to become a member of more than one credit
society.

3. The Kerala Co-operative Central Land Mortgage
Bank was ecstablished in 1956 to replace the Travancore
Credit Bank, a non-co-operative institution which had upto
that time been engaged in long-term credit in the erstwhile
Travancore State, The Cochin Central Land Mortgage
Bank which had been operating in the erstwhile Cochin State
functioned thereafter as one of the 10 primary land mortgage
banks. The bulk of the loans, representing 67.5 per cent
of the total in 1962-63, continued to be advanced for repay-
ment of prior debts. A beginning was made with the floata-
tion of rural debentures of Rs. 12 lakhs of which only
Rs. 7.10 lakhs were subscribed for, including the contribution
from the Reserve Bank. A notable development relates to
the Bank’s association with the financing of a scheme for
bringing about 1 lakh acres under rubber cultivation and
floatation of special development debentures for the purpose.

4. The crop loan system is not in operation except in
the area served by the Ernakulam Central Co-operative
Bank and the areas covered by the package programme.
The loan policy of the societies was mainly security-oriented,
logns above Rs. 200 and in some cases even above Rs. 100
being given against mortgage of land. The maximum amount
of loan which may be issued to a member of a society is fixed



170

at Rs. 2,000. In thc case of all medium-term loans, irres-
pective of size, mortgage security is insisted upon but a slight
relaxation has recently been introduced in Alleppey and
Ernakulam Central Banks which accept surety for loans upto
Rs. 500. Seasonality has been introduced in Kozhikode and
Trichur but otherwise loans are disbursed throughout the
year and are repayable in 12 months except for loans for
paddy cultivation which are given before the sowing season
and run for 6 months.

5. There is also the practice, in the State, of granting
what are termed as ‘ordinary loans’ for periods ranging from
1 to 3 years primarily for non-agricultural and often non-
productive purposes like redeeming of petty debts, expenses
connected with religious ceremonies, children’s education etc.
In several banks, the volume of these loans was as large as
that of loans for agricultural operations.

6. Defaulting societies were financed if the proportion
of overdues to demand did not exceed 25 per cent in limited
liability and 33} per cent in unlimited liability societies. At
leastin three banks the overdues were very heavy ason 30 June
1963 being as high as 30 per cent to 33 per cent of demand.
Five out of 9 banks had also failed to meet their obligations
to the apex bank on due dates, although the defaults except
in the case of one bank, were for a period of one to three
days. There is also the undesirable practice of granting
extensions for repayment of loans without sufficient justi-
fication and proper scrutiny of loan applications.

7. The State Government has agreed that the dividend
on its share capital in co-operative credit institutions in excess
of 3 per cent may be appropriated in equal part to the Stabi-
lisation Fund and the Relief and Guarantee Fund. Only three
central co-operative banks had constituted stabilisation funds
but they were negligible in size. No contributions had been
made upto 1962-63 to the Relief and Guarantee Fund.

8. In the matter of building up deposit resources there
has been some progress both at the apex and central bank
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levels, and rates of interest offered were generally competitive.
The banks have been approved for acceptance of security
deposits of contractors, government servants, etc. No central
bank, had branches as at the end of 1961-62. The volume
of deposits was relatively small in 5 out of 7 banks, ranging
from Rs. 9 lakhs to Rs. 24 lakhs, as compared with the all-
India average of Rs. 32 lakhs in 1961-62.

9. Supervision is the responsibility of the central co-
operative banks, and their special staff for the purpose seemed
to be adequatc. Audit arrangements, however, seemed to
suffer because audit staff had to attend to other functions as
well.

10. Linking of credit with marketing had made little
progress. The State Government held the view that there
was little scope for co-operative marketing of paddy as the
marketable surplus was small. The societies had, therefore,
to be very vigilant to ensure that recoveries were effected at
harvest time. In the area of Quilon, Alleppey and Ernaku-
lam districts, the Kettuthengu system was in operation, under
which the credit society secures the usufructuary right in a
certain number of coconut trees belonging to the borrower,
gets the coconuts plucked and sold on its own account and
adjusts the sale proceeds to reduce the loans every 45 days.

11.  The primary marketing and credit societies account-
cd for over 50 per cent of the 1600 retail selling points for the
distribution of fertilizers in the State but their sales were
only 25 per cent of the total. This happened because the
supply was against cash payment but the societes did not
have the necessary funds for the purpose. The State Govern-
ment have, however, recently agreed to guarantee accom-
modation from the State Bank of India to the apex bank
for financing this business.

12, In judging the low level of co-operative advances
per capita of rural population, account has to be taken of
the high density of population in the State and the low pro-
portion of cultivators as reflected in the fact that only 39 per
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cent of the ‘workers’ according to the census comprised of
cultivators and agricultural labourers. The size of cultivating
holding per cultivator was also lower in this State than in
any other. It should also be noted here that alternative
sources of credit—notably chit funds—were available to
many cultivators,

13. The main factors accounting for the relatively
limited performance of co-operative credit in terms of coverage
and lending would include:

1) insistence on mortgage security and lack of orien-
tation of credit policies to production needs

t1) paucity of resources with co-operative banks

iif) overlapping membership and jurisdiction at the
primary level

iv) the relatively small size of holdings and low pro-
portion of cultivators to rural population.

ANDHRA PRADESH

The agricultural credit societies in the State had extended
their operations to 80.7 per cent of the villages by 1961-62
but, of these, 8.1 per cent were covered by dormant societies.
The membership of co-operatives accounted for 38.5 per cent
of the cultivator households and 49.9 per cent of the culti-
vator households reporting any indebtedness. The borrowing-
membership formed only 52.5 per cent of total membership,
representing only one-fifth of the cultivator households and
35 per cent of the borrowing households. As regards the
quantum of co-operative credit, it is observed that loans
advanced by primary agricultural credit societies and land
mortgage banks during 1961-62 formed only about 25 per
cent of the total estimated borrowings of all cultivator house-
holds. In relation to borrowings per borrowing household
of Rs. 468 the borrowing per borrowing member was only
Rs. 298 or 64 per cent of the former. The level of lending
is also found to be low with reference to co-operative credit
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per head of rural population which amounted to only Rs. 8.31.
Finally, it may be noted that the year 1962-63 witnessed
retrogression in the volume of agricultural credit provided
by the co-operatives. The loans issued by central co-operative
banks per capita of rural population declined from Rs. 9.20
to Rs. 8.89.

2. The credit structure at the apex and central bank
levels broadly conformed to the accepted pattern of federal
and State-partnered institutions. The only exception is
the central co-operative bank in Cuddappah district which
has been denied State contribution of share capital in view
of the chronic overdues and mismanagement which have
rendered its financial position very unsatisfactory. The
standards of operational efficiency and management were
not satisfactory in several central banks, especially in those
from the Telangana area.

3. At the primary level, 14 per cent of the agricultural
credit societies were dormant. The level of their operations
was relatively low, as may be seen from the fact that in the
small-sized societies the average membership was only 83
and the average loan outstanding Rs. 10,640. As against
the target of 4000 societies to be revitalised during the Third
Plan, 1485 societies were taken up for revitalisation in1961-62
and 1962-63.

4. As for long-term credit, the structure is reasonably
well-organised especially in the Andhra area and progressive
in its loan policies. The bank has made some headway in
the matter of undertaking development financing as well as
floatation of rural debentures.

3. The operational policies at the primary level were
not, till recently, uniform in the entire State, the practice
in the Telagana area differing somewhat from that in the
rest of the State. In both the cases, however, loans were
not issued on the basis of requirements relating to production
but on certain other criteria such as ownership of assets or
land revenue paid by the members, mortgage being insisted
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upon for amounts exceeding Rs. 500. The practice of
basing credit limits on land revenue is, however, gradually
disappearing. The maximum individual credit limits vary
between Rs. 500 and Rs. 3,000 in small-sized societies, Rs. 500
and Rs. 4,000 in large-sized societies, Rs. 500 and Rs. 5,000
in rural banks and Rs. 50 and Rs. 100 in Harijan societies.
It is stated that landless tenants used to be refused loans but
it was recently decided that they might be advanced loans
if certified as cultivators by an appropriate Government
authority. Scasonality was not observed in lending and
recovery.

6. Repayment performance has not been satisfactory
in several banks, largely because of the absence of a determined
drive for recovering dues. Though for the State as a whole,
the proportion of overdues to outstandings was only 11.78
per cent in 1961-62, the position was worse in various indi-
vidual institutions. Thus, the proportion ecxceeds 50 per
cent in the Eluru and Warangal banks and was about 30
per cent in the Hyderabad and Guntur banks. The inability
of several banks, especially in the Telangana and Rayala-
seema area to absorb overdues and maintain their credit-
worthiness with the higher financing agencies is reflected in
the recession in co-operative credit, which was observed in
the State during 1962-63.

7. In the context of the fact that large parts of the State
are periodically subject to drought, it is a serious handicap
that the amounts to the credit of the stabilisation funds created
at the central and apex bank levels, at Rs. 8.30 lakhs and
Rs. 5.30 lakhs respectively, were negligible.

8. The weakest aspect of the functioning of the banks in
the State related to their lack of success in mobilising re-
sources in the form of deposits, which has resulted in their
growing dependence on outside borrowings for financing the
lending programme. It is stated that the State Government
is trying to persuade local authorities and statec and other
industrial organisations to deposit their funds with co-opera-
tive banks but no concrete steps seem to have been taken in
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this direction., Branch expansion has also not made much
progress, with several of the banks not having even a single
branch yet.

9. Co-operative marketing and processing, apart from
organisation of co-operative sugar factories, has made little
progress. The bulk of the activities of the marketing socie-
ties consisted of the distribution of agricultural requisites
and the issue of produce loans. There has been no progress
in the linking of marketing and credit.

10. A factor which lies outside the institutional struc-
ture but has a close bearing on the development of co-operative
credit in parts of the State relates to the fact that certain
areas, viz., Rayalaseema and parts of the Telangana area are
particularly vulnerable from the point of view of drought.
It is estimated that in 1958-59, 77 lakh acres of sown area
in Adilabad, Anantapur, Cuddappah and Kurnool districts
representing 28 per cent of the total of net sown area in the
State were affected by drought. In 1958-59 and 1959-60,
floods had affected 40 per cent and 20 per cent respectively of
the total area in the State. Another relevant factor in this
connection is the large proportion of tribal population in the
State. Of the total population at 36 million, 6.3 million or
17.5 per cent were scheduled castes and tribes. The tribal
population is mainly found concentrated in the districts of
Visakhapatnam, Adilabad, West Godavari, Warangal,
Khammam and Karimnagar.

11. From the point of view of the performance of co-
operative credit in the State, it is possible to distinguish between
the coastal area of the State and the region represented by
Rayalaseema and Telangana. The coastal area is better
served by irrigation facilities, Rayalaseema and Telangana
regions include tracts which are poorly served by irrigation
and are susceptible to drought. The irrigated arca formed
13 per cent of the total cropped area in Rayalaseema and 16
per cent in Telangana, as compared with 42.4 per cent in the
coastal area. The coverage by co-operatives of the rural
population in the arca served by agricultural credit societics
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is nearly 39 per cent in coastal Andhra Pradesh, whereas
it is only 13 per cent in the Telangana region and 18 per cent
in Rayalaseema. Loans issued by the primary societies per
head of rural population were also much higher at Rs. 10.67
in the coastal area as compared to Rs. 4 in Rayalaseema and
Rs. 3.81 in the Telangana region. The co-operative credit
structure in Telangana has shown very poor progress except
for one or two central banks not only because of the unfavour-
able conditions of agriculture prevalent in the area but also
because of the restrictive features of their loan policy and
paucity of deposit resources. Though these banks were
assisted some years ago by special subventions from Govern-
ment for writing off their old bad debts, no decisive or im-
pressive impact on their stagnation has yet come about.
The standards of staff and management of cooperative in-
stitutions in the area leave much room for improvement.

12, The main explanation for relative failure in the
large part of the State has to be sought in the following factors:

() the incidence of crop failure and drought in the
Telangana and Rayalaseema regions

(¢i) the poor resources position of the apex as well as
central banks in most cases

(t73) the relatively low level of financial strength and
organisational efficiency of the majority of the cen-
tral banks

(tv) the failure to implement progressive and rational
loan policies at the primary level.

GUJARAT

The coverage of villages by agricultural credit co-opera-
tives was almost complete at 99.7 per cent and, of these, 5.7
per cent were covered by dormant societies. Members of
agricultural credit societies, however, represented only 30 per
cent of the rural population or 46.7 per cent of the cultivator
households with the percentage of borrowing members being
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fairly high at 64.91 of total membership. Of the households
who were indebted to one agency or the other, 69 per cent
were members of co-operatives but what is more remarkable
is that the proportion of borrowing members to borrowing
households at 50 showed that half the households who
required credit depended on the co-operatives for it. Credit
received from co-operatives represented 36.5 per cent of
borrowings of cultivators from all sources and the average of
such credit per head of rural population was Rs. 16.92, the
highest in the country. The average loan of Rs. 446 per
borrowing member issued in 1961-62, again, represented the
highest amount for the country and formed as high a propor-
tion as 73 per cent of the borrowings per borrowing household.

2. The Gujarat State Co-operative Bank, which was
cstablished on the bifurcation of the Bombay State inheriting
its share of assets and liabilities from the Bombay State Co-
operative Bank and incorporating the erstwhile Saurashtra
State Co-operative Bank, and the central banks of the State
broadly conform to the accepted pattern except in a few
aspects. The apex bank finances societies direct in the Dangs
area which is not served by any central bank. There are
21 central financing agencies in the State serving 16 districts.
Thirteen districts are each served by one bank, while three
districts have more than one bank each ; the question of the
amalgamation of the latter is to be further examined by
Government. The membership of the central banks consists
of 11,199 societies and 22,538 individuals.

3. Of the 7,728 primary agricultural credit societies in
the State, the proportion of dormant societies was 6 per cent.
‘There were 1013 large-sized societies with an average member-
ship of 242 and loans outstanding of Rs. 99,528. The 6,716
small-sized societies on an average, covered a population of
only 1719 in their areas of operation and had a membership
of 82 and loans outstanding of Rs. 25,746.

4. The structure for long-term credit consists of .the
Gujarat State Co-operative Land Mortgage Bank operating
through a network of 132 branches and only 4 primary land
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mortgage banks affiliated to it. The organisation of primary
banks all over the State is under consideration. The bulk
of loans advanced is for productive purposes. The central
land mortgage bank has floated seven series of rural deben-
tures. No special development debentures have been floated
so far, The overdues were heavy, consisting as on 31 March 1961
of Rs. 36.81 lakhs of ‘Girasdari’ loans which were over-
due for over 3 years and normal loans of Rs. 62.83 lakhs, of
which 17 per cent were overdue for more than two years.

5. The financing of individuals was generally negligible
both at the apex bank level and in the majority of the central
co-operative banks. The exceptions, however, were the
Panchmahals Central Co-operative Bank, the Surat Central
Co-operative Bank and the Limbdi Banking Union in which
loans to individuals formed about 20, 10 and 50 per cent res-
pectively of their total outstanding loans. In these and some
other banks, the financing of traders was found to exist, to a
significant extent, usually in the form of discounting of bills.

6. At the primary level, the size of the loan is generally
said to be related to the anticipated crop and the acreage
under cultivation. Loans are usually based on sureties and
a charge on land, though, for loans in excess of certain limits,
mortgage of land is required in some banks. Medium-term
loans in excess of Rs. 1,000 are made against mortgage of land.

7. Societies with defaults not excceding a specified pro-
portion of dues—usually 50 per cent—are provided fresh
finance by central banks to enable the former to finance non-
defaulting members and new members provided the societies
take coercive action against defaulters.

8. Agricultural credit stabilization funds have been
created in the state co-operative bank as well as 18 central
co-operative banks, with the level of funds as on 30 June 1962
being Rs. 1.18 lakhs and Rs. 1.81 lakhs respectively. Fifty per
cent of the excess dividend over 3% per cent payable to Govern-
ment on its share holdings was being credited to the funds but
has been discontinued since 1963 as Government had decided



179

to appropriate the entire dividend payable to it. The Relief
and Guarantee Fund set up by the Government of Gujarat had
a balance of Rs. 6.41 lakhs as on 31 March 1962. The linking
of shareholding to borrowing is in force at all levels.

9. Co-operative banks are in a position to offer com-
petitive rates of interest on deposits apart from providing
banking services to their customers, so that they have been
able to develop internal resources in a sizable measure and
in this respect lead the rest of the country. Branch expansion
has made good progress with 20 banks having, in all, about
190 branches. The performance in regard to deposits, how-
ever, was largely accounted for by the central banks operating
in the area which formed part of the ertswhile Bombay Statc.
The State Government had recognised ‘A’ and ‘B’ class banks
in this region as eligible for receiving deposits from local bodies
but had not extended the same treatment to banks in the
Saurashtra region.

10. The supervision of societies was being attended to
both by the bank inspectors and the departmental officials.
In some areas, e.g., Panchmahals, Bhavnagar, Kaira, Wan-
kaner, Baroda and Broach, the charge per supervisor appeared
to be very high. Similarly, the charge per auditor was also
very high but audit was not in arrears. Concurrent audit
was not in vogue in a majority of banks.

11. From the point of view of the development of
co-operative agricultural credit, it is a significant fact that,
the State has a tribal population of 27.54 lakhs, according to
the 1961 census. Most of the tribals live in hilly and forest
areas and are engaged in agriculture as well as the collec-
tion of forest produce which gives them a small though steady
income. The tribals are to be found in the Dangs area and
the districts of Broach, Panchmahals, Baroda and Surat.
Being exploited by traders and lacking in leadership and
literacy, the tribals have not been able to benefit by co-opera-
tive organization, as their way of life and field of work render
membership in existing co-operatives not of immediate
advantage. Another relevant factor is the susceptibility of
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certain parts of the State to natural calamity, usually drought ;
this area would include the districts of Kutch, Jamnagar,
Banaskantha, Mehsana, Ahmedabad, Surendranagar, Bhav-
nagar and Amreli. Finally, parts of the State, cspecially
Kutch and some districts of the Saurashtra region—seem
to be sparsely populated and to suffer from lack of proper
means of transport and communication and, to that extent,
provide an unsatisfactory environment for the growth of
institutional credit.

12, The overall picture in Gujarat is one of success of
co-operative credit in the sense that those covered by it receive
credit service in relatively adequate quantum, but the cover-
age is itself poor, in terms of even membership, not to speak
of borrowing membership. While this is the position for the
State as a whole, stagnation or deterioration was witnessed
in the operations of certain banks, e.g., Surat, Baroda, Bhav-
nagar, Junagadh, Wankaner, Kaira, Sabarkantha, Amreli
and Morvi Malia. Among the contributory factors—
differing from one case to another—were (a) scarcity and
famine conditions, (b) slack supervision, (c) absence of any
drive to enlarge coverage, (d) weak resources position which
renders them relatively incapable of absorbing overdues,

MADRAS

Agricultural credit societies covered all the villages in
the State, dormant societies covering 8.6 per cent of the latter
in 1961-62. The percentage of rural population covered was
58.2. The co-operative membership represented 86 per
cent of all cultivator households. This was even larger than
the proportion of families who reported any indebtedness to
any agency which stood at 72.3 per cent. Borrowing mem-
bers formed only 46.6 per cent of thc total membership, a
proportion which was lower than the all-India average of
50.89 percent in1961-62 and tended to fall from year to year.
Such borrowing membership in 1961-62 formed 69.6 per
cent of the households reporting any borrowing during the year.
Co-operative agricultural credit in 1961-62 formed 31.2 per
cent of the total borrowings of all borrowing cultivators from
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all sources. The average borrowing per borrowing member
was Rs. 232 or about 45 per cent of the borrowing per bor-
rowing cultivator amounting to Rs. 517. Loans issued by
primary co-operatives per head of rural population in1961-62
amounted to Rs. 12.76 and Rs. 14.68 in 1962-63. The per
capita loans issued by the central co-operative banks at
Rs. 16.48 in 1962-63 showed a rising trend, the annual rate
of increase for the preceding 5 years being Rs. 2.45, the
highest in the country except for Maharashtra where it was
Rs. 2.47.

2. The institutional structure in the State conformed
to the accepted pattern, the apex and central banks being
State-partnered institutions organized on a federal basis. At
the primary level, however, there were some rural banks
alongside primary agricultural credit societies having over-
lapping jurisdiction but confining themselves to medium-
term and jewel loans. The small-sized societies had on an
average a population coverage of 1235 as against 10,020 for
large-sized societies. The average membership and loan
outstanding were respectively 221 and Rs. 19,489 per small-
sized society and 1116 and Rs. 2,13,052 per large-sized society.

3. The long-term credit structure consists of the Madras
Central Land Mortgage Bank and 96 primary land mortgage
banks. Discharge of prior debts continued to account for
the major proportion of the loans advanced by them. The
bank has issued six series of rural debentures so far, of which
those floated since July 1961 have not been markedly suc-
cessful.

4. Although the co-operative credit institutions in the
State have acquired financial strength as well as adequate
experience in providing finance for agricultural purposes over
the years, their loan policies continued to belargely security-
based. The basis of the loan is generally the value of assets
owned and mortgaged, the upper limit for loans on personal
security having been fixed at only Rs. 250-500 until recently,
and now at Rs. 1,000. The individual maximum borrowing
power of a member was fixed at Rs. 3000 provided adequate
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mortgage of land was given, (Rs. 5000 in the package dis-
trict) which could be exceeded only if security of produce or
jewels was given. The lending and recovery of short-term
loans for seasonal agricultural operations are not related to
the sowing and harvesting seasons of the crops financed, in
the case of most of the banks except the co-operative central
banks at Tanjore and Kumbakonam, where the package
programme is being implemented.

5. Though the position of overdues in most of the
central banks is generally satisfactory as on 30 June every
year, they are very heavy at the end of the earlier months.
There is reason to believe that there is considerable window-
dressing of the position in this regard as on 30 June for the
purpose of obtaining a better audit classification. As re-
gards financing of defaulting societies, the practice is that a
society may be financed ifit has repaid at least 75 per cent of its
dues and its members have repaid atleast 663 per cent of their
dues.

6. Provision exists for the creation of agricultural
credit stabilisation funds by co-operative banks and for a con-
tribution to them of 10 per cent of the net profits of the banks.
The State Government has agreed to the excess dividend on
its share capital over a certain minimum being credited in
part to this fund, the other part being credited to the
Relief and Guarantee Fund. Ason 30 June 1963, the amount
to the credit of this fund with the apex bank was Rs. 7.96 lakhs
and with the 14 central banks which had constituted the
funds Rs. 17.88 lakhs. The total amount to the credit of
the Reliefand Guarantee Fund was Rs. 5 lakhs.

7. It is in the matter of the mobilisation of internal
resources in the form of deposits that the performance in this
State reflects limited progress as deposits have failed generally
to increase in step with the expanding levels of loan operations
in the central banks, and their dependence on outside bor-
rowings has tended to rise steeply. Much has not been done
in the direction of branch expansion also. As on 30 June 1962,
of the fifteen banks in the State, only six had, in all, thirteen
branches.
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8. While supervision is in the hands of central co-opera-
tive banks in the State and the staff for the purpose is reason-
ably adequate, inadequacy of audit staff and consequent
arrears in audit are reported in certain districts of the State.

9. The recovery of loans made by credit societies from
out of produce sold through marketing societies has not
shown any appreciable progress. During 1962-63, 127 market-
ing societies sold produce of the value of Rs. 816 lakhs but
could recover production loans only to the tune of Rs. 67
lakhs.

10. Though the State appears to be favourably placed
in the matter of the incidence of natural calamity, certain
areas are susceptible to drought. It is estimated, for instance,
that, in 1958-59, 10 per cent of the total area was affected
by drought.

MAHARASHTRA

The performance of co-operative credit in Maharashtra
is fairly satisfactory, more in regard to the extension of credit
to members, than in regard to the coverage. Though, by
the end of 1962-63, the primary agricultural credit societies
had covered 96.9 per cent of villages in the State, the member-
ship of these societies formed only 36.7 per cent of the total
rural population. The membership in 1961-62 formed
52.9 per cent of cultivator households and 83.9 per cent of
those who were indebted. Borrowing membership formed
67.1 per cent of the total membership and 69.2 per cent of
those who reported borrowing from any agency. The ad-
vances of co-operative credit societies formed 55.2 per cent—
the highest proportion for the whole country—of the estimated
borrowings of all cultivators. The loan per borrowing member
at Rs. 347 was, again, higher than in any other State except
Gujarat and formed 79.8 per cent of the borrowing per bor-
rowing household at Rs. 435. The total loans issued by
primary agricultural credit societies worked out to Rs. 14.84
per head of rural population, while those by central co-opera-
tive banks worked out to Rs. 18.24 per head of rural popula-
tion, which was also the highest for any State.
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2. The fairly high amount of loan per head of rural
population has become possible largely due to the well-
organised and developed co-operative credit structure at all
levels. The apex and central co-operative banks have, by
and large, grown into strong institutions, assisted by Govern-
ment contribution to their share capital to a significant extent.
Each district has only one central co-operative bank with
an average share capital, deposits and working capital of
Rs. 37.68 lakhs, Rs. 148.18 lakhs and Rs. 301.30 lakhs
respectively per bank. Even the position at the primary
level was not very unsatisfactory. Only 4 per cent of the
societies were dormant. The average population covered
by the primary society was 1414. The average membership
and loan outstanding per small-sized society were 89 and
Rs. 21,586.

3. The notable performance of co-operative credit in
Maharashtra may be attributed largely to the adoption of
progressive loan policics under the crop loan system. By and
large, the system has been introduced in the State in all its
aspects, though there have been difficulties in the process
of implementation in the field. Thus, there have been in-
stances of crop acreages inflated with a view to obtaining
larger loans and of credit being drawn not only for produc-
tion needs but also for other purposes. The provision of
credit in kind has not shown any marked success as seen from
the response of the borrowers reflected in the lifting of sup-
plies. A major cause for concern has been the rising trend
of overdues which went up to 34 per cent of outstandings in
1962-63, though in part, this is attributable to natural cala-
mity. In this connection, it is relevant to note that the
inadequacy of the agricultural credit stabilisation funds is a
lacuna in the co-operative credit structure of the State. As
on 30 June 1963, the amount to the credit of the fund at the apex
bank was only Rs. 5.86 lakhs and the total to the credit of the
funds in the 19 banks which had constituted them was
Rs. 8.65 lakhs. There appeared to be no provision for any
contributions to be made to these funds from out of the net
profits of the institutions concerned, though a part of the
dividend on Government share capital accrued to them.
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4, Long-term credit is being disbursed by the State
Co-operative Land Mortgage Bank and 27 primary land deve-
lopment banks. They have made good progress in the pro-
vision of loans for land improvement as may be seen from the
fact that out of total loans of Rs. 865 lakhs issued in 1962-63,
Rs. 547 lakhs were for sinking of wells, Rs. 283 lakhs for in-
stallation of pump-sets and Rs. 35 lakhs for other types of land
improvement while the loans for discharge of prior debts
amounted to only Rs. 0.39 lakh. An important factor of
strength, in this connection, has been the decision of the
Government to transfer the responsibility for implementing
the plan scheme of minor irrigation to the land development
banks together with the usual subsidies forming part of the
scheme and the statutory provision made for a simplification
of the method of estimating the value of land as security.

5. The infra-structure of arrangements for supervision
and audit of societies though developed, leaves scope for im-
provement particularly inregard to the former asisseen from
the heavy charge per supervisor in the areas of some of the
central co-operative banks particularly in the Maharashtra and
Vidarbha regions. Similarly, progress is yet to be achieved
in linking credit with marketing except for sugarcane crushed
in co-operative sugar factories. Loans of co-operative credit
societies to the tune of Rs. 121 lakhs were recovered through
marketing societies in 1961-62 though the value of produce
handled by them was as large as Rs. 17.47 crores.

6. While the overall picture of co-operative develop-
ment in Maharashtra presents a more or less satisfactory per-
formance and needs improvement mainly in respect of
arrangements for supervision and stabilisation of agricultural
credit, there appear to be two pockets, viz., the Konkan area
(Kolaba, Ratnagiri and Thana districts) and the area covered
by the Chanda and Bhandara districts where the results in
regard to coverage as well as financing fall far short of the
State average. Thus, in 1962-63 the coverage of villages
in the Konkan area was only 64 per cent as against 97 per cent
in the entire State. The coverage of rural population repre-
sented by membership of co-operatives was 23 per cent in
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the Konkan area and 31 per cent in Chanda and Bhandara dis-
tricts as against 39 per cent for the residuary area of the State.
The average loan advanced by primary societies per head
of rural population was only Rs. 2.29 in the Konkan area and
Rs. 8.72 in Bhandara and Chanda districts as against
Rs. 18.48 for the rest of the State.

7. 'The probable reasonsfor the poorer performance have
to be sought in the conditions of the economy represented by
these areas. InThana and Kolaba districts of the Konkan, the
low demand for credit can perhaps be explained with reference
to their proximity to the large metropolitan area of Bombay
which provides income and employment to the population
of these districts. In Ratnagiri, the problem of accessibility
as well as the low plane of cultivation involving only limited
or no inputs at the present stage of its agricultural develop-
ment seems to account for the relatively poor performance.
The districts of Bhandara and Chanda represent conditions
similar to those of the eastern and south-eastern districts of
Madhya Pradesh in respect of the proportion of area under
forest, the type of crops raised as well as the standards of cul-
tivation. It is observed that the net sown area in these five
districts formed only about 24 to 31 per cent of the total area
except in Bhandara where it formed a little more than 40 per
cent, whereas for the State as a whole, it was 59 per cent. The
main crop in these areas is paddy which constitutes more than
70 per cent of the total paddy grown in the State, while there
is little cultivation of any important cash crops in the area
other than some oilseeds. The solution to the problem
presented by these regions can be thought of only in terms of
an overall development programme for bringing about a
radical change in their economy.





