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Preface

COPAC was established in 1971 in response to the ernpha,sis of the Second 

United Ne,tions Development Decade on the mobilization of the people, pa,rticularly 

the poor, for their o™  development through their om  organizations^ United 

Nations agencies and international non-governmental organizations came together 

in COPAC Kith a. view to better coordination of their activities for the promotion 

of cooperatives in the developing coimtrieso COPAC maintains close rel?d;ions 

ifith many non-member agencies active in this field.

COPAC undert<?Jces the organization of biennial symposia where the problems 

of cooperative development strategy and aid can be discussed in a neutral atmosphere 

by all parties concerned - government officials and cooperative loaders from 

developing countries, donor agencies of all types and representatives of international 

organizationso Three such symposia, vjere organized prior to the formation of COPAC 

in the late sixties and es.rly sevcaities by SIDA (Svieden), DANIDA (Denmark) and 

ODM (UK) respectively» The third symposium to be held under the aegis of COPAC 

v/ill be held in 1978 and v/ill devote attention to "Cooperatives and the

Involvement of the Poor in their Om  Development" o

The symposium will consider tvjo ba^sic questions;

- vjhat are the characteristics of coopera.tive structur<^ and procedures

best suited to the involvement of the/poor in their o\-jn development /rural/ 

■under varying environmental, social, political and economic conditions?

- what are the essential environmental, political, social and economic 

pr&-conditions for cooperatives to involve the rural poor in their own 

development?

This paper forms the second of a series of desk studies which ifill be 

released by COPAC Secretaria^t during the period prior t'' the Symposium. The views 

expressed are these of the author only and do not necessaj'ily represent those of 

COPAC. The scope and depth of the papers is restricted by the limited staff 

resources available to COPAC Secretariat and the difficulty of obtaining published 

material covering all aspects cf the problem. Hovjever, it is hoped they irill con

tribute to constructive dialogue and knowledge of the role cooperatives may play in 

the battle against poverty ajid inequality.

COPAC Secretariat ’..111 be grateful to receive comments, suggestions and 

corrections so that the papers may be improved and understanding of cooperatives 

potentials and limitations increased.



RURAL POVEHfr IH INDIA

The poverty of India needs little  docunents-tiono The extreme deprivation 

of this popvupus country i ,̂ notorious. The Goyerrjnent of India, in a statement 

to Parliafiient in September 1974t estimated tha-t 60-pei'cent of the population 

were bolow the poverty line. Average per capita GNP in 1972 i'ra.s US $ 110. This 

pi \urc, bad/itself, does not, however, reveal the extreme stratification of a / W  

rural society in which the pool' are very poor and very numerous and the-rich are 

very rich and comparatively few in number. Taking India as a vrhole, P .D . Ojha 

and V .V . Bha;; I /  estimated that in 1964 the poorest 4C percent of the population 

received 16 percent of the GNI vjhilst the middle 40 percent and upper 20 percent 

received 32 percent and 5^ P"' -ent respectively. The 1971 census revealed a 

rural population of' 440 million, 80 per'cent of the total. In  1961, there were

31 million agricultural labourers, by 1971 this had risen to 47*3 million, of 

which 16 million were women. Thus, 2 5 .8  percent of the total work—force or 

37»5  percent of those eniployeia in agriculture are landless.

IMTER3IATE VARIATIONS IN RURAL INGOr/ES

Both income different.als and absolute levels of poverty vary from Indian 

state/and, of course, within different areas of the states. Data on rural income,/to state 

or even state production, is  at best scanty* In ;960/6l annual agricultural income 

per head of the agriou].tural population ivas highest in the Punjab and Haryana at 

aro\md Rso 313- Th. 2re is then a considei’able gap to the next state, Gujarat, at 

Rso 233 and a steady decent from there through Uttar Pradesh, Haharshtra, West ■

Bengal, Karnataka, Jam.Tiu and Kashmir, Assar.i, Tamil Nadu, Kerala, Rajasthan,

Orissa, JIadhya Pradesh at I 98 and then another precipitous drop to Bihar \d.th 

Rso, 136, These figuret' cannot be take'n as entirely indicative of the overall welfare 

of the rUi^l prpulatibn, however. Prices of ccrealE, the most basic of food stuffs, 

vary from sts,te to state a:ad. 01 course, year to year; but they are net aeces^rily  

lowest ir the poorest ste-tes and tend, i f  anything, to compound the effects of low 

income. On, the other hand, figures for c a lc n e  intake^ the -vulidity of which must 

be treated xidth caution, Indicate that althoiagh the Punjab eats well, Bihar eate 

better than Gv.jujat, for example, and Rajasthan best'of all. Similary, services 

are liiuch. better distributed in Kerala than elsewhere with Tamil Nadu also a poor ; 

state, sccond and Maharashtra, the richest state in overall term's, third* Bihar, 

the poorest state by all definiticnc, except caloris intake, also has some of the 

worst serviceSo

Economic growch Ims been by no means umform betxaeen states. Dayanatha Ja 

calculatcs that during- the pont-independence period prior to I 96O rates of growth 

v;ere linked to population increase and were similar fox’ all states, although the 

Eastern states of Assam, Oriusa and I-.̂ est Benf^.l did not do so xirell. During the 

period I 958/ 6 ’ to the rate of grovrth of many states slowed, but between

1963/65  and 1969/71 several s'Oates, notably those affected by new wheat production 

technology, .recorded accelerated rates of growth (Haryana, Punjab and, to a lesser 

extent, Rcgasthan). The rate of grovrth in many of the rice producing states 

further declined; il: Axidlira Pradesh it v;as actually negative and very low growth 

rates were recorded in Bihar- Kerala, Ifedhya Pradesh, Mararashtra, Karnataka,

Orissa and iJest Bengal, Therefore, agrictiltiu-'al income disparity between many of the 

pooreot and the VTealthier sts-tes increased in recent years.
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INCOME Alfl) LAI'ID SI3TRIBUTI0N IH' gTATES

Income distribution within the states themselves has been calculated by 

M, IParbraan ^  on the basis of 19^1 figures (see Table 1 ). He has calculated 

rural iiicor^e disparity on a state by state basis. There appears to be no particular 

relationship between the v;ealth of the state and the share of the poorest ten 

percent of the population, or the richest ten percent in the total rural income.

On the basis of these figures Assam has the most favourable income distribution, 

followed by Jammu e.nd KashjTiir. Bihar and Tamil Nadu are amongst the worst. Thus, 

income distribution'is not n e c e s s a r i t y more egelitarian in states which have emphasised 

provision of welfare services either. Kerala with the best services has an 

unfavourable income distrJbution situation and likewise Tamil Nadu and Maharashtra.

In India, vAere there is little  state or cooperative farming, the problem of

rural poverty is inseparable from that of access to land. In  I 961/62  of an

estimated 7 2 .5  million rural households, 8 .5  million or nearly 12 percent of the

total owned no land at a ll . A further 23.6  million or 32,5  p^-rcent owned less than

an acre, i .e .  44 percent of the rural households owned less than an acre. Since 

then the position has, if anything, deteriorated, particularly in areas affected 

by nevj production technology, Laxminarayan, 5/  for example, found in thpoe 

villages of Haryana the proportion of land in the liands of "khe farmers i-̂ ith more 

than 15 acres increased from 50 percent to 61 percent, 56 percent to 62 percent and 

59 percent to 65 percent respectively, following the introduction of high yielding 

varieties. It is interesting to note that this expansion took place at the expense 

of farmers in the middle size range, rather tlian small farmers vdth less than five 

acres. * The number of agricultural labourers rose from 31 million in 196I to more 

than 47 million by 1971 I'he proportional distribution of land holding is shown in 

Table 1. It will be seen that the states with the worst income differentiation 

with a fev7 exceptions, notably Tamil Hadu, have the greatest concentration of land 

holding in the hanls of a minority, vrhil.st the sta,tes vdth t:.e least income 

inequality also have a more equitable distribution of land holdings. For example, 

in Kerala in 1961, 83 percent of holdings were less than 2 ,5  acres, but 'this size 

group only occupied 26 percent of the land area and in Bihar 55 percent of holdings 

T^ere less than 2 ,5  acres, but oiily I4 percent of cultivated land fell in this size 

range,

TaJcen overall of the 50-7 million operations.1 holdings in India, 40 percent 

are less than a hectare **in  size and 62 percent less than two hectares, but their 

share of the total cultivated area is only 20 percent. 28 percent of holdings are 

more than three hectares and occupy 70 percent of the land area.

The national government has recommended to the states that each family should 

be permitted a maximum of I8 acres of irrigated land or 54 acres of dry land, A 

family is defined as a wife, husband and three m.inor children. Larger families 
should bo allo^'ed land holdings up to tijice the normal Cliiling, Cash crop plantations

*  Unless, of course, the ranks of the small farmers vrere swelled by former

middle farmers which may have been the case.

**  1 hectare = 2 .4 71  acres.



are excluded. Lanfl over and above the ccilings should be expropriated at below

market prices and -che land distributed witu priority .'-;iven to landless/schedtiled/labourers^

castes and tribes. The recomraendations have been incorporated in state legislation.

Despite the fact '̂-tliat they are extremely liberal, the ntates have been slov/ in 

most cap'-'s to implement the reforms and peaple have had adeauate time to divide 

land amongst the family and a,dopt other avoiaaace procedtircs. So far 24,000 

hectares, of an es'I^iinated 1.8  million hcctcares vjhich should become available have 

been distributed to 35?OC>0 people. The Governrnent of India instructed the State 

Govermients to complete lond rcforrn by Junc.1S'76. Thin, har, ;act"b^fcn achieved.

In  fact the Hindustan Time Delhi r'^portcd on the 6 .7 .1976  tliat of 28 million 

hectares estimated to be a’Tiilable for redistribution in 1950 only 0 ,7  million 

hectares had been declared sui^plus in 197^.

Problems of land holding arc not restricted to the disparity of the areas 

under ctiltivation. Many farmers continue' in reality, if not in theory, to have 

t h e '^ a t u s  cf tenants and infom al sharecropping relationships exist where the 

tenant has no security vrhatsoever. The Fourth Five Year Plan states percentages 

of cultivating households who xj-ere tenants in 19^9> Bihar (37)? Jammu and- 

Kashmir (2.5), Kerala (3 1 ), Karnataka ( 2 5), Punjab and Haryana (39)» Himachal 

Pradesh (2 7 ), Pondicherry (4 5 ) and Tripura ( 3 6 ) . Minimum rents have been fixed 

at rates not exceeding one quarter of the gross crop in all states except Punjab,

Haryana, Jammu and Kashmir, Tamil Nadu and the /aidhra area of /mdhra Pradesh.

Under existing lav.'s, tenants, especially sharecroppers, have little  security of 

1:enure in Bihar, Tamil Nadu, the Andhra area of /Indhra Pradesh, the Saurshtr^ 

area of Gujarat', Punjab and Haryana.

Holdings are also frequently fragmented and C.B. Mamoria 7/  notes that in 

Bombay and Assain the average holding contained about fo” r plots and in Maharashtra 

fields measuring less than half an acre were often sub~aivided into 20 separately 

ovmed plots. In Uttar Pradenh farns of 2 .5  acres had on average 3 ,6  fragments with 

an average of two per acre. In ’■''ost Bengal, farms of less t ;^n  1.25 acres had 

averages of 3o6 f-ra,"ments per fartii and 5<>3 per acre. In the upper size range in 

both states, although famis liad a greater number of fr a ^ e n ts , fragnentation per 

acre was much less<, For farms ii; the IO-I5 acre size range, an average of one and 

1 .4  frs,gmentc per acre in U+tar Pra.desh and Ucst Ben^^l respectively were reported.

Leginlation to facilitate consolidation of holdings has been adopted in all 

states except Tamil'Ifcdu and Kerala, The legislation in Uttar Pradesh, Gujarat,

Maharashtra. Punjabj Delhi and Orissa pem it consolidation at the state’ s initiative.

In  Madhya Pradesh and J.amrau and Kash.nir the government may compel a minority to

consolidate vjherc the majority vjish it . By 1972, 32.6  million hectares of land had

been consolidated. The work was completed in Punjab where 9->2 million hectares

were consolidated,Haryana, with 0.1 million hectares consolidated, Uttar Pradesh - ;

with about 12 million acres consolidated, liaferashtra and Himachal Pradesh had

made some progress. Other states were laggint,.

SOCIAL DIVISIONS

Indian society is not only stratified economically, but socially. Social 

division, '3ue to ’..-ealth, has tc some extent superimposed itself on stratification
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due -to caste, v.iiich itself has its origins in economic, spiritual and military povrer. 

Within the concept of caste, Indian sccietj^ was divided into five broad groiips:

Brahmins, Kshatriyas, Vaisyas, Shudras and outcastes or Harijanso The first three 

divisions (varnas) Brahmins, Kshatriyas and Vaisyas -- the twice born •- were near 

equals and represented intellectuaJ, political and economic pox̂ ror. The foiorth 

group, Shudras, enjoyed a much lô ifer status in the social hierarchy. The Harijans 

were -literally outside,- the system,• although they formed an integral part of the 

rurpT economic or.'?ani7,ationo • ■ ,

The tribal societies of India vjhich tended to live in remote areas and 

practice siaifting: cultivation were not differentiated into casteso To some extent 

their land has been alienated in their owi areas and others, as in West Bengal and 

Bihar, have moved away from their homes., taking up work as agricultural labourers 

or sharecroppers, vjhere their social position is at the very bottom of the hierarchy. 

Large absentee landlords are usually Bralmins, Kshatriyas and non-farming Vaisyas. 

Generally they operate land through tenants and sharecroppers, but they are increasingly 

operating largo farms as changes in technology and tightening of the tenancy laws 

make this more profitable. They have interests in trade and money lending and are 

frequently former Zaminders. * Large farmers come from all castes, but are not 

generally Harijans. The group is dominated by the Brahmins, Kshatriyas and Vaisyas 

(twice born). They liave interests in trade and money lending in addition to farming. 

They are the major employers of agricultural labour and, together vdth money lenders 

and traders, vjield tremendous influence. The middle farmers come from the same 

caste grouping, but include more Shudras. They may operate land in addition to 

their ovm 021 a sharecropping or tenancy ^oasis. Many of tho-n gained ownership of 

their land v;hen the Zaminder systan was abolished. ' Agricultural labourers are 

predominantly outcastes and tribals. Artisans and village servants are mostly 

Shudras. They constitute a snriall but distinct group amongst the poor of every 

village. Traders and money lenders are generally from twice born castes and have 

an interest in agricultujre. They, together with the civil servants, landlords 

and large farmers represent power. They favour maintenance of the status quo and 

are linked by caste and economic status.

There is in India a social stratification of caste which, although it has 

its origins in the distant past, conforms lai'gely to the distribution of economic 

power in the rural ar-eas. The presence of some of the highest caste members amongst 

the poor may work against ciiange<> Such people have been and are still to some

extent respected on accourit of their high social origins. They feci close ties, 

although poor, with their v;ealthy fellow caste members and act as a brake on a 

cohesive movement of the rural poor for economic reform. The preservation of the 

existing power structure severely limits the likelihood of success of m'easures which 

in any way impinge on the wealth or power of the hierarchj'",

^  Zaminders were land revenue collectors appointed by the British, who came to

occupy the place of landlords over the area for which they were respoBSible.

They were abolished shortly after independence, but many of them m.anaged to

ass-ume direct ovmership of a portion of the land for v;hich they had been

responsible.
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A BJ-aEF Igr/IF/J OF II'IDIa' S EXPEETEUCE IIT TACKLIHG RURAL POVERiT

The draft Fifth Five Year plan., statejs ^  "the existence of poverty is incom

patible with the vision of an advanced prosperous deTiocratic, egalitarian and 

jus'+' society implied in the concept of a socialist pattern of development. In 

-fact,’ it hold,̂ - a potential threat to the unity, integrity and independence of the 

country, 'Eliiftination of poverty must, therefore, have the highest p r io r it y " ..

Since independence, the plight of In dia 's  rural poor has received.considerable 

attention in Government thinking. The First Five Yea.r Plan 1951-195:6: £ /  .

canpliasized a package of raeasuros in the rural areas designed to increase incomes’ 

and equality. These.-included i;he ah ;1 it ion of the Zaminders, rent, control, security 

of t’enure and the progressive replacement,, of the infonnal credit structure by an 

inst-itutionalised one in vdiich cooperatives- woro soon .as being partioularljf. : 

important o

COOFBRi'ITIVE VILLAGE : ‘

The ultimate objective for the rural structure vms seen as cooperative 

village management v/hereby the village mana,ged its land as a block. Rights of 

ownership were to be continued, to be recognized and compensated by 'an ovmership- 

dividend. Land and the resources of the village were to-be administered so as to 

provide maKimuia onproi'-raent, .Owners of land who worhed in the village and workers 

who vjere noii-ox«i>5rs were to receive renumeration for.work done accqydi.ng to the. 

nature of the-work,  ̂ The blocks vjithin the village fann were to 'be leased from 

the vill-age fnanagQTignt-body on terms vjhj.ch wc.-yld provide financial incentive, to ... 

those" hdldihg-t-hei blocks. The land might be :cultivated .by individual f ^ i l i e s  or 

groups with th"e land split up into appropria-t.e, blocks. It -i-jas stated in this way 

the possibility of securing maximum production tlirough the provision of individual 

or group incentives would be fully preser'/edc Thus, the village manage-:ient 

conceived vras socialist rather tlian commuxList in nature.

The advantages jeou for cooperative village management included, cjjeatijag^ 

units large enough for productive investment, making the position of landless , 

workers' more simr.lar to that, of other. cuitivatorSj and. facilitating the setting

up of . deeondaf;^ industries-- It was envisaged that there would b,e serious problems 

in the immMiiite'implementation of cooperative village management on a large 

scale. The most■ important of these was that agriciil-tural rationalisation would.,., 

throw a large number of people out of work, ...

It was also thought tha-:; a perioa of education for the people.and cadres 

vra.s a pTerequisite of wid'-esproad implementation of.'the scheme,, it via,e therefore 

recommend^Ki that the immediate programme would be.to establish village production 

councils, i'egistered farms and cooperative farming, societies,

■Village Production Councils were foreseen as sub—comm-ittees of the Panchayat 

(village committee)'""oi* vrhere no Panchayat existed of ,a cooperative credit society, 

It'vras suggestM that the' cooperative societies ,>nd seme of, the best farmers would 

be represented on the Councils The Council vrould be S5:pected to frame village



production programnes and budgets, act as the cliannel through which all goverment 

aid reached the vil.la"e, and service and coordinate all village production and 

community activities.

Registered fanas were envisaged as a system of regifstering large farms (defined 

as at least six times larger than the m inim uT; economic holding for the area) and 

effecting some control over production and viage levels on them. People with farms 

below the registered farm size were to be encouraged to pool their farms in 

coopera,tive farming societicg which v/ould also have a minim.iam size of six times 

as large as the minimum economic holding for the area. Cooperative farming 

societies were to receive priority in the provision of governoent services and 

assistance in land consolidationo Preference vrould be given to them in leasing 

cultivatable government land and la.nd- acquired, under agrarian reform. In  settlonent 

of newly reclaimed land not required for state fsirms priority was to be given to 

landless workers' cooperatives. Little progress was made vjith this programme and 

in the Second Five Year Plan, 10 / in 1956 village production councils as separate 

from the village panchayats received no emphagis.

AGRICULTUBilL CREDIT

The /ill India Rural Credit Survey Committee recommended in 1954 that the main 

drive to provide agricultural credit should be through cooperatives. As the 

internal resources of the cooperative movenent were quite inadequate to this 

task, the Committee also urged state participation in cooperatives and increased 

finance from the Reserve Bank of India, which was to coordinate agricultural 

credit development. The recommendations of this committee have resulted in the 

cooperative movement being the primary source of agricultural credit.

COfMJMTY DEVELOPtmTr

Following the success of a Ccffimiinity Development pilo+ project at Etawah 

(1948—1953)( the programme vra.s extended to most of the country in the second plan.

The Community Development programme once diffused, ran into problems of lack of 

finance and shortage of qualified personnel. The co\intry m s  gradually divided into 

communitj^ development blocks, each of 50 to 100 villages v/ith 50,000  to 100,000 

people per block and there are nov; some 5>000 blocks. The blocks are coordinated 

at the district level by a team v/orking under the collector (district magistrate/ 

deputy commissioner) or the district planning officer. At the block level, a 

Block Development Officer coordina,tes a team of extension specialists in ag-riculture, 

animal husbandry, cooperatives, public health, social work, etc., who continue to 

be employed by their own departmentr-, but vjork through village extension agents 

(gram sevaks), of which there are generally ten per block. In areas taken up for 

intensive agricultural development under the high yielding varieties programme, a 

larger number of extension personnel are available. The community development 

programme has been criticised for creating on oooasions duplicatory machinery at 

the block and village levels. It vjas originally envisaged that over a ten year 

period blocks would reach the point of self-sustained growth, but this failed  to 

be the case.



In 1957 3- scheme of villa^-c, "block and district councils, called Ranchayati 

Raj, was alreadj^ prevalent in some areas emphasised for extension and has 

spread tiirou.^hout much 'India, They are particularly effective in Oujarat .. 

and Maharashtra.1'Jith tKe exception.‘of these two states the main decisiohr-

making and executing leVel is the 'block council (the Samiti). The executive, as 

opposed to advisory responsibilities of the councils, vary both in law from state 

' to state'and in 'fact'from  'area' to area'i ‘ •

'■ . ~ More or ■ i'esS ^imiiltanfebusly with the launching of Panchayati Raj came the 

realisation tl’iat the social- objective? of. ccnimunity development which had. received 

the greater-^stress-’must take second place to the raising of production and, 

therefore, increased incoincs. i-'lth this realisation, agricultural sorvices, 

particularly credit cooperatives receivad. increasing emphasis.

IIttENSIVE AGRICULTURAL PRODUdTlGN PROGRi'J'StE ;

In  i960 , the Intehsivo Agricultural Production Programme or package programme 

vjas begun. The programine was designed to raise production in areas of high poten

tial in the short to medium tenjj, ’ through concchtraticn of credit, particularly 

cooperative credit,’ extension, seasonjil input.s, minor irrigation works, etc.

The progTamme, vfhich began in 16 districts, continues in a less concentrated manner 

as the Intensive Agricultural Area Programme' (lililP).

AGENCIES TOR DEVELOPI-IEIg OF gM/iLL .’J'TO LL'IRGINAL F/Ji'-IERG .AGRICULTUR.1L L.1B0URER5 

/JJD TRIE.'iL AREAS

1969 saw the launching of the Snail Farmers, Marginal Farmers and Agricultural 

Labourers and in 1972 the Tribal Development Agcncies (see below). The agencies 

have, as in the communit;/ development approach, a- coordinatory function. They work 

at the district level under the chairmanship of the Collector, They are federally 

financed, but rely on the state staff for implementation of the programme.

Irrigation areas or Command Arens frequently cross district and even division 

boundarieso Command breas are coordinated by state irrigation departments. It has 

now been accepted that in each state an inter-disciplinary authority should be 

established whose head shall be ranked as a Head of Deprurtment vdth direct control 

over the officers of the Departments of Irrigation, Agriculture, Soil Conservation 

and Cooperation in command areas. A borjrd:,.- xfith non—official representation, vrill be 

set up for each command area. In the ' 1974—1979 plan period Development Authorities 

v/ill be set up for about 5^ major projects xidth a total cultiva,table area of I5 million 

hectares, llew schemes'vtIII give ptlority to chronically drought-affected tribal and 

backward areas.

TEE r6LE OF COOFERATIYSS IN TACKLIWG HUPAL POVERTY

Amongst the developing countries India has one of the oldest and most vd.de- 

spread rural cooperative movements. Cooperatives were stressed in India by the 

British at the beginning of the century as an ansvrer to certain social evils, 

particularly rural Indebtedness, rather than as agents of economic development.

(3iandi and Nehru urged the development of cooperatives as m  ideology for Indian 

development with only a limited stress on their economic advantages. Etaphasis in



Indian Goveritoient ijhinking has shifted from cooperative philosophy to regarding 

cooperatives as a tool of development and official development emphasis is on 

raising the living standards of the rural poor through cooperatives.

The draft M fth  Five Year Plan 8 /  states "Cooperation represents institution

alization of the principle and impulse of mutual aid. It has the merit of 

comhining freedom and opportunity for the small man v/ith the benefit of large-scale 

management and organization. Cooperation is , therefore, eminently suited to bring 

about the desired socio-economic changes in the context of existing,conditions in 

the country". And Mrs» I .  Ghandi, in her inaugural ad.dress to the Sixth Indian 

Cooperative Congress in 1971 said "Whatever the system of Government, the people 

cannot be mere spectators in the waj? against poverty» T/fuch less so in a democratic 

society and I  loiou of no other instrujnent so potentially powerful and full of 

social purposes as the cooperative movement. It helps people to help themselves.

It also enables the state to provide the necessary support and resources, without 

inhibiting their initia^tive and individuality Change must be accompanied by a 

perceptible movement towards equality. Here again, the cooperative movement assumes 

unusual importanceo It is the only instrument capable of securing economies of 

large-scale work v/ithout generating the evil consequences of economic concentration"^ 

The Working Group on Cooperation appointed by the Administrative Reforms Commission 

set up by the Government of India recommended in its report of June I968 that the 

problem of vested interests in cooperatives should be taken as part of the general 

problem of concentration of economic, political and social power in the hands of 

selected groups which naturally leads to their domination of cooperativeSo

Many prominent individuals vdthin the Indian cooperative movement have not 

accepted tha.t its primary task lies in overcoming the problems of the poor and 

considerable stress is laid on independence from Government and "democracy". The 

All India Cooperative Policy Malcers' Conference in March 1972 did, however, states 

"The Conferen<';e i,i of the opinion that cooperatives should reaxh and serve the last 

man in the society and weaker sections should be given due care, and attention. The 

Conference directs the movement to reorient'̂  their policies and working pattern, that 

the members of vieaker sections of society are encoura,ged to avail of the service of 

coopera.tiveSo Tliere should be adequa,te represent action of weaker sections on the 

Board of Mana^gement and larger amounts should be earma-rked for lending to them".

The Above sta-tement admits inter alia„ tha.t cooperatives have, to date, failed to 

.adequately serve tho vieaker sections of society.

 ̂ India has made several a.ttempts to utilize  cooperatives in overcoming some of 

the problems of the rural poor. The present emphasis lies in distribution of credit 

to capitalize the smaJ.1 farmer. Previous attention has been given to land holding 

and consolidation problems th ro u ^  coopera.tive farming and some stress continues to 

be pla.ced on labour cocporatives for landless vrorkers» The efforts to provide credit 

and promote cooperative farming are revie;’eel below =

I"Iy underlining.
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It must be er^phasised from tha outlet that no mechanism which does not confront 

the system can ch?nge the profile of poverty in a situation which produces great 

divergence of vrealth. 'Cooperatives >.'hich represent all sections of the population, 

rich as 'v'ell as poor, are not by the5.r very nature in a position to confront the 

system. We must, therefore, a,sk whether cooperatives have done more to benefit the 

ruPcii poor, or phrased more negatively in a situation- heavily weighed against the 

poor, have they done less da";a.ge to the rural poor th?Ji other institutions.

Secondly, v;e must eramine 'liether there is cuiy ccoperative structure which has 

brought real benefits to the rural poor vrlthin the negative environment of India 

today.

The Structure of India 's  Rural .Cooperative 

'Movement ,an_d Gtovemment Supporting Services .

It is impossible to look at the effectiveness of India 's  cooperatives in 

tackling the problems of the rural poor vdthout a brief insight into the cooperative 

structvjre. T h e ^r u c tu r e , vdth relation to credit and agricultural production 

cooperatives, vd.ll be revi.ewed. in more detell.

Cooperatives are the responsibility at the nationel level of the Deppjrtment 

of Cooperation, Ilinistry of ]?'''cd, Agriculture, Community Development and Cooperation 

and each state has a similar Ministry. Also, at the national, level is the Nationa.l 

Cooperative Development Ccrpcre^tion and the Reserve Bank of India which has a 

cooperative section in its Agricultura-1 Credit Department and provides finance for 

agri cultural credit«

■ Kerala-provides a typical' example of the organisation of -a State Cooperative 

Department. The Department is hea-ded by the Registrar, Ea,ch District is divided 

into tvro' or three divisions' which â ro under the supervision of an assistant 

registraJ?. Divis:‘.cnr. ?-re sub-divided into ti/o or three circles, ea,ch v/ith a.

cooperative circlc inspector who oversees the work of cooperative inspectors at the

gra-ss roots.

The cooperative movement, has established a v-ride .range of or-ganizations at the 

national level, many of which are primarily business organizations, such as the 

National Agi-icultural Coopora-tive iferketing Federation; but others, of which the 

most important is the Coopera.tive Union of Indian, aj?e concerned ->dth representation 

of the coopera.tivc movement, coordination, training, resea,rch and publicity.

By faj? end â way the bill'-: of India,'s coopera,tives avo a.gricultural credit 

cooperatives, but cooperatives exte.nd into-every v/alk of life  and are prominent 

in the 27ural areas in agricultural maa^keting aaid input supply. In there

were 38,620  cooperative re’_ail depots for fertiliser and .-'is. 8,440  million of 

agricultura.1 products were marketed through cooperatix’’es. In 1974 cooperatives 

mana<,ged 3}840j00(J tons of storage capacity end ran processing units with a capacity

of 1 , 5 12,000  tons per annum- ,
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' ’ ' CCQP3RA'rIV:J FARMIIIG

V/hen cooperative fsiTning \-ir<.s proposed in the first five year development 

plan, in I9 5 I, it wr„s intended to form the oasis of a rural socialist society.

The priority acoorded to it hs.s now declined to the point vrhere it is scarcely 

included in govemm^t thinl:ing« India is one of the few countries to have 

launched a uidesprcsd campaign for voluntary cooperative farming and it was not 

successful,

TYPES OF C00PERATI73 Mi&I

Cooperative farms in India pre of tvro types: Joint Farming Societies and 

Collective Farming Societies. In joint farming societies the raemhers pool their 

land, but retain ownership of it . The period of pooling which is generally at 

least five years is decided by the members at the time of registration. I f  a 

monber withdra'irs his land after the compulsory pooling period the society may 

compensate him with another piece of comparable value i f  this is more convenient. 

Members are entitled to receive a return on their pooled land in proportion to 

its productivity. Returns mry be paid out of the gross :produce in v;hich case they 

should not c:-;oeed the rent limit proscribed in the tenency Ira?. Alternatively 

.returns on pooled'lond may be paid out of the net farm business income. Bonuses 

from profits a.re paid on share capitsJ land pooled end work done.

In a collective farming society land rights are vested in the society. At 

the time of transfer of l,3nd. ovmership to the society lands are valued and members 

allotted shares equivalent to the value of their land.

There are also better farming societies designed to improve fajrming with 

individual cultivation 2nd tenant farming societies where land rights are vested 

in the cooperative, but members farm individually. Early, statistics are confused 

by the inclusion of those latter two types in the■definition of cooperative farms. 

They have noi' been excluded..

HISTORICAL DÊ /ELOP!'IBI'TT

The colonial adininistration leased some 3 0 ,000 acres of land to 68, societies 

in the periovd 1924-1934° Of these, 10,000 aycres went to Harijan field la-bour 

cooperatives, but it tended to be farmed individually. A cooperative farm .’was 

formed as far back as 1921 in Bombay state, where eleven societies were reported 

in 1940 and a further 21 were organized between 1940 and 1947= These societies 

were mainly-confined to better fa.rming a.ctivitiesc

There ’/ere also vaj?ious traditional forms of vrork coopera.tion vxhich, 

a lt h o u ^ 'o f  decrea.sing importance, continue today. The Phad system was reported 

on in detail by the Morlcing Group on Coopera.tive Pajrming in 1959 11/» In Kolhapur 

District about 1,000 phads operated I'here land i/as temporajrily pooled to grow 

sugar cane. The Working Group also describes the Gonchi system in Andhra Pradesh, 

where members each had shares in the Gonchi. ’Jork, bullocks and manure had to be 

provided in proportion to the number of shaj?es held ajid produce v/as distributed on 

this basis. Both Gonchis and. Phads sometimes ha,d very disciplined Tjork systems.
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Cooperr.tive f a s  a stp.te policy -..-as suggestod in 1944 "by the 

Advisory Board of ths Imperial Council of Agricultural Research and the Bombay 

State Plan of 1.944 stcatcd .Increase in agricultural production presupposes 

certain fundamental rqfo.rms, such as increase in the size of agricultural., holdings 

.and the adoption of intensive f a r m in g ,.T o  bring about cooperative farming' 

appears to present less di.fficulties* , In oixler that cooperative farming should 

come into vogue a-s esjrly aa possible, seme measure of compulsion appears 

desirable .. 0"« And in 1945 "the Congress Partjr election manifesto stated " ...W h ile  

individualistic farming or peasant proprietorship should continue, progress in 

agriculture,. .reo:uireS' some system of coo.perative farming suited to Indian 

conditions. It is desire*le, therefore, that experdmental cooperative farms should 

be organized vd.th state help in vairious parts of I n d i a . , , " .  In 1945j 

Cooperative Plm ning Comm.ittee urged the formation of cooperative farming societies. 

The Agrarian reform.s committee appointed on the recom.mendation of the State 

Revenue Ministers Conference in 1947 proposed that individual fnxming should not 

be allowed on holdings i/hich were smaller than a basic holding and marginal holdings 

should bo combined in joint farming societies. In Jonuary 1951 ‘the Nagpur Reso

lution of the Indian Uational Congress stated that the future agrarian pattern 

should be that of cooperative joint farming, but as a first stage service 

cooperatives should be organized throughout the country during the follov/ing three 

years and in that period T..’henever possible joint farming should be started. In 

March 195^ "the Lok Sa-bha (Parliament) endorsed the essence of the resolution 

emphasizing tha.t cooperpjtive f.arms should be set up volunta-rily.

As v/as noted .-in the First Five Year Plan cooperative villa.ge management 

was seen siS the ultima.te objective for rural society and cooperative farming’ was 

an essential element in this.^ In the event cooperative farming made little  progress 

during the first plan period, when around 1,000 societies i:ere established of which 

many shortly collapsed.’. , In .the Second Five. Year Plaji 10/ in 1956» 

emphasized that an experimental, a.pproach should be adopted to the pooling of land. 

Three possible sj'stem^s v/ere listed:

" i .  the ownership of land retained by individuals, but the land

manp.ged o,s one unit the ovmers being compensated through some 

form of ovmership dividend?

i i ,  ov.rnership transferred to the cooperative society, but shares 

representin-g the value, of land .given to individuals; or

i i i .  the land leased to \thc cooperative society for a period, the 

owners being paid' a'greed rents or rents prescribed by the law,

It v?as thought tha„t it likely,that during the first sta,go of a 

cooperative farm land would bo retained in fajmily holdings, but some joint 

ractivities ^rould be 'ondertakeno A toncint might become a member of a cooperative 

farm if  the lajad oi«ier joined.

Priority in provision of services inducting credit, finaJicial assistance, 

and mana,gement subsidies were to be granted to cooperative farming societies. The 

importance of other joint village activities in laying the groundvrork for 

cooperative farming and education of members and officials of societies were 

emphasized.
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The plcn ri,lsc mentioned village ccmmiinity land, ioCoy land uhose management 

for one reason or another wc:,s entrasted to the village comriTunity as a whole.

Land had on occasions been donated to the village by its former OTOers and iii 

1956. about 800 1,hole-villages (Gramdan Villages) predominantly in Orissa were

handed over to the villagers and it was enticipated they would be operated as

cccperative villages. • 1958 there were 381 collective farming societies and

966 joint farming societicso

In the Third Plen period 1961/62-196q/66 1 3 /» follotJing the recommendations 

of the Working Group on Cooperative Farming 11/, 318 pilot projects \iere provided 

for at the .rate of one per district, each project halving ten societies. In the 

selected districts, pilot societies were tc be organized; in one or two contiguous 

community development blocks orrefully selected with preference being given to 

those bloclcs in v;hich cooperative and panchaya-ti raj institutions had made headway. 

In Piidition to the organization of societies in pilot areas, the grovjth of 

societies in other aj?ea,s ’:a,s aJso to be encoura.ged and assisted, JaS-, 5O million 

were a,llocat ed in the plan period for cooperative . farming in the pilot projects in 

the plans of the sta.tes and an additional Rs. 50 million were retained a,t the 

Centre for assisting the development of cooperative farming societies in other 

areas. ’No targets for numbers of cooperative farms were set.

Guidelines were issued for the formation ef cooperative fajrms as follows:

i .  societies should be organized -entirely voluntarily;

i i .  : the bulk of the members should be small cultivators or landless

persons,' m.embership should be confined to those who were prepared 

to 'work in the cooperative and on no account should a-bsentee 

members exceed a cfuarter of the tota^l membership;

i i i .  land must be pooled for a minimum of five years with no withdrawals 

allowed erxcept due to exceptional circumstances in that period;

iv . cooperative farms ought to have agriculture ai,s their main activity

and be labour intensive;

V. consolidation of holdings should bo coordinated with coopera.tive

■farming and it would be desirable, but not essential for societies 

" to be''formed in areas where consolidation had been completed or

’:a.s in prcgress.

National Cocperative ?arming Advisory Boards vere set up at the centre and 

in 14 states.

In addition to emphasizing that ccopcra.tive farming societies should receive 

priority under', existing agTiculturs.l aissistance schemes a specific pa^ttem of 

assistance x«a.s approved under the coopera;tive plan. The assistance-was to be made 

equally available for pilot :Ond non-pilot societies and help to non-pilot societies 

was given out of the centra,l budget without reference to the state plan ceilings.

Aid wa,s to be as follows;
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TGto2 a.T.caint States’ Central laudget

per society shpjre share '

Rs, percent ap;c -percentage

Lorns

Share ccntriloution not to cxceed the •

sha-re capital'raised by the members 2,000 25 75

Mediiom and long-term lo.'ms for land • ■

development ■ 4»000 25- 75 '

Godox.Ti/cattle shed 3,75'''' "17

Subsidies

Godown/cattle shed . 5^ , ■ 3^

Hanagerial subsidy over a period .. .

'■of 3' to 5 years 1,200  30 '' ' 5O.

It Tfas emphasized that-cooperative farming should form ^  iijtegral part ■ of 

the block development jjrogrsinmos and in most stc’;tes some effort was made to ensure 

that 03ctension staff of tht'v;?xious dep?rtmonts regularly visited coo5)er&tive 

fcxming societies. In  Andhra Pradesh, Assem, Bihar, Gujarat, Kerala (Madras), 

Madhya Prpdesh, Ilaliarashtra, Oriss.a ?nd Utta,r Proxlcsh ccmprehensive instructions 

were issued to ensure cooperative farms wore treated as pa,ckage areas for intensive 

development. ■ ;

Andhra Pradesh, Madhĵ â Pradesh rjad Uttax Pradesh had full timo joint or 

deputy registrajTS for cooperative farming. Bihar sjid MsJiei'-ashtra, haid ;deputy 

directors (agriculture) and in Orissa a, District Agriculturel Officer was assigned 

to loolr. p.fter the agricultural aspects of the progrrmme. At the local level in 

some states posts were estal!lished to detal specifically vdth cooperative farms-. 

Maharashtra appointed 26 additional extension officers ( a.gri culture) and two 

agricultural overseers xvere posted in S?iTiba,lpur district, Orissa, t^here there was 

a concentration of societies. In I9 6 5 , 25O field workers had been specially 

trained and posted to pilot areas. There was also in pilot axep,s generally a 

pilot projocf ’officor of the rank of e:j£tensicn-officer. Although it was emphasized 

these should have an agricultural bavckground most of them vjere drara from the 

State Coopera.tiVG Departments. In Gujarat an ag-riculturalinspector was assigned 

to the pilot area.3 as. well a„s a , ooopera,tive inspector, but in Andhra Pradesh,

Bihar, Mysore ajid West Bengal minimum staffing recommendations were not met. The 

National Cooperative Union of India, had in 1^ 6 5 , 37 instructors in cooperative 

farming posted in the.villa:,ge3. ■ ;

By 19^5s training wings to train secretary managers of. cooperative farming 

socio+ic.s were set up to cater for all states except West Bengal... Courses which
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covered agricultura and cooperative business vere usually six months long. The 

training' wings vjerc for the most-pr.rt attached t'  ̂ extension trpining centres.

In 1966, there were some 5,501 societies farming 234*000 acres and by June 

1969 th„ number had inorc'^.sed t(̂  8 ,15 . ..

In Janua^ry 1968 the ilational Goopera.tive Faj:'min,<j Advisory Bosgrd in a move 

which more or less marked tho ond of India 's  drive to establish cooperative farms, 

recoramcnded that State Governments should give pri>?rity to the revitalization of 

dormrait and somi-dornant sooietios; new societies should bo organized only in 

areas T-fnere favoureilo conditions existed" pooling of land and joint cultivation 

should be an immediate objective and financial assistance should only be given to 

those societies which adhered to the principles of the prograrame«

The programme of cooperative farming- was transferred to the sta-te plan 

sector in Majrch 1)69 and the Fourth Five Year Plon (1969-74) j6/ stated: "...Som e 

device ha.s to bo evolved by xfhich la,nd surfaces c.an bo brought together for 

purposv. of ciiltivaticn, CGopcrative farming on a voluntary basis has been 

officially a.ocepted as the vo?y out. However, so far no substantial progress has 

been made. Problems of motiva^ticn and organization met vdth in this approach have 

not yet been successfully solved on a,ny significant scale. Horoover, it has not 

been sponsored actively enough by '’ny Icxgc group or body of opinion vdthin the 

country. Therefore, except for continuing tho present schemes of encouragement of 

cooperative farming it ha,s not been possible to propose any additional programmes 

in this pl?n». .  Px'-iority will be given to the revitalization of the existing wealc 

and dormant societies. New' societies will bo organized only in compact ojreas and 

if  they hs,ve a potential for growtho..".

3y 1 9 7 3 /7 4  the number of societi.;s had increased to 9,401 of which 4,880 

wore reported to be active. Total momb>_rship was 259,474, with shaxe capital of 

Rst 3 milliono About half the socioties were reported to be running at a loss.

In 1970/ 7 1 , socictios hr,vd borrowings from gC'vemm.ent of Ĵ s, 37 million and from 

contral financing agencies of Hs, 32 million.

A.I ASSICSS^IEHT

■Uc gonoral picture of tho type of coopera.tive farms which now exist can be 

given^ Societies are usually sma-11 '>:ith an all India average membership of 28. 

Colloctive fajming societies vjhich are for the m̂ -st part on land donated by the 

government tend to bo larger and have a membership which was originally landless. 

Members of joint farming sociotios seldom pooled a21 their land in tho society.

Sma.ll fajrmers did this to a greater ejrtent than large. Large farmers and their 

families do little ’ or no manual ’:/ork on the lend of the society. Societies employ 

some outside lcd)our at peaj- poiiods. IK: detailed systems -'-f ’-'ork organization 

ha.ve usually boon -woriood oiit«

A large volume of ca.ŝ ,- studjr material ha.s been a.ssembled w^ith respect to 

cocporc,tive farms by the government of India particularl]^ in "Studies in 

Cooperative Farming" 13/» "Report of tho 'Jerking Group on Cooperative Paj:TOing".■ j j / ,  

"Report of the Committee for Direction on Cooperative Far'ming" I4/ , "Cooperative
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Fr'xming in Gujarat” V ,l , prepared the Gujarat Cccpcra.tive Farming Committee. 

Estensive use has been made of that data in arriving at the conclusions outlined 

below. Case studies tended to be cf scoictios vrhich had only been running for a 

short period raoJoing it difficult to ascc.rtain the factors contributing to success. 

Some societies exojninod by both the VJorl'ing Gr: up cn Cooperatives end the Committee 

of Direction on Cooperative Farming wore, hovjevi^r, reported on over a longer period 

and the characteristics cf thos^ sc^cieties pxe summarized in Table 1.

THE 3MEFTTS EI'IVISAGED FXM  GOOPERA.TIV'E EAIMIHG 

M D  THE siTENT TQ ITPIICH ¥ hEY ESALIZED

1o Improved ManagemGnt; A good m>anager CL.aild be responsible for a larger 

axoca thus moving better use of scaa'-cc monagerioJ resoTorces, The esctent to which 

this ojopectation has bean rcali.oed is not at all oleoj?. The problems of mana^ng 

la-rger areas and labour forccs are also- gr.jato:r so a men i/ho can very compotsntly 

mana,ge his ovm farm ma3’" be overi.;holnied by the problems of an prep, tvrice the si?,e.

In societies surveyed smsll farmers tended to resent paying high salaries to 

mpnagers -̂nd where civil servants ^'cre appointed to run cocpera.tives they fre

quently ha,d little  interest in them and̂  member participp.tion was also lovjered.

It has been report'ed that cooperp.tive farms exc slow in molcing decisionso 

Cooporp.tive fa.rm.s have shown an above avcrr.ge propensit^A to adopt improved tech

nology raid have raised output above the local norms ojid in this they, can be s?i.d

to hCiVe been bett-jr m.ano,ged then individual fajTmSo • Jiore than half, the cooperative 

farming societies v/ere, hoi;ever, running p± a loss in 1973/T4j 'fhich does not 

point to efficient management.

2* Enabling improvement & to bo _rn̂ de -diich _ could nod occur on individua.l small 

farms; Pami cooperatives lovjor the gestP-tifin period of land improvements, such as 

levelling end bunding pjid land clearance. There is thus a greater incentive to 

undertake them, Uhere it might tpl:e one men five years to do a job on the family

fajrm, 20 men can' do it in three months and- it becomes a f jasible proposition»

This belief has been to some extent born out in prootice in societies surveyed.

Similarly small sa.vings x\diich one foxnily opn not mopjiingftilly invest can be 

put to g;''Od use i f  thej^ are pooled oith those of others. The indebtedness of 

India,'s rural poor mpkes it unlikely that this has happened on any scale. 

Cooperatives do, hcx'/evor, genei^ate surpluses v'hich opn be employed .rather than 

consumed p.s  they tend to be 'by individuals.

Facilities, ppjrtioularly irrigation fpxilities, can be installed more 

rationally to cover large pjreas than smrdl and this hE,s occurred, a lthcu^ not to 

the extent which might have been expected, pp.rtly due to mistrust by members them

selves who, for instance, arc not prepared to shoulder responsibility for the debt 

in constructing a we,ll on one member's Im d  i.hich he m i^t  then v;ithdraw.

Governm.cnt departments have also been a,pa.thetio towpj:'ds ot,opera.tives or distrustful 

of their cc'hesivenesso

3« Cringing more land under cultivation;- In addition to bringing land under 

more intensive cultivati'-n through land' improvement cocperp^tives have ena,bled viâ ste 

land to be bro-ught under cultivation through the intensive use of la.bour particu— 

lajrly in collective farming societies. Coopera.tive farms also ha.ve the opportunity
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■fcc■ eliminate plot boundary nic)xl:j.ng3 and the land savings in this respect can 

theoreticc'Jly be quite substantial,, but in many joint farming societies markings 

have been left in as fajriners still to, a very large extent regajrd the land as 

their Oiino

}Hor_e rationrl. use .of I'ani; VJhere small faj-Tners could net individually 

ccntemplat-- rotation systans or putting an ajrea dovn to gra.ss for livestock this 

can be done i f  ajreas arc combined in cooperative fe-rms. Case studies gave little  

indication as to uhether this potential benefit. has been realized to any 

appreoia^ble ortcnto There ha^s, however, been a grea,ter willingness to experiment 

vTith nev; teohnologir on limited areas by cooperative farming societies as in doing

• so small farmers wore not putting their total livelihood; at risk. ■ ;

5* Land Consolidation; I'any of the ad.vantages of cooperative farming such as 

more effective installation of irrigation ecfuipment and faxm machinery cannot be

а,chieved if  the individual fields of the coopera,tive farm are’not of a reasonable

size. The fragmentation of lend in India has already been discussed (p . 3 ) , thus

many cooperative joint f^Tms ha.vo been formod with land lii several blocks and 

fa,rmers have been forced to leave some of their land outside the cooperative. 

Cooperatives have sometimor, brought an individual farmer's fields scattered over a 

small Dxcn all .-.athin a single cooperative blooL:, but this is unusual. It is 

reported in case study data that 7?here cooperatives ajre formed in an area in which 

land consolidation has previously taken -place they ojre more effective. Gooperar- 

tives can prevent further la.nd. fra-gmemtation when Isaad in the cooperative'is not 

divided bet'.fe>ai a man's sons, rather they become members of the cooperati'sce.

б .' Creatio n of emp-lcyracnt; Cooperatives to the extent which they have promoted 

labour intensive land improvements, placed laxger ajreas under cultivation and

■ undextalcen mcire intensive cultivation have offered increased employment; to thfeir 

membo.rso Coop jrctives maj.̂  also bo aJblo to more effectively undertake secondary 

animal production and small industrial enterprises than individual farmers, but 

this ha.s cccurred infre naently. Cooperatives ha.ve on occasions decrea.sed employ

ment v;hen they ha.vo allov.’ed laJbour displacing machinery to be used as has occurred 

in tho Punjab.

7. i-Iore efficient use of mgchin^r^;; It ha.s already been noted that cooperatives 

have facilitated the use of irrigation equipment. Tliey also theoretically allow 

bullock teams to be used more efficiently, but this has seldom proved to. be the 

ca^e. JaoT.iers ha^ve preferred to keep the same number of bullocks and have not 

usually polled them in the cocperativeo Where boundary strips have not been 

removed the oultiva,ticn operativ'n does net become more efficient either. Cooperar- 

tiv.es ha.ve on occa^sions made the use of tra.ctors, on othenase unculti vat able 

land, fina.noially via.ble.

*/•

_efficient^ contact v/ith a.:yicultui'»al se_^d^es: Coopera^tives should

maJce conta-cts'■'..dth e.'rbension services, ma,rketing a,gents, orcdit institutions, etc., 

simpler as,the service deals vdth one unit where before it would have dealt with 

tvienty. This benefit has been little  reali55ed, in practice as is discussed below.

It has probably born the greatest fruits with r.egaj-d to extension^

In or ca.s ed pr odu ct i '.)n; The factors outlined a.bove should lead to increased 

production as vjoll as grea/ber emplcjTTient and case study data indicates that this
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has in fact be.n the cnsGc lihnt is net cloar, hcx-jevcr, is ifhcther the spxno 

government investment in incLividUc?,! farms v:-..:uld have horn similar or greater 

returns0 Cooperatives'formed sclely of snail farmers have net employed such 

advanced technic[ues as those v/here larger faj^mcrs ai’c involved.

1'j. ^enefJL^s ' to tjie pcor from ccopcra-tive • f .la.-’ming; The advajit e.ges outlined 

above "/ill b-̂ ar greater fruit for srao.ll farmers thaJi large although it is clear . 

i f  individuals vjith insufficient Irjid for full emploiv-raent or-adequate subsistence 

pool it they \111 not automatically benefit, some gains can be centemplated» A 

large farmer can plan his irrigation Nationally vdthout a cooperative, he can 

locate sufficient resources to •’ondortcul^e lend improvements riid sc on» Collective 

faj^ming societies have generally boon formed of landless families on government 

lajid, but small farmers have not been the predomincjit group forming joint farming 

societies although such societies may have seme sme.ll foxmer or landless members.

Cooperative farming societies have occasionally been formed to reap the 

benefits discussed above or for idoralistic reasons, but the predominajit motivation 

has generally been more short term, to gain additional government finance, in 

the case of londloss workers' c:'lloctive farms to gain land, or in the case of 

tenants in tho old Bombay sta;fce to resist eviction^

Cc'oporativo fa.rming societies ha.ve been formed so tha,t land holders may 

continue to hold Ir-xidG in excess of the legal majcimum or receive returns to their 

land hither than'permit t ed rents. This may have been the motivation for formation 

of most of the socioties in Host Bengal, the Punjab (ivhere the desire for tractors 

wa.s also significc^nt) and Ifaxl.hya, Prr^.esh. A substsntia.1 proportion was started 

for this purpose in Bihar and Ta^mil Nadu. It is interesting to note that these 

ojre amongst the states where cc.opera.tive fajr'ming has been least successful. Such 

societies were designed to deliberately exploit the p-̂ or.

There ajre some theoretical gains for a small farmer or c, landless v;orker 

joining a cooperative with largo farmers. The objectives of rich and poor axe, . 

hoii'over, ba.sioally different. The large farmer desires to maximise his return to 

land and will ’dsh a disproportionate a.mount of the cooperatives income to be paid 

. ut as a. land rent, or dividend, whilst the landless or nea-r landless member 

'-.dshes to maximise his return tc labourc He is in a weaker position and vjill 

probably noa receive a dally wage above the local ra.te, but he may, i f  the 

cocperativ^;^ intensifies production, gain more days of employment for himself and 

his fajTiily. This has, in fact, been the casoo There are isolated examples of 

ooopera.tives with mixed membership where egalitarian principles have ca,used 

higher than normaj returns to labour to be paid, but they are very much- the 

exception. The poor benefit very little from this t;'-pe of cooperative in which 

they function as little  more tha.n laJoourers.

The la.ws of Bomba^r sta^te protected tenant farmers i"ho formed a, cooperative 

from eviction, but where societies were formed for this purpose, long litigation 

usually ensued, resulting in the eventual colla.pse of the society^
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WHY DID SI'/IALL FARIClIiS NOT romj
A sia?iPiGANT iRjm:qiT o? coopera t iv e  f a m s ?

I f  cooperative farming has clear longterm a^dvantageS for the small farmer, 

why did they fail to form them? llany of the reasons for this are external, but 

others are sociologicsl. The small farmer's farm has stood between him and starvation 

for centuries; he is reluctant tc place his and his family's survival in the hands of 

a group. The larger operator’s, farm is at least in part a commerciol'enterprise, not 

his sole means of survival and he generally does not pool all his land retaining the 

best land under individual cultivation. . •

Internal difficulties in.thin cooperatives' lead to their failiu?e. It is h i ^ l y

unlikely that all farmers id.ll pool' exactly the same land area. If  returns to land

repjresdit a small proportion of total returns and returns to labour-predominat e, the 

farmer ';ho has pooled most land maj'- T-rell object particularly i f  the cooperative 

produces no significant iinmedie.te increase in employment and viork is given to all 

members on rn equa,l basis because xrhilst the smaller farmers’ families get more work, 

the larger fcirmers’ families get less. Case studies reveal that very few societies 

have s'atisfactcrily solved problems of :;ork organization and the lazier, or less able

tend ifo receive the saxtie returns as the industrious.

Small farmers tend tc undervalue management and resent paying people more for it . 

There arc thus often considerable management problems. Another problem which fre

quently arises is member absenteism during critical periods. I f  a member has land 

outside the cooperative he may taice the attitude that irhilst he must get his harvest 

in the others will harv^est the cooperative crop. Similarly, a faxmer vjould not neglect 

his oi-m crops at a critica.l period to talce a well-paid labouring job elsewhere as he 

loses his whole crop. But he may well leave others to weed the. socioties rice i f  an 

opportunity for better paid empiojTnent arrises D,t a period of la.bour pealc.

It is not surprising, therefore, that amongst the most important internal factors 

for success of a cocpera,tive farm are a small society where members have similar sizes 

of land holding and preferably are closely related thus having mutual trust. The law 

i n ’Mah<ara-shtra, which did not permit m.embers of farm coopera.tives to be of t h e 'S ^ e  

family even i f  they ■','cro of different households thus had negative effects. Case 

studies a.lso indicate thr,t cooperatives of small fa:rmers once formed have more chance 

of success than^ cooperatives of la.rge farmers.

IBCTEPIIAL FACTORS COIITRIBUTIKG TO THE SUCCESS 
OR FAiYuRE of COOPERATr/E FAms/

Societies have not generally been staj?ted' solely on the initiative of the poor» 

Some outside encouragement whether provided by government officials, social or • 

religiotis workers, political ax’tivigia, local intelligensia, such a^ schoolteachers, or 

even well-meaning better-off fajrmers is essential. Unless this leajiership is closely 

id.entified with the members, it may bring about the formation of a society, but will be 

unable to encoura.ge it in its day-to-day a.otivities. Thus :Societies begun at the 

instiga.ticn of gcvemmont servants have tended to 'bo 'less  successful than’ those formed 

with the inspiration of non-officials.
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A tabulc.tion of e:rternal f 0.ctcrs which i;iight crntrihute to the success of 

agricultural cooperntiv^fes (TaJble 4) gives, nc clecx picture of which factors were most 

important in ensuring the success of the progrcinme. It must he said a,t the outset that 

the statistics relating to functioning cooperative fajpming societies are dubious and 

the ranking may ho misleading. It would appear less fajrming cooperatives continue to 

esdst today in those st<?-tes where a ls.te stext was made in encoura.ging them. Pinancia.1 

and technical support by the government together i.’ith the presence of cooperative 

credit did not ensure the continuance of societies. Hovrcver, the absence of 

government* support does generally appear to ha,ve discouraged them, a lth o u ^  there is no 

cleajp evidence that the absence of cooperative credit had any significance wha.tsoever. 

The obtaining of coopera.tive credit ha.s been a problem for most societies of small 

farmers. In some states, for example, Bihar, the cocpera.tive lending institutions 

insisted on malcing loans to individual members rather than the societies as such and 

in most states societies haji difficulties in mortgaging la,nd for long-term loans.

Government assistance usually favoured cooperatives of the poor. Land for 

collective societies ha-s neajrly always been given to the landlesso financial assistance 

tc joint farming societies at first tended to go to cooperatives of the rich, but this 

gradually changed ajid the policy under the third plan of allocating assistance on the ■ 

basis of a set amount per society ra.ther than according to land area, or m.embership 

favoured societies with smaller areas«

There also seems to have been a, tendency for societies to ha.ve been formed in 

agriculturally richer states. The prevalence of irrigation for the better utilization 

cf vjhich cooperatives might be sustained seems to have little significance. The 

extent to wMch land ccnsolida,tion had been carried out also seems to have no signifi

cance although case study da,ta does indicate its importance.

Cooperatives sean to have been more successful in states with the greatest 

divergence in land holding, but there was no greater tendency to form societies solely 

of the poor in these states than elsewhere. Perha^ps the reduced ■ possibility of re- 

mixnerative employment outside has encourp^ged the pocr of these states to remain in 

cooperatives vrhere they a.t least have some security of work.

I f  there is little indication of which positive external fa.ctors encourage the 

success of farm cooperatives, case studjr data, provides numerous examples of nega.tive 

external factors which ha,ve contributod to their failure. Many of these stem from the 

fact that a,lthough the Cooperative Departments encouraged cooperative farming, little 

or no effort vja-s generaJly maxle to re-orient other government departments around a 

strategy for cooperative farming. It is difficult to believe that coopera.tive farming 

wa.s ever taken seriously by the majority of politicians, or civil servants. The drive 

to form cooperative farms has not formed pa.rt of aji overall strateg7 . Thus, cases 

occurred of land consolida;fcion being carried out on an individual farmer basis ignoring 

the existence of a cooperative and splitting its land up. Taxation has on occasions 

had a nega-tive effect; for instance, in West Bengal, v’hich tajced cooperatives as a 

unit and caused farmers to pa-y tax wh'̂  would not otherwise ha.ve done so. Societies 

were charged audit fees in Punjab of I5 percent of profits and in Uttar Pradesh audit 

fees were charged on total capital assets.

Cooperative and grjvernment credit institutions often refused to treat x-d.th a 

cooperative as aji entity and insisted on dealing with members individually. Societies
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were sometimes net rJblo. to reap the benefits of marketing crops as a group, because 

members he-d individual debts x;ith trpjdors who insisted on marketing their sha,rei of the

crop. . : . . ,

Other external causes cojitributing to cooperative failure vjhich were noii' 

overcome -included litigation between societies arid landlords who refused to- allow 

their tenants to join a cooperative society; as this limited their contrcl over their 

land.' There were cases of 'the Irjidlord ■ concerned being-fhe state gcvernment. Stat'e 

go.vernments sometimes allocated land to collective farming societies only on -khe basis 

of short leases, thus discouraging the sccieties from investing in'the land. State 

governmentSf • e» g.j, Gujsjpat, also on occasions charged-coll ective farming societies rent 

in excess of the legal mEjdmum, although the rent -cliarged was generally less"than that , 

received before from leasing the land to individual furriers. ' ■ • •

There was not usually ajiy priority given tc assistaxice cf cooperative farms by 

other government institutions. ,

CONGLUSIOH'

Probably the single greatest negative factor contributing to the failure of 

cooperative farms was that they viere in the minority. Individual fajrming not 

cooperative farming was the norm. :lny mistaJce of mischances were thus liable to be 

laid at the door of the cooperative, which was new and different and was easier to 

blame than it was for an individaal tc take responsibility himself , if. his ovm crops, 

failed. ' : ^

Cooperative farming then ha,s proved some advanta-ges for the poor. If  G.Qoperative 

farms v;ere to have been sncouraiged in the absence of drastic land reform it would seem 
the incentive could only have been provided by granting priority to cooperatives under 

a21-.aspects of rura,l development policy by all departments. Gooperative farms .cannot 

be promoted in isolation from other gcvsmr.ient policies =
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Provision of Ag^-icultural Credit to the Rural Poor Throufi.. Cooperatives in India 

Background

Seasonal production loans and, to some e:rtent, medium-term loans are made by 

primary agricultural credit eocietiss. They borrow generally up to a limit of e i ^ t  

to ten times their share capital from District Central Cooperative Banks which in 

turn receive funds from the Reserve Bank of India th:rough the State Cooperative Banks,

In I9 5V 5 2 , cooperatives provided 3.1 percent of the total credit available 

to cultivators. Averags borrowing from cooperatives was Rs. 21.0  by the wealthiest 

top ten percent jf fajnilies and Rs. I .9  by the bottom 30 percent. Commercial banks 

contributed 0 ,9  percent of cultivators' credit requirements and lent: an average amount 

per family of R, 10.1 to the largest top 10 perceni: of cultivators ai^; Rs, 0 ,4  to the 

smallest 30 percent. In 195^/52 there' were 108,000 agricultural credit- societies 

with a membership of 4 ,8  million. They advanced loans of Rs. 24O million of viiich 

the then Bombay and Madras states accounted for 64 percent. The average membership

- r " 'r.l - ' ' ' -P l;'v .r.av-ja’-l -r :.'Ut ’ ' . j

In  accordance with the rocommGndatioas.of the All-India Rural Credit Survey 

CouiViittee in 1954 which xir^cu that the pr^JviEiion of agricultural credit should be for 

the most part through cooperatdvec. A national agricultijral credit (long-term opera

tions) fund was cstablislicd' in 'lLc Reserve Banl̂ : of India in The fund enabled

loans for cooperative share cj,pit"l at lovj rates of interest to be made to State 

Governments. By June 197't> Rs<, 6oG laillion in loans vrere outstanding to State 
Governments for this purpose.

j ' j a j -s ' , '  c-.xju.ju ĉ. gi'eaxi-y increasod in size

to ensure adequate turnover and about '],000 large societies covering generally 

several villages nach were set up betvreen 195^ 1958- Hovrever, in 195^ ‘the

National Development Council stated that if  cooperatives we.-e to be developed as a 

oeople’ s movement they should be baced on the village commfjinity and cover a population 

of about a thousand. This policy was accetJted, together with the recommendation of 

the Working Group on Cooperative Policy that under certain special ciraumstances a 

so^.^aty could be organized in each village., for non -credit functions and credit would 

be provided by a credi" union covering a radius of three miles and a population of 

4,000 to 5,000,. In a few stater, particularly Kerala and Punjab/(outcastes)/llarijans 

cooperatives vrere set up. >Jhereas shares in ordinary societies were around Rs 10, 

those in Hari.jan societies were about Rs 5 . Harijan societies hcive ceased to be 

reserved for HarijaiB.

The Committee on Cooperative Credit in May I96O concluded that as a general 

rule oooperatives should be organized on the basis of the village community, but 

a society shotild serve as ma-':y villages as is necessary to attain viability .

Viability was d-efined as the ability to support a full-time secretary without 

reliance on extiernal assistance. This approach was endorsed by the Ifetional
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Development Council and formed the basis for the programmo of action spelt out 

by the Conference cf State Ministers of Cooperation at Hyderabad in I964 , Under 

the plan of action it was su^^gested that states after undertaking an initial 

survey, should define state-wise criteria of viability  and undertake cooperative 

organization accordingly/ The prograjTime of re-organiaing and revitalising -primary 

agricultural socie-cies has been largelj^ completed in Rajasthan, Orissa, Madhya 

Pradesh, Kerala, Tamil Nadu and Gujurat. Thus, the nujnber of societies was 

reduced from 212,000 in I960/ 6 I to about 150,000 in June and it is desired

to lower .this to around 120,000, The proportion of societies with managers is 

shown on a state ba,sis in Ta,ble 3» Large primary societies may have a labourer 

and a clerk in addition to the manager,

A major recommendation of the All India Rural Credit Survey Committee 

( 1954) was that loans should be made on a crop loans system, with repayments 

deducted from crop sales, eliminating the need for security. However, even today, 

not all cooperative societies even at the Central Bank level have understood the 

applicatlBn of loans based on production needs. A great deal of cooperative 

credit continues to be given for consumption purposes. V.lhen applied to small 

farmers this may be a good thing (see below).

By 1960/ 6 1 , cooperatives were making Rs. 2,028 million in loans per year 

and had outstanding debts of Rs. 2,180 million (see Table 5)« By 1974/75 loans 

per annum had risen to Rs, 8,761 million, of which medium-term loans accounted 

for around Rs. 1,000 million and overdues represented more than 40 percent of 

outstanding loans. In 1973/74? 42 percent of the agricultura,l population was 

covered by 156,000 societies with 3 6 .7  million members. Cooperatives were 

estimated to be covei’ing 35 percent of rural families borrowings.

The Reserve Bank of India prime lending rate is now nine percent.

Cooperatives are refinanced at seven percent and lend at I 3 - 132" percent.

In 1 9 7 5 ? most of India 's  State Governmen'u imposed a one year moratoriam 

on riaral debts, Madhya Pradesh, Maharashtra Punjab and later Gujarat declared a 

full debt repudiation for the weaker sections.

Within the cooperative structure long term agricultural credit for farm 

improvements is provided by the Land Development Banks.

T t i- car.i. 1 r:'rc : , . i i ' ’rTi;' 'co be't vip LcJiCt .i'.'.rij xn.';-
Punjab in 1920, In 192S thu first central Lend Develoi-vcnt Banlc was established 

in Madras for issue of debenture:-: and for coordinating the wor’vinr of primary 

banlcs. By June 195-1 there ;.-ore central La.nd Development Banks in Ajmer, Andhra,

Boabay, Plyderabad, 'iladras, IlyKore, Orissa, Saurashtra and Travtancore-Cochin and.

304 prirnarj/- cooperatives/dcaling viith land mortgage. By June 1973 I8 states out /were/ 

of a total of 21 had. cfentral Land Development Ban-.:s and one of the nine Union 

territories, A f’orther t̂ .-o Union terri.tories had separa,te land development banking 

sections ,in the Cooperative Central Banl:, The ox-rned Fund.s of Land Development Banlcs 

increased from R s / 10 million in 1>54 to Hsc 4 3 0 -million by June 1973. Loans out

standing rose frorn Rs. yO i.iillion in 1954 ’to Rs„ 4i470 million in the same period 

io6,  around half the total value of loans outstanding from primary credit societies, 

Overd-ues also rose to account for 27 percent of demand, in 19f2"7:--«
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The Land DevelopmGnt Banks receive substantial underwriting by the 

Agricultural Refirjance Corporation which was esta.blished in 19^3« The Corporation 

refinances. Land Development Bank loans for farm improvements in project areas.

In 1 9 7 3 -4  additional refinance offered was Rs. 778 million and the total refinancing 

of Land Banks by the Corporation amounted to RS. 2735 million. The great bulk of 

Land Bank resources are raised by the issue of debentures vjhich are taken ‘up by 

ir*JLividuals,-. commercial banks the R.B.I-, pjid state and central governments.

In the early years loans were issued by the Land Development Banks 

prdncipally to, repay old debts from money lenders for land purchase. The emphasis 

now is  on loans for land improvecnent, ''in I969 the RBI issued instructions to the 

effect that at least 90 percent of laans should be for productive purposes of 

which at lea,st 'JO percent should be for ea,sily identifiable productive purposes,

THE HEED OF THE RURAL POOR FOR COOPERATIVE CREDIT

Tiae exhaustive study by the All India Rural Credit Review Committee, 16/ 

despite its emphasis on small farmers, failed to devote much attention to the purposes 

for which the rural poor require credit. In the subsistanc6 cycle of production 

very little cash inpat is required for the farm business. The land is worked by 

family labour. There is the occasional need to bu3̂  a bullock or a tool, but only 

the large farmers with their need of hired labour may require much credit. 

Nevertheless, the poor are very much in debt. Such debts accrue through borrowing 

to cover consumption needs following a poor harvest, or large abnormal expenditures 

caused by, for instance, sickness or marriage. In fact, in I96I./6 2 , borrowing from 

cooperatives in many states for consumption purposes exceeded ^0 percent of the 

total cooperative lending. In Orissa it Was 53 percent, in Andhra Pradesh 54 

percent, in Kerala 81 percent and in Jammu and Kashmir 83 percent. Even in the 

Punjab it was a,s' high as 42 percent. In a micro study IfeJckiran and Gopalan 17/  

found in t\-ro societies surveyed in Tamil Nadu that small farmers were more likely 

to use agricultural loa,ns for consumption purposes than large ones. This was 

confirmed by Singh, Bhati and Jain 18/ who found in a study of I46 Farms in Varanasi 

District Uttar Pradesh in 19^9 small farmers with less than five acres, that were 

adopting innovations (progressive farmers)^ used nine percent of their credit for 

social a,nd consumption purposes. Progressive fpjrmers with 5-IO acres used four 

percent and large farmers used ten: percent. Less progressive small farmers used 

sixteen percent of their credit for social and consumption needs, whereas less 

prcgressivG medium scale farmers borrowed only nine percent for these purposes and 

large farmers none at all.

The poor have a need for credit, which the present insistance on crop loans 

fails to fu lfill , thus, pishing them ba,ck into borrowing from traders and money 

lenders who make high profits partly from their insista,nce on borrowers marketing 

crops through them, rather than through, the cooperative structure. In October,

1975» “th® Financial Times Delhi reported that a recent survey in Uttar Pradesh 

has revealed 90 percent of small farmers and 81 percent of artisans and agricultural
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labourers are in debt to traditional village money lenders and landlords. The 

Times of India reported in November 1975 "that agricultural workers found the 

attitude of money lenders hardening and bonded labour was being demanded for loans 

they were unable to pay back

In their micro study Singh, et al 18/ found pro^essive small farmers

(under five acres) vjere borrowing 30 percent by value of their requirements from 

money lenders, six percent from neighbours and relatives and 35 percent from 

cooperatives. Less progressive small farmers, whoso total needs were naturally 

lower, borrowed 21 percent of their requirements from money lenders and 22 percent 

from relatives and friends. Progessive large farmers with more than ten acres 

"Obtained ten percent of their loans from money lenders aad 23 percent from 

neighbours and relatives vrith less progressive large faj?mers borrowing ten percent 

and nine percent from the money lenders and relatives respectively. Both categories 

of large farmers made little use of cooperative credit as they had access to 

Government loans and grants which sYnall arid medium fcmners did not. Medium-sized 

farmers made the greatest use of cooperative credit with 37 percent of their 

requirements and 78 percent of their req^airemonts for the progressive and less 

progressive groups respectively. Progressive small farmers obtained 35 percent 

of their requirements from the cooperative and less progressive 39 percent of 

theirs.

It is only when small farmers have the opportunity to profitably invest in 

new technology that agricultural production credit becomes important. Thus,

Schlut'e'r 19/  found in Surat District, Gujnrat that credit was not

reqijired by small farmers until they st?j?ted to adopt new varieties and then it 

became essential. This was especially tru.e during the Eiarif season when the 

harvest was unpredictable, as in a poor season, loa.is from cooperative societies 

could be more easily rescheduled than those from other sources.

In a stud5̂  of three districts of Uttar Pradesh, Sh"rma and Prasad 20/ 

found that small farmers reqijire less credit per acre to implement improved 

technology than medium farmers. Large farmers frequently have their own funds, 

but still  generally reqiaire more credit per acre than small farmers who largely 

utilize family labour, ' Bhanja 21/ confirmed this in Birbhum IlGst "Bengal vihere, 

in 1968/69 he found that' farmers with less than 2 ,5  acres needed an average of 

Hs, 182 extra per acre to introduce HYV paddy? whereas those with between 2 ,5  acres 

and 7 .5  acres needed about a,n additional Rs. 210 and those with from 10 - I5 acres 

required an extra Rs, 3OO per acre. This impres'Sion was also• confirmed by Singh 

and Kahlon 22/ in Patiala, Punjab p\ina, ^;ith particula.r regard to production credit 

ajad Singh, et al 1-8/. '

The potential of small farmers to productively utilize medium or long 

term credit for farm improvements, unless grouped in some uay, is much less than 

larger farmers and there is little indication of their demand for this type of 

credit, except for livestock.



SPECIAL MEASURES TO BRIMQ CREDIT TO THE POOR

Various measures -have tieen implanented to make agricultural production 

credit more easily available to small and marginal farmers, through cooperatives. 

Central cooperative banks must now make a minimum-of 30 percent of their drawings 

from the Reserve Banlc of India (KBi) available to farmers with Iviss than three 

acres of land. The RBI has found this difficult to enforce and desert areas 

have been entirely exempted from the criteria, whilst other areas have had the 

ceiling raised; to five acres or the proportion of the loans which must be 

made to small farmers dropped to 15 percent.

It is intended that by the end of the fifth  plan period (1979)? 40- percent 

of cooperative central bank lending must be to small farmers, ioC, Rs., 3>.200 

million, RBI statistics indicate tiiat taken over all in 1972/73 about a third 

of cooperative central banks' lending m s  .to farmers with less than five 3.cres,

■'......  State -Governmentsmay make an outright contribution to each agricultural

credit society and central cooperative banks of three percent and one percent 

respectively of the additional loans made by than during the year over and above 

those of the previous year excluding production loans,; ■ These contributions whi*h 

should be credited by the societies to a special bad debt reserve may be made 

during the first tiro years irrespective of which section of the population 

benefits from the increased credit, but after that the facility should only be 

made available to those societies increasing their lending to the vjeaker sections.

Noimally, for short term loans a cooperative society member has to take up 

shares to the value of ten percent of his loan and for long term loans five percent. 

These provisions hax^e been relaxed for small and marginal farmers. In  the case of 

long-term loans, they need only to subscribe two percent of the loan capital in the 

first year and one percent in each of the three subsequent years. The fifth  five^ 

year plan states that poorer members should gain credit against the security of , 

their surveyed land, the land they are known by the committee to cultivate, or on 

the surety of one or two other members who have security to pledge. Gold and 

silver ornaments, machinery, etc, may also be pledged as collateral. Coopemtives 

are urged to make loans of up to Rs, 2,000 without security.

Group loans are encouraged, but there is legal provision for loans to 

groups only in Gujarat and Andhra Pradesh,

Concessional finance provided by the RBI is available for medium term . 

loans to non-agriculturalists and agricultural labourers who are members o f '• 

primary credit societies for purchase of milch cattle and poultry farming.

The loans can be taken on a group basis, or by the cooperative itself, up to 

a limit of Rs,2,000 without security, providing there are adequate marketing 

arrangements for the milk or poultrjr. An RBI survey indicated the minimum 

economic size for a small dairy farm is at least two milch cows with different , 

lactation p.eriods. The survey warned against providing loans to small farmers 

inadequate to the achievment of viable production units.
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Some coopera-fcive central banks have launched supervised credit schemes 

deploying agricultural and other technical officers to assist with different 

stages of the loaning process, such as appraisal of farm plans and monitoring 

of loan utilization. The Cooperative Central Bank Bhandra District Maharshtra 

has one cooperative credit supervisor per development block.

There has been considerable discussion of granting lower interest rates 

to small farmers as is done to some extent by the commercial banks, but the 

Hazari Committee found the viability of the small farm is affected more by the 

price of agricultural inputs and secure markets than small reductions in interest.

The essentir.l factor is to make credit easily accessible.

In order that the Land Development Banks may channel more resources to 

small farmers the RBI has advised then to reduce the emphais on security and 

grant loans on the basis of the incremental income resulting from the investment.

In addition to concessiorfe in small faimer and Marginal Farmer Development Agency 

areas, EBI permits primary Land Development Banks in areas where there are a 

hi<gh proportion of scheduled castes and tribes to be refinanced by Central 

Land Development Banks irrespective of their overdues. Normally primary Land 

Development Banks only get full reimbursement of their loans by the Central 

Land Development Bank if their overdues stand at less than fifteen percent of 

the demand for the year.

Land Development Banks have agreed at the instigation of the KBI that 

20 percent of their total loans by value should go to the poorer farmers. Tenants 

are not hovjever eligible for Land Development Bank loans. The fees collected 

by Land Development/on loans (e„g. admission fee, legal fee, administration f e.e)/B?.nks/ 

generally amount to between Rs. 10 and Rs. 60 for a loan of Rs. 5000. In 

Andhra Pradesh, Bihar and Hadhna Pradesh small farmers are alloxired concessions 

in the payment of these fees. In  Andhra Pradesh, Madhya Pradesh, Orissa and 

Rajasthan small farmers are perm.itted to bxiy their shares in the land development 

bank in installments, in Rajasthan, Tamil Nadu and Uttar Pradesh they are 

required to buy less shares,

MEi^IBERSHIP-0? COOPERATIVES BY THE POOR

In no state is being too poor an acceptable legal reason for refusing 

membership to an individual by a cooperative. However, as is noted in the Draft 

1974-79 Eive Year Plan, ^  many cooperatives continue to successfully employ 

this criteria,.

In  1965? the Committee on Cooperation recommended tliat money lenders 

should be excluded from agricultural credit societies, agricultural, ccmmodity 

traders should not be permitted to join marketing societies and contractors 

shoiild not be members of agricultural labourers cooperatives. These recommenda

tions vjere not implemented. In  some states, societies were set up for Harijans, 

but other mar.bers have been admitted to these.
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In  examining vjhy faimers did not join cooperatives, the Viorking- Group on 

Cooperatives 16^ examined in 196.5 five societies in lADP districts and found a 

fei’f faimers were denied membership, 10 percent of non-members interviewed in one 

'Cooperative and 16 percent in another^ In one-case, a substantial n-umber 

objected to the faction in charge of the cooperative. In the same two societies . 

where membership had been refused, 13 percent in both cases com.plained they 

would not be able to get adequate loans from, the cooperative. In  another *ase, 

the society vjas making no loans to leaseholderso Others objected to compulsion 

to buy fertilizer or market their crops through a marketing society.

Small farmers in many cases have seen little  point in joining cooperatives 

which they regard as the preserve of the rich and, where they have been encouraged 

to do so? they have found themselves unable to obtain loans,

ROLE OF THE POOR IH COOPERATIVE MANAGEivIEM'

Pour states have adopted legislation vjhich may require cooperatives 

to offer seats on their Boards of Directors to weaker members. Boards of 

Directors generally have between nine and eleven monbers. In Maharashtra 

the state government may direct specific types of society to reserve two 

seats on the management committee; one for the manbers of scheduled tastes, 

tribes or of the poor farming jatis and one for weaker monberswho have been 

granted loans not exceeding Rs. 200 during the immediately preceding year.

The Orissa State Cooperative Societies Act states that in state aided 

primary agricultural credit and service societies at least one third of the 

manbers of the Committee should be people ovming no more than three acres of 

land. In the Pxinjab cooperatives' committees may be directed to coopt and 

in Dehli reserve tvro seats for members from amongst the scheduled castes, 

tribes or small land holders. In other states, pressure may be applied to 

put similar qualifications in the by-laws of societies. The draft fifth  Five 

Year Plan states "provision may be made by law that at least ^0 percent of 

the moT.bers of the managing committees of societies, should be from the 

category of small farmers, marginal farmers, tenants, agricultural labourers 

and share croppers",

 ̂ As a result of this legislation and pressure there has been some improve

ment on the 1950s, ’Then cooperatives vjere entirely dominated by the rich, but 

the management of cooperatives continues to be in the hands of larger older 

farm.ers from higher castes vjho have been manbers of cooperatives for some time.

Very fev; women are involved in cooperative leadership. In  all these vKiys 

cooperatives compare unfavourably vrith, Panchyats where, although not in the 

majority, young men from poorer backgrounds have a more prominent voice,

Women are also better represented. Cooperative leaders are more highly educated 

than the average, but tend to regard their role as one of running the 

cooperatives rather than providing leadership to the matibers.

For example, in a micro study Gurusx-ra-ni and Chinnaiyan 2 3 / found in interviews 

of thirty leaders from five cooperatives in Coimbatore District, Tamil Nadu, 

that 74 percent came from higher castes and the remainder from intermediate 

castes. None belonged to the lovjer castes. There were no women leaders.
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Only ten percent of the leaders were classified as “belonging to lower income 

groups, with 23 percent belonging to the loxjer middle, 4O percent to the upper 

middle and 27 percent to the upper income group. Three percent of the leaders 

had a college education, 34 percent secondary, 60 percent primary and only 

three percent no education. 53 percent were 51 years old or more, 40 percent 

between 36 and 50 years old and only seven percent 35 or below, 80 percent 

were members of a political party and, of these only seven percent vjere not 

mOTbers%3f the Congress party, biimanbers of the ruling party in the state, 

the Dra,vida Munnetra Koshagam. 13 percent held political office. However, 

only 27 percent participated in other community activities, such as the 

Panchajrat s o

Similarly, Krishna Si-jajni and Guruswami 24/  found in a study of 

five cooperatives and five panchayats, in which 59 Panchayat leaders and 34 

cooperative leaders were intervievjed, that the high castes dominated the 

cooperative leadership and there were no out castes represented« There were 

no women leaders, which compared unfavourably with the Panchayat, which had 

seven percent representation by xiromen. Also, 27 percent of the Panchayat 

membership was under 35 years old, where as only 13 percent of cooperative 

leaders fell in this age group, 94 percent of cooperative leaders were owneif 

cultivators and only 63 percent of the Panchayat members. 56 percent of 

cooperative 3feaders ovmed more than ten acres and 43 percent of the Panchayat 

members. 32 percent of cooperative leaders thoughtCooperatives were run by 

the leaders, only a very small proportion mentioned the role of the members.

Oomen 25/  in 1971 in Alleppey district, Kerala, found most members of 

the Boards of Directors obtained the greatest portion of their incomes from 

non-agricultural sources.

Many societies are dominated by government officials, who have either 

complete responsibility for their management following the suspension of the 

committee, or who exercise such a strong influence on the committee and manager 

that they have de facto control. In  other cases managers dominate societies.

ACCESS OF POOR COOPERATIVE MvIBERS TO LOANS

Previously some cooperative societies exercised discrimination against small 

farmers under loan rules. For example, Kumbakonam Central Banlc in Thanjavur 

would only advance Rs. I 50 per acre of paddy to tenants, x^jhereas landovmers 

received up to Rs. 25O, Such abuses have novj been eliminated, but small farmers, 

whose only alternative source of credit is the trader or the moneylender, continue 

to receive far less credit than they require. As can be seen from Table 5i only 

in Kerala, Himachal Pradesh, Manipur and the Union Territories in I969/ 7O did more 

than half of the cooperative production credit go to farmers with less than two 

hectares. By the j^ear 1972/73, out of Rs. 7521 million issued by primary credit 

societies, Rs. 2162 million or 28.7  percent went to farmers with less than tvro 

hectares, in Maharashtra where between 30 and 40 percent of farms are less 

than three acres despite the State Governments contribution to special bad 

delet reserves of both the central banJc and the primary societies for lending 

to weaker sections. In the year 197l/?2 no central bank had reported the 

position of its advances to xireaker sections and in 1 9 7 2 /7 3  only nine out of 

24 reporting banks liad complied with the requirement and by 1 9 7 3 /7 4  nine out of 

the 24 central banks still made less than five percent of their loans to the 

weaker sectors. A further Rs, 280 million or 3 .7  percent went to tenants and



landless labp.urere. In  T97.1-72 only 21 percent of the loans by value from 

land development ~bank:s went to farroets with less than two hectares, and ,,

6 percent to, farmers with less than one hectare. li'or niomber of loans the 

figures vjere respectively, 36 percent for farmers xfith less than two hectares 

and 11 percent for those -with less than one hectareo This as can be seen 

from table 6 conceals considerable interstate variations. For example in 

Andhra Pradesh where 44 percent of farms are less than one hectare no loans 

went to this groupo ' T-niereas in Jammu and Kashmir where 43 percent of farms 

are less than one hectare 17 percent of the admittedly small volume of / . 

loans went to this group. Such figures are undoubtedly misleadingly high, ;■ 

as will be seen from the c?.buses prevalent in the use of data in the Snail ■

Farmers and Marginal Farmers Development Agencies schemes, and a large number 

of individual cr-se studies; which indicate that small farmers receive .Isss 

credit per hectare than large. However, the picture is a great improveraent 

over that which prevailed in 1961/62. . ■ ' , ' ^

Snail farmers' credit demands continue to' be frustrated by :such rules,- 

as danands for farm plans which they are unable to provide thanselves and over

stretched extension services cannot help than with. Societies sometimes only 

inform sheeted  members of the dates for submission of loan requests, or simply 

fail to process their requests. The biggest handicap is the.continuing insis- 

tance of mogt cooperatives on security.

As the Committee on Cooperative Land Development Banks commented 1 8 /  

mortgages on land which are an essential condition of loahs from Land 

Development Banks pose considerable problans for small farmers who must approach 

the village officials and the land registration office for evidence of ownershp 

the committee recommended dropping land mortgages and to Substitute a charge . 

on the borrowers assets. In  1975 in. Karaikal Pondicherry -terian1;s';a]ad-,fanners

with less than two acres could not obtain short tonji credit ..'ithout the guara,ntee/ 

of a cultivator with at lea,st two acres. In the same area -.he Bank of India ■ 

would also only give loans against the security of land. In a Study of Manihatty, 

Agricultural Cooperative Bank and the Kannari Manthana Village Cooperative 

Agricultural Credit Society in Nilgiris District, Tamil Nadu, Nakkiran and 

Gopalan 1 j /  found in 1971 that the maximum the societies would advance on , 

personal surety was Rs, 1 ,000,

Small Farmers as Credit Risks .

Small farmers are thought to be greater credit risks than largfe, but 

this is  not in fact the case, as was born out by an RBI study of 29,441 defaulters 

on loans from primary agricultural credit societies. Nearly one fifth  of this 

group ovmed over ten acres of land and they accounted for almost half the total 

overdues, Ames 2g / noted that in %-sore and Bangalore Districts of %s6rfe. State 

Cooperative Credit societies -litn low repayment rates Were dominated by large 

fanners, whereas' in those with high repayment rates (above 75 percent), small . 

fanners composed on'average 66 percent of their membership, Mohahan, 30/-- ■ - ■ ’ 

in a very much above average society, Mimni Multipurpose cooperative credit
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society, Sangli District Maharashtra, ^̂ ĥich had overduGS of less than ten percent 

found, throughout the size range of farmers, more than 95 percent of the members 

had loans, farmers with less than five acres represiantcd just over half of the 

borrowing membership and in 1971 were receiving average loans of Rso 770, 

as opposed to average loans of Rs, 1,150 to fanners with 5-14 acres, and Rs,

2 ,35 1  to those with more than 15 acres, Snail farmer borrowers (less than 

five acres) had an average default rate of 20 percent, farmers with between 

6 and 14 acres had a default rate of 11 percent, whereas 38 percent of large 

farmers had defaulted.. Snail and medium farmer defaulters' had failed to repay 

on average a.iound 37 percent of their loans, large farmers only 25 percent; 

but, whereas small farmers accounted for 55 percent of total defaulters 

they were only responsible for nine percent of the to'fe'.l loans by value 

outstanding.

A similar picture emerges in relation to long term loans from land 

development banks. In  an RBI study ( p. 236-239) of 28 Land Development Banks' 

overdues in Andhra Pradesh, Madhya Pradesh, Punjab and Rajasthan in 1973 it 

was found the level of overdues was not particularly related to the stage of 

development of the area, or to natural disasters. Small fanners were less 

likely to default than ^^^ealthy ones. For example in Andhra Pradesh where 

39 percent by number or 27 percent by value of loans are made to fanners with 

less than tvro hectares onlj'' 14 percent of defaulters in the studied societies 

had less than two hectares and they accounted for only eight percent of the 

outstanding defaults by value similarly in Madhya Pradesh where 14 percent of 

loans by number and 11 percent by value are made to farmers with less than 

two hectares the respectiv’'e figures for the proportion of overdues resulting 

from this group vjere four percent and four percent. In Rajasthan where 22 

percent of loans b;/' nmiber and 17 percent by v?.lue go to farmers with less 

than two hectares in the studied societies, this group comprised four 

percent of the defaulters. Although this trend is generally uniform there 

were Exceptions. Again in Andhra Pradesh it was found in arc»s refinanced by 

the ARC vjhere higher levels of supervision are practised only 11 percent of 

defaulters and five percent of overdues were accounted for by farmers with 

less than txvo hectares, but in other areas 49 percent of defaulters and 37 

percent of overdues fell in this group. Thus althoug'h the general trend would 

indicate as with primary credit societies small farmers are better credit risks 

than large tnis is not a,lv’ays the case.

COOPEMTriE ROLE I N SCHEMES THE AGENCIES K)R SMALL FilRIvIERS (SRDA) MARGINAL FARI'ffiRS 

AI'JD LAIJDLESS LABOURERS rME.'lL~) AND~ TRIBilL DETOLOPlvIEIg

Baclcgreund - the Maharashtra Integrated Area Development Scheme

India is attempting to raise the standards of small and marginal fanners, 

landless workers and tribal people through a system of a.gencies. The agencies 

were first suggested by the all India Rural Credit Review Committee after 

examining the Integrated Area Developm.cnt Schane in Maharashtra, which was 

implanented und.er thefourth State Plan in 1965» The schemes seek to help 

the snail holders and agricultural labourers to increase agricultural production 

by providing facilities (including capital) for developing their lands and 

making vrater resources available to them. Concessions are provided through 

low rates of interest on loans and subsidies.
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A small holder m s  defined under the/scheme, as one who was cultim ting 

land pcrscnally vdth a holding of not more than a certain specified acreage 

depending upon whether it vjas dry, irrigated, etc,, but in no case with 

an assessment exceeding Rs. 10 in rent to the government, or with a total, 

farm and non-farm net income exceeding Rso 1,800 per annvim. An agricultural 

labourers' family was defined as one vjhich derived. a_major portion of its 

income from agricultural vjagos whether in kin£  ̂ or in cash or partly in cash 

and kind. Cooperatives were expected to meet the credit .requirements of 

small farmers and in.-the period" I 966/67 to I 967/68  were found by a .Reserve 

Bank of India team to be. financing 37—64 percent of .capital expenditure 

and 41 to 66 percent of current expenditure by small farmers,

AoDo Puranik 31_/ states that with the exception of one particular block 

Tasgaon the role of popular leaders in implanenting .the schones was . very 

much subordinated to the Government Machinery. Popular leaders, small' 

farmers and agricultural labourers were generally indifferent to the s.ch.emes.

A Reserve Rank of India (RBI) taara observed that as net income vras a 

criteria for determining the eligibility  of a small holder for support under 

the schemc and consumption expenditure vras deducted from gross income wĥ -t 

in reality v.:as arrived cit wa,s the savings of-the cultivatoro The ca.lculations 

also ignored holdings in other villages and land held by other members of the 

immediate family whi.oh was jointly cultivated, thus fantiers who i-jere far 

from poor received benefits uzider the sehg-ne.

The intention of the schemes has frequently been frustrated. In the 

lAD schane Karad Taluka, Satara District it vjas decided to include.big 

landholders up to a maximum of forty percent of the beneficiaries of 

small irrigation schanes and community wells. Datar 32 / notes that in 

Bhandara District, v:here the schene was introduced in September 197”!? that 

at first a year .m s taken to draw up a list of small holders and agricultural 

labourers. The criteria anployed were holders Laving less tlian 2 .5  acres 

of irrigated paddy land, three acres of rainfed paddy, or ten acres of 

dry land and .a net income of not more than Rs. 1,800 per annum. The 

coordinat.ory. corami't.tee subsequently degided to revise thoss .figures upwards 

to five acres, or less of irrigr^ted paddy land and a maximujn net income 

of Rs, 2 , 400 . The state government rej.Qcted the new definition, but by 

that time many farmers ^̂ ho would not otherwise have been elegible had 

received benefits, Dinesh 33/ found in the integrated area development 

scheme at Kaig Bhir District, the District Coordination Committee and Business 

Advisory Committeee took formal action minuted in their meetings to get 

large farmers land divided on paper so they could qualify as small farmers 

under the schene, .

Puranik 34/  found in I'ulshi sub—block a small farmer could not 

receive a Buffalo under the scheme unless he had delivered milk to the 

cooperative milk society for at least six months. He was also required, to 

furnish a guarantee of his loan by two other members of the society. In 

other words it was impossible for someone to newly enter milk production 

as a result of the scheme.
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Cc’mmcrcinl 130,11118 often have not-played a significant rolo in credit in 

Integrated Area Development Scheme areas. In  Jangli District a BP-nk of India 

survey m s  carried out vjhich failed to mention the Tasgaon Taluka scheme.

The Agencies - Gcnoral

The fourth National Five Year Plan (1969/1974) provided for the setting 

up of Snail .Farmers Development Agencies ( SFDA) and Marginal Farmers and 

Agricultural Labourers Agencics (tlFAL.), as suggested hy the All India Rural 

Credit Review Committee. anall farmers were considered to be those who 

with the help of irrigation, provision of credit supplies and marketing and 

application of modern technology could becomie viable. :Fanners with two 

to four hectares of dry lajfj.d, or one to txfc hectares of irrigated land and 

annual incomes of less than Rs. 2,400  were generally considered to fall in this 

group and those with less than tv7o hectares of dry land, or less than one 

hectare of irrigated land and a total income not exceeding Rs. 1,800 a year 

of wages of Rs. 1,200 were classified as marginal fanners or agricultural 

labourers.

A special programme for the development of selected tribal areas t o s  

initiated in the latter part of 1971-72 on similar lines to the SFDA and 

MFAL schemes. It is an entirely federal programme. The agenecies have in 

general confined identifics-tion of l5ril9a,l, .participants to those with less 

than tvjo hectares of irrigated or four hectares of unirrigated land» The 

chief function of the SFDA/ilPAL and Tribal Development Agencies is to 

identify participants for the schemes, study their problems and draw up 

suitable programmes. The agencics provide support to existing departments 

and institutions and create new organization where necessary. The agencies 

can also directly undertake certain activiti'es like setting up infrastructural 

fac ilities . Each agency was expected to cover 50,000 fanners by its fifth  

yea,r of operation.

Agencies are expected to work through the existing field  institutions, i .e .  

the State Government Departments, loaal organizations particularly the 

Panchayati Raj (village committees), block development offices and cooperatives. 

There are, however, increasing reports of agencies assuming direct executive 
responsibility.

Areas covered by agencies xfill be given priority in the implementations 

of land reform measures. In pa.rticular tenancies including sharocropping 

arrangements viill be recorded. The heads of the land reforai organization at 

the district level vjill sit on the mana-ging committees of the development 

agencies. On the Tribal Development Projects land records will be updated and 

land allotted to landless tribal families. Laws concerning debt relief, 

prevention of alienation of tribal land and restoration of land illegally 

transferred to non-tribals will be more rigorously enforced. Debt relief 

courts for the scaling down of tribal debts will be set up.

The programme was delayed in its start and very few schemes got 

underway until 1971» In 1973, there were 46 SPDA and 4 I HFjIL Projects,



Ai; the end of May 1975 SF^i and MPAL agencies had identified 

3o15 million small farmers and 1 = 47 million marginal farmer.^ and agricultiiral 

labourers.

In 1973 ■fche SFDAb covered 25 percent of the identified population with 

improved agricultural schones and a further 13 percent vfith other prog-rammes.

The corresponding figures for the I€?AL programmes are 20 percent and 13 

percent respectively= Six tribal Development Agency projects were approved in the 

Fourth Plan Periods Srikakulam (Arunachal Pradesh), Koraput and Ganjam 

(Orissa), Dantevjade and Konta (liadhya Pradesh) and Singhohum (Bihar) at a 

cost of Rs, 15 million for each projecto In 1973, 30,000  tri-bal participants 

had been identified of vdiich 36,000 were benefitting from programmes. Perfoimance of 

SF/rtFAL Schemes has been uneven both from state to state and within states 

between projects(sec table 4)„ The Draft Fifth Five Year Plan, 1974-1979*, 8 /  

states ''Generally the progress of minor irrigation and subsidiary activities 

has been satisfactory in tiysore Orissa, Uttar Pradesh, Gujarat, Punjab arid 

Haryana. Progress lias been halting in states like Assam, Jammu and Kashmir, 

Rajasthan and West Bengal", Progress on the t ’.v’o Tribal Development Agency 

ProjectB in Bastar district liadliya Pradesh vjere noted to have been particularly 

si ow.

During the Fifth Plan Period the tribal development projects X'jill not 

be greatly expanded until a fterQ ^e  end of the exploratory phase in 1977* It 

is proposed to expand the number/SFDA/MFiiL projects to I6O, i .e . ,  10 million 

households vrill bo covered,- This roughly 4O percent of.the estimated 26 

million households x̂ ho form the botton 30 percent of the rural populationo 

Each new project will cover one Districto They will not be located in the 

command areas of major irrigation schanes. The emphasis of the combined 

SFDA/I^HFAL projects in the fifth  Plan is on crop husbandry. Programmes for 

supplementary occupations X'jill be funded separately, . A provision of Rs, 2,000 

million has been made in the Central Plan for the special programme of SFDA/MFAL 

projects. This will be supplemented from the state budgets,particularly for 

the extension of infrastructure support.

All new agcncies will serve both small farmers and agricultural 

labourers. Only farmers with less than two hectares will be covered.

In many cases large farmers have been recognized under the SFDA/mFAL 

schemes by dividing their land between relatives. Salaried and professional 

people, who are technically small farmers, but liave large alternative sources 

of income, have also been registered, SFDAs have not alx-ays helped the 

poorest farmers. In a study of the SFDA scheme, Purnea, Bih^ar in 1971-72 

G. Ojhca 35 /  found that according to the I96I census 4 percent of the households 

engaged in cultiva.tion were owner operators, 4O percent partly owners and 

partly sharecroppers and nearly I5 percent pure sharecroppers. 9«7 percent of 

the raral cultivating households have less tlian 2 .5  acres and 51»3 percent 

have less than five acres. Since then the land temrre situation had 

deteriorated.
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All oxfner operators vjitli between 2 ,5  s-nd. 5 acres vrere excluded from 

the scheme. It can thus be concluded from the available figures that 4* 

percent of the poorest rural households were excluded from the scheme.

Amon^rst the small farmers selected for the scheme average cropped area was 

6 ,9 5  acres,

Malyadri reports that in the area covered by Srikakulam Small

Farmer Development Agency in Andhra Pradesh, the 1971 census revealed 39 

percent of the working population as being cultivators and 38 percent 

agricultujral labourerso 17 percent of the population belong to the scheduled 

castes and tribes, 90 percent of farms are less than 7»5  acres and this 

constitutes 80’ percent of the cultivated areas. Farmers with a gross income 

below Rs« 3 ,600 were categorised as small farmers. Using this criteria 

8 ,3  percent of the farmers in the area were classified as small famers, 50 
percent were considered non—viable and eliminated. Thus the scheme does 

not operate in favour of the poor at aAl, but the upper middle income group, 

Datar noted that in Batnagiri District Maharshta doctors, lavjyers, etc, with 

small amounts of land had been registered as small farmers and the people 

with up to 7»5  acres were included in the small farni category.

The role of cooperatives in Agency Areas

The All-India Rural Credit Review Committee 16 / which first proposed 

SRDA's in ii;s report of December I969 saw the role of the Agency vis-S^vis 

the cooperative credit institutions as one of:

i , providing a grant to them, "which is sc designed that, on the 

one hand it serves as an incentive for the institution to 

make loans to small farmers and on the other helps to 

build up a fund to cover the risks apprehended in such 

financing". The grants by the agencies for contribution 

to risk funds should be to primary agricultural credit 

societies, six percent of actual additional advances, to 

central cooperative ba,nks three percent of actual additional 

advances and land development banks three percent of 

actual advances,

iio Providing "a subsidy to enable the credit institution to 

strengthen its staff in quality as well as nm ber",

Apa.rt from making contributions to cooperatives, the agencies were 

envisaged as investigo.ting cases where small cultiTOtors were unable to obtain 

credit from cooperative institutions and pursuing with the cooperatives w^here 

necessary the question of making appropriate modifications in the loans 

policies and procedures which would accelerate the flox^ of credit to the 

weaker sections.

Guidelines now indicate that SPDA and I'lFAL should, make interest free 

loans to manbers of the weaker sections to purchase four shares of up to Rs.

40 in cooperative societies.



To enable cooperatives 'tc build up risk funds SFDA/HPAL x-̂ere 

advised following the recommendations of the All India Rural Credit Reyie,w.

Committee to make contributions to societies in proportion to the new 

lending business they undertake as a result of the schories at the rate for 

medium and ishort terra credit to primary societies of four percent of the 

additional loans and to central cooperative banks financing the primaries of 

two pereont. Land Development Bamcs and Central Cooperative Banks receive 

two percent subsidy on additional long term loans made..

The RBI has agreed that state governments are entitled to borrow from 

the Long-Term Operations iT̂ ind for Investment of up to RstO,000 in  the share 

caiiital of primary societies in ST+DA/mPAL areas, irrespective of the societies 

overdues. Loans are made for investment in the share capital of Central 

Cooperative Banlcs in SFDA/JJPAL areas provided overdues do not exceed 30 

percent., ''■Taere toe overdues are in excess of 30 percent Agencies vfill malce 

medium term loans/up to-Rso one million to Central Codpera;t i've Banks.

In SPDA/MPAL ar'eas of Assam, Bihar, Orissa, West Bengal, Rajasthan,

Madhya Pradesii,Himachc'.l Pradesh and Janirau'and Kashmir the RBI has agreed that 

small and marginal fanners identified as .such under the schanes may recieve, 

loans from Land .Development, Banks which will be  ̂ refinanced irrespective of'the 

level of overdues of the society*., •

To encourage cooperative marketing, Agencies subsidise by two percent 

the interest/of participants marketing their produce cooperatively. /rates /

Credits and grants availa,ble through cooperatives on the different 

SPDA/M.PAL schemes vary in detail. Generally subsidies of a quarter for 

small farmers and a third for marginal fanners are available on milk cattle 

and poultry. Poultry birds are usually provided in  lots of 30-6Jo „ Six 

she-goats and one male may be a standard allocation with a,subsidy'of 25 
percent or Rs, 8^0 whichever ..is the lowest. Loans are available for cattle 

sheads, etc. There is a 25 percent subsidy on loans, for minor irrigation 

wo2?ks.

In the Konken Region of Maharashtra, Kamat 37 / notes that 25 percent 

of 00' perative societies were dorraant and it was necessary to utilize  the 

SPDA grants to provide trained managers to .revitalise these, rather, than 

assist active societies. In  Jlysore State, M e s  29 / reports that in Mysore 

and Bangalore districts the SPDA contributed tc 'the salaries of full-time 

secretaries for many cooperatives= This, he said, reduced the power of vested 

interests on the committees, Ames alBo found in the societies surveyed that 

71 percent of the monbership of the managanent committee were large farmers and 

this was uniform throughout societies, with high or lox̂ r small farmer memberships.

One interesting trial has been that of a crop guarantee scheme in 

Purnea SPDA scheme, Bihar, The objective of the schme was to guarantee 

farmers at least' their normal level of-prof it under the. old. technology if  they 

adopted improved, production techniques, thus eliminating the element of risk: for 

the small farmer^who can il l  afford tO;adopt new technology if  he finds himself 

saddled with a tremendous burden of debt as a result of a bad harvest* The scheme 

was initiated on a trial basis in the Rabbi season of 1970 with five farmers from' 

each of five villages. The primary considerations in selecting farmers for partici

pation vjas that they must be ovmer cultivators, devote at least one acre to the 

trial and they must not be a defaulter on any loans. It was limited initially  to 

wheat and summer paddy.



The farmers v:ore 2r.pcct:-;d to' adopt a full package of practicoc to achieve the highest 

yisldo The hour.ihcldc net avcira^e inccrne per acrc imder traditional ci’ltivation prac- 

tic:-;£ x-;ar calc\i.lat: d. If  the n;i; return after repeo'^ment of croditt. from any of the 

trial plots fall I30I 0W this lev^l they vjere to be refvjidedo Fifty percent remission 

was to he pcr;Tiitt;d on the d.-ht if  income failed to rise "by roughly 25 percent« The 

scheme failed becauf- - the SFDA failed to appreciate the spirit of the progranjm'5. The 

harv ‘ t was good, but very high after harvest losses occixrred due to heavy rains. The 

SFDA, hovrever, claiming that harvest had been completed, made no payment to the 

farmers and demanded repayraent of the loans,. Farmers vjere not prepared to participate 

in the following yea.ro Such a scheme could not be implemented on an;̂  ̂ scale without 

subsidy or high interest rates as there is a built in element of loss to the lending 

institutiono

The coverage and effectiveness of cooperative credit on the SFDaA^FAL schemes has 

been very variableo By Aug^ast 1975» 54 percent of identified small a,nd marginal 

farmers in SFDA areas and 54 percent of participants in KPAL schemes were members of 

cooperativeso This Vc;.ried from area to area and in 1972, vjhilfet 85 percent of partici

pants were cooperative members in Himachal Pradesh, only 6«5 percent were in Nagalando 

Membership of cooperativesin SFDASis reported to be ^onsatisfactory in Adhra Pradesh, 

Assam, Mimachal Pradesh, Manipur, West Bengal, Delhi, Pondicherry and in MFAL areas in 

Kerala, Madhya Pradesh, Maharashtra and O r issa ..

At the end of August 1975 in SFDA areas cooperative medium term loans to partici

pants since the  ̂ inception of the scheme totalled Rs= 194 million and long tern loans 

Ro 448 million,, Short term loans for the financial year 1974/75 were Rso 302 million^ 

The respective figiores for SFDA area wore Rso 30 million, Rs, ^2  million and 

Rso 65 inilliono Lending by commercial banivs was much lov;er in 1974? 19 million in 

short term loans and Rs„ 5 I million in medium and long term loans on the SFDA schemes 

and Rso 4 million for short term and Rs. 4O million for medi'um and long term loans on 

the !!FDASo

The flow of cooperative credit is uneven between states and between SFDA/1'5FAL in the 

same state® Results in Gujurat, Haryana, Pionjab, Uttar Pradesh and Tamil Madu are 

better than those in the cooperatively weaker states of Andhra Pradesh, Bihar, 

Maharashtra and Nagaland. It has been particularly poor in Assam, Manipur, Meyhalays, 

Tripura, West Bengal, Goa and Pondicherry»

Datar 3 2 / reports in Sharandara District, Maharashtra, Coopc.ratives succeeded in 

overfulfilling their targets for lending. Although commercial banks wore approached, 

none showed any interest in  assisting smoJl farmers. In Ratnagiri District,

GoSo Kamat 37/ fo’ond th.at both th-: cooperatives and the commercial banks were reluctant 

to lend to small farmers bccause of their' lack of security. At the start of the scheme 

in 1971 j 2 1,0 0 0  small farmers were identified, of which 'only 7 j800 v/ere cooperative 

members and of 74»000 marginal farmers only 4>700 were members. Some cooperative



members could no1; receive loans because their society v;as dormant« Most of the applica

tions submitted to the Central Cooperative Bank by the Block Development tfficers (EDO) 

were approved, but actual disbursements were considerably lower, for instance 1,002 

applications for milk cattle were received by BDO, of which 904 were forwarded to'the 

Bank and 889 were approved, but only 490 actually paid out. There is a similar story 

for sheep and goats vjhere of 63 applications forvjarded.,to the Banl;, only two were 

eventually paid out. The figure.^ for poultry and plough bullocks are somewhat better" 

of 84 applications for poultry loans forvjarded to the Banli, 58 v/ere approved and 5? paid 

outo For plough bullocks-, 491 applications were made to the BDO, 48O sent to the Bank, 

464 approved but 316 paid out.

As can be seen from the table belovj in Rirnea SFDA scheme studied by OJha 3 ^ / 

amongst 8C farmers surveyed 9*-‘ pcrcent were members of primary credit societies of which 

74 percent were currently receiving short-term credit» Of the group v/ith 3o76~5«00 

acres, 79 percent were receiving credit as opposed to 70 percent of the group with 

2.50-3o75 acreso The others could not receive credit due to default on previous loanso 

It will be noted that default was highest in the largest size group and lower in the 

medium size group. Of the 20 defaulters, 11 vjerc in default prior to the start of the 

SFDA schem^o and were, therefore, not eligible for cooperative credit under the schemco 

Cooperatives supplied 63 percent of short-term credit and money lenders another 35 

percent. Analysis of the size groups (see table 7 ) shovjs that taking an average across 

all farmers, i»eo both those groups receiving credit and those not, farmers in the size 

group 2.50-3o75 were receiving nrorc short-term credit per acre than the other two 

groups, both from the cooperatives and the money lenders, VJhen it came to medium term 

and long term credit, however, they received substantially less than the group with 

3O75-5-00 acres both from the cooperatives and the commercial banks, but more from the 

money lenders. It would seem that little opportunity was given to this group to invest 

and raise its income over the long term,.

Size Group 

Acres

Total number 

of selected 

small farmers

Number of 

farmers 

enrolled ae 

members of 

cooperatives

Member farmers 

receiving short 

term credit

19 70 /19 71
Noo jo

Member farmers 

with overdue 

loans^ not 

receiving short

term credit

No„ $ No. df
P

2 . 50-3.75 22 20 91 14 70 6 30

3 .7 6 - 5 »00 39 38 97 30 79 8 21

5 .0 1 19 19 100 13 68 6 32

A l l ’groups 80 77 96 57 74 20 26

Farmers service socie-ties

In development agency areas, where the cooperative system is weak, farm»ers'

service cooperative societies are to be set up. The concept was originated by the

Government of India National Commission on Agriculture in 1971- 38/ The commission

recognized tha,t credit ie uncoordinated and is not available to small and m^arginal 
H
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farmers and landless labourors in sufficient quantities and that input supply and

marketing, facilities aru inadequate and felt additional credit should be provided by

the nationalised commercial banlcs, -This could be doftc either'by organizing subsi^'r- ; 

arios under the companies act' or setting up cooperatives under'the cooperative societies 

act» It x/as felt that of the two, cooperatives were preferable in that they provided 

for participationc It , therefore, recommended the setting up of farmers service ■ 

coop^^rative societies. It 'stated , "The Farmers' Servicc Society would be the sole 

agericy taking care of all the development needs of small and marginal farmers and agri

cultural labourers either directly or by special arrangements with other agencies". The 

uniqiie feature of farmers' servicc societies would be their integration of credit, input 

supply and marketing'. The follovjing fmictions are detailed;

“  provide against a credit line from the designated commercial bank, 

short, medium and long term advances to its members for agriculture, 

artiSajial activities trade, etc; •

- undertake, or contract out the supply of inputs, provision of'

. machinery hire and repair services, marketing of produce, s?,le of

cOns’omer goods, etc, utilizing  a line of credit from the bankj

- provide a nucleous technical staff; .

- populojrize savings and life  insurance'; . . . .

- encD’orage provision of facilities for developing a,dditional- ..

occupations to cultivation ,'e„g , dairying, production of cons'umer

goods, ;

All the facilities open to cooperatives, including concessional interest rates and 

mana,gement subsidies, should bo open to farmers' service societies.

Initial primary societies would be set up in the areas of SPDA and tlPAL projects

with jurisdiction extending over a tensil or block as convenient and covering a popula

tion of ten to tTJclve thousand and may cover a community development block .in fuil.,...

The ma.ior criteria in determining the size of a society would bo the need for financial 

viability, Societi.;s would'have branch agencies-or depots to cater for particular

localities and a union of the societies would be formed at district level together with

fijnctional district orgs^nizations-for specific comirioditieso

The fs^rmers' service societies would have bye-laws ensuring autonomy and freedom 

from official intervention, i'iembership vjould be. open only to those farmers, agricul

tural labourers a.nd xdllage artisans who qualify for receiving assistance under the SPDA 

and MFAL projects. All this group would be encouraged to join, including those who are 

already m.anbcrs of other cooperatives. Other memibers of tho farming community might be 

eligible for associate membership to obtain services, Th^ SEE?A, ¥iPAL projects and .lead 

banlcs should contribute to the share capital of societies along with members ^ d  

p o s s i b l y  the state government. The risk funds of the societies should be contributed 

partly by the SPDA/I^IPAL projects and partly be covered by the Credit Guarantee Gorpora- 

tion/Credit Insurance Corpor.?,tion of the Reserve BanJc of India,
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District Unions of farmers' sorvicc sociotios should be sot up primaiily as consul

tative mcohanisms, but also to take on functions such as storage, purchasing a,nd pro

cessings Guidelines and model byo-lavv's subsequently drawn up advise that Boards of 

Hanegement should consist of the managing director of th^ Fcirmers Service Society, two 

nominees of the State GoverniAont, one nominee of the lead bank, five small or marginal 

farmers or landless laboiarers and tv70 other cultivators <= The Registrar in consultation 

with the lead bani., appoints th^ first board of directors.

The Govorniiicnt of India and the Reserve Bank of India accepted the proposals should 

be tried in the areas of SPDA/4lPAL project and Tribal Development Agencies, where the 

existing cooperatiV',. structuire is wealc and it is nov; proposed that at leo.st one should 

be orga.nized in each district covered by SFDA/l!''iFAL, Drought Prone Areas Programme and 

Command Area Dcvelepment ProgramiTiCs. It has also bcL,n dccided to set up at least 20 

farmers service soci'jties in each of the districts covered by the Regional Rural Banks.

The Draft Fifth Five Year Plan modified th^ proposed structure somewhat by stating 

thatmembership of fs.ri7icrs service societies would be open to all cultivators in its 

area, but tv;o thirds of the scats on the Board of Mana„gcraent would be reserved for the 

v/eaker sections. Each fcirmers ' service society would deal with the branch of a 

commercial bci.nI: designated by the lead bank. Some states, e = g„ Andhra Pradesh,

Ha.rya.na and Rajasthan continue to favour setting up those societies with membership 

confined to small farmers, marginal farmers, agricultural labourers and artisans. 

Ma,harashtra wanted to experiment with a society i%'ith membership confincd to the weaker 

s::ctions in one district __ /

State Governments are requested to join tlic societies subsidize employment of at 

least three technical personnel per society on a tapering basis for five yea.rs and 

make a contribution to share capital of at least Rs. ^0,000  vjhich may be obtained from 

the National Agricultural Credit (long term operations) Fund of the Reserve Banlc of 

India. The Lead Bank joins th-, sociv.ty, but makes onl^y a minimal contribution to share 

capiteJc In some states, e,g» Gujara.t, it is not o,t present legally possible for a 

banJ: to join a cccpera.tive society. The l,.'ad banlc appoints a managing director for the 

society from amongst its own staff and is responsible for his sa.lary. Farmers should 

contribut._ Rs. 40 each in share capital.

Credit recoriTmenda.tions ought to bo forwarded by the branches for approval by the 

Farmers' Service Society. Loans vfould be recovered from the sale- of produce, ' Credit 

will not be linlced to share co.pital or deposits, but the potential for investnient.

Loans to farincrs other than the v/eaker sections may not exceed 25 percent of total loans. 

Banlcs v;ill lend to societies at 7»5 percent interest which will loan to members at 10 

percent interest on short term loans ?j.id up to 10„5 percent of mediuaii and long term 

loans.

ProceedingT of the Fifth Meeting of the Agricultural Credit Board 1975 Bom.baj 

Reserve Banic of India, p. 174
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p'oriug its first of operation a society sliould roach 1,000 farmers a.nd

disburse Re. 10,OOQ.in crcdito By its fifth-yoar it chould cover 15 to 25 villages 

with 5)000 holdings covering 15,0G0 acreS', of which. 5^ pcrQeut vjould be under high . 

yielding varieties and credit vrould reach Rs« 6o8 million. G^operativ^^ covering these 

. should, it is estiraated, generate a si’rplus of approxinately Rs. 16,000 per

annum in theif fifth  year of operations.

An implementation corunitte^ has been set up in the Ministry of Agriculture and 

Irrigation to coordinate the setting up of farmers service societies. It is proposed 

to appoint teams to survey areas with potentio-1 for promotion of farm.ers service 

societies,

Approxima.tely 30 societies vrere formed in 1973 and 1974 and the total number-was 

65 at tho end of 1975» Data madu available on three societies organised by the 

Syndicate Banic in Karnataka including the First Farmers Servicc Society to be formed at 

Hiria,daka is sumniarized in table 8. The Hiriadaica farmers scrvice socicty was. estab

lished in 1973 in an ar^a at that time catered for by two credit coopcro.tives and a 

cooperative bâ nlc. They had a total menbership of 2000’, The board of directors of the 

society is made up of the managv;r appointed by th.. Syndicate Banlc, five small ■ farmers, 

two large farmers, a representative of the Syndicate Bank, the local assistant director 
of agricultur , assistant director of veterinary scienccs, assistant registrar and the 

projcct officc IvIFAL. In addition to the manager the society has an administrative 

staff of ton and three extension staff. The socicty at Attibele has foujp adm.inistrativ, 

sta.ff and tvjo extension workers whilst Honnavally ha,c no a.dministrative sta.ff in 

addition to the ma,nager. Of the tkreo societies only Attibele was recording loss on 

operations in June 1975- The coapa.rativc data presented in table 6 indicates that in 

the admiittedly short life of the societies, only Hirie^daka had a satisfactory covefa,ge 

of sm,all farmers in its credit opL.rations, 43 percent of them received crop loa-ns, 

accounting for 66 p^^rcent of the loanE; issued by value, Attibele had 72 percent of its 

members from the weaker sections, but only five percent of th„m received crop loans and 

thejf received only 28 percent by value of the crop loans issued and 27 percent of land 

improvement loo-ns. Only for animal husbandry did they reccive more than ha,lf the loans 

by value issued. In Honnavally the position was even worse, but the society had only 

been functioning for six months as a farmers service society.

COMPARISON OF CREDIT COOI^R/iTIVES REGORB T̂ ITH THAT OF THE BAI'KS

Whilst it is to early to assess the results of banks involvement in providing 

credit to the rijrrl poor through farmers servicc societies, their overall record as 

compcj?ed v/ith coop‘;;ratiV'_s can be examined. The commercial ba.nks have moved more 

recentljr into th.. agricultural credit sector than cooperatives, but they are being 

increasingly em*phasized a.s a mediuixi for agriculturoJ credit, both as we ha.ve seen 

through farmers' service societi.,s, state r'oral bairks financing cooperative societies 

and dircct lending to farmers. Their role, however, remains slight and this in itself 

m.ay be. a comi.ienta.ry on their suita.bility as financing institutions for agriculture. In 

1952 , bcuiiks were providing 0„9 percent of a.gricultural finance and cooperatives three 

percent. By I961/ 6 2 , the banks share head fallen to 0 ,6  percent (0»4 percent of their 

total advances) most of which vjent to finance tea, coffee a,nd rubber plantation. By 

1966/ 6 7 , the proportion he.d fa.llen still further to 0 ,2  percent of their total advances.
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Only in Fladres and Kerala was the contribution of the banlcs more significant and there 

only marginally. In I968 , the bull; of the commercial banics were nationalised and a 

change of dirGction vjas indicatedo In 1969> there wore 1,860 rural banks (22 percent), 

3 ,3 4 4  semi-urban banks (40  percent), 1 , 45  ̂ urban banics (1 8  percent) and 8,321 banics in 

metropolitan centres (20 percent)» By 1974> there h-d been an incre se in banlc branches 

of all types, but the lAOst noticeable increase v;as in the rural areas where there were 

6 ,1 6 5  offices (36  percent increase). In semi-Uirban areas there were 5»089 branches (30 

percent), in urban areas 2 ,899 (17 percent) and in metropolitan tovms 2 ,783 (l6<,4 percent 

increase). It can be seen that even the overall total of banks 16,936 is a fraction of 

the number of primary agTicultural credit societies which stands at around 150,000, The 

statewise distribution of banics (see table 3) reveals that in no major state is there 

less than 19,000 people per banlc bra.ncho In some states, notably Orissa (88 ,000 ) ,  Bihar 

(8 6 , 0 0 0 ), Assam (80,000) and Tamil Wadu with 54,000 people per banlc branch, the situa

tion is far worse, although much improved over the 1969 situation.

It must be appreciated, when it is realized that most of these banics are in the 

towns, that direct bank credit physically cannot be available to small farmers. The 

figures confirm this. Only just over one percent of rural households had direct agri

cultural loans from banlc in Deceraber 1972 and in 1973 even rural offices only made 25 

percent of their credit available for agriculture and only a further 1.6 percent 

including that for credit through cooperatives was given for agriculture indirectly. In 

actual fact the bulk of direct agricultural credit was given by semi-urban banics (44 

percent), ujrba.n banks were responsible for the major proportion of the indirect finance 

for agriculture (48 percent). Taking the commercial banking sector as a whole, 4 .2  

perccnt ofcredits v/ere made available directly to agriculture, 2 .4  percent indirectly,

1 . 7  percent to plantations and 0 . 6 , percent to activities allied to agriculture. In 1973 

r’Jiral banics, semi-urban and urban ba-nks were all receiving a greater amount in deposits 

than they were offering in credits. This represents 1 ,597,000 accounts a substantial rise 

over the 2 5 7,0 0 0  in 1969, but hardly satisfactory.

Rural Banks

The Working Group on Rural Banks 4 0 / proposed in 1975 state sponsored regionally 

based and rural-oriented comjnercial ba.nlcs. The State Rural Banics would operate_ through 

farmers' service societies and multipurpose cooperative societies. It is not therefore 

envisaged that banics can replace some form of cooperative at the primary level. The 

banics v;ould be set up jointly b;/ the Government of India (50  percent of equity), the 

state government concerned (IO  percent of equity), the sponsoring commercial bank or

banics (25  percent of equity) and other individuals or institutions including cooperatives

(5 percent of equity). The le,od banlc for the region vjould normally sponsor the bank 

talcing 25 perccnt of the equity. A nine memiber board of directors, of which four would 

be nominated by the Government of India, tvjo selected by the Government of India from 

amongst the other shareholders, two nominated by the sponsoring banics and one by the 

State Government was suggested. Finance in addition to equity finance would be obtained 

froffi deposits and loans by the RBI, the commercial banks, etc.

The Banks will cover a, compact region of one to five districts, branch offices will

serve one to three blocks XArith five to ten farmers service societies. The banics will not

have any ceiling on loans to large farmers, but the emphasis is intended to be- on small 

farmers. In the initial stages the banlK:s will concentrate on vjorking capital loans. The 

»jntirc property of rural borrovj 3rs would normaJly be mortgaged to the bank.



Hot all the recoi;Unt,T.dations of the committee have 1̂ 0011 accepted. Although the 

comniittee suggested a trial period v;ith . tout five such iDaiilce, 21 were in operation hy 

mid-19 76  and 50 are-planned hy 1^77^ It is at present indicated that they must exclu

sively finance small farmers, although this mo.y be relaxed. Small farmers have been 

appointed to the beards of directorso

Other Special Banlc Credit Proiects

Several systems in addition to the farmers service societies and state rural 

banks have "been introduced to involve commercial bci-nks in agricultural lending, ' In 1970, 

it was proposed that coriimorcial be.,nks shpuld to,kc over from Cooperative Central. Banks as 

financing agents for cooperatives in 8 I, Districts of Andhra Pradesh, Hapyana, Madhya, 

Pradesh, Ka,rnctaka and Uttar Pradesh, In 1971, the scheme wa^ initiated in 5'! districts., 

Later the scheme as extended to Orissa, Bihar, Kest Bengal, Jammu and Kashmir and 

Maharashtra, In 1974> the RBI Standing Committee on Coordination between commercial 

and cooperative banl's reviewed the ncheme and suggested that where it was recommended 

by the state governirients, commercial ba.nlcs should? finance aro’ond ten societies in a 

compact area having a potential loan businpss of about Rso 2 million. Most of the 

commercial banks only agreed to take over the ciorrent liabilities of the cooperative 

central banks, but some of them particularly in Ktiryana and Madhya Pradesh also took^ 

over overdues. In Karnataka, the State Government offered to pay half the salary,of 

primarjr credit ■ societies, secretary managers if  the responsible commercial banlc would pay 

the other half as a loan to the societyo The state bank of Hyderabad and the Canara 

Banlc took advantage of this offer. , ,

A scheme for, a,doption of villages by nationalized commercial banks vias put into 

operation in the fourth plan period. By June 1973, 9»631 villages had been adopted, of 

xAich 9>'l44 v:ere accoimted for by the state banlc of India group. In  addition, on,c bank 

adopted 67 compp,ct area integrated;, development centres.

Singh e.nd Kahlon 2 2 /  made a studj'- of the operations of the State Banlc of Patiala, 

Panjab. The banl; laijnched a pilot pro.iect for advancing agricultural credit in I968/69 
in two villages, Nananso. and Karhali in Patiala District, 73 loans were made in these 

villages in 19$9 /7 0  on the basis of farm plans submitted by the villagers; of these 

loans 43 were made to smcJl farmers, I6 to medi’oin sized farmers and 14 to large farmers. 

It was observed that large farraere v/ero able to obtain credit for seeds and- fertilizers 

from dealers and wherea,s of the loa,ns rne-de to small farmers 39 percent were for produc

tion purposes only 22 percent of those mad^ to lc,rgc farmers ijere for production. The 

scale of operations is obviou.sly peripheral to the development effort although the 

small farmers vjere r-^civing recommendable priority.

Conclusion

The odd exa.uple of commercial bank concern whether through farmer's service 

societies where the limited information available already points to a mixed recordjor 

direct loans doc,s not relieve the overall picture: of n-glect of the poor. The VJorking 

Group on Rural Banlcs 40/  the Reserve Bank of India has also noted that there are 

serious a-ttitudinal problems in commercial banlcs lending to small farmers. The banlcs 

have their origins in urban a,reas, staff vjho are generally recruited from, the urban . 

population have a disinclination’ to -lork in rural areas. The. high salaries of banlc staff
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sot them apart from villagers. Cooperatives ha.ve been faulted on their ability to 

raise depositso Thciir record in this area, is not encoiiraginr compared with that of 

the couimercial 'banks. In 1969) primary agricultural credit societies had total 

deposits of Rs« 627 milliono The com'bin*3d deposits of rural, semi-urban and urban 

ccmiriercia,! banks, but not metropolitan banks, vras 23,780 million, noa,rly 38 times, as 

much, but much of this came from the non-agricultural sector and notably only some 10 

perc it of this was returned to the rural arep,s in agricultural investment in 1972 .

Commercial ba:iks have not then in their admittedly short period of interest in  

agriculture performed anything like as well as cooperatives in providing agricultural 

credit in general or small farmer crcdit in particular,

COKPARISON OF CREDIT COOFERATIVES RECORD ¥ITH THOSE OF PEASANT UNIONS

There are two peasant union organizations of national'importa,nce in India. , One 

is affiliated to the Communist Party of India a.nd the other to the Communist Part of

India (Marxist). They vary in their local organization and in.some states separate

unions exist for landless labourers and small farmers., The unions are frequently 

referred to as Kisan Sabha» In ?.ddition to the tx̂ o nation-wide union structures, 

there are various state or even local unions. The strength of the lonionc varies from 

state to state and. in many cascG no adequate record exists of membership. They are 

strong, for instance, in Kerala which had at different times from 1957 onwards a 

commvaiist government. It is not possible to enter into detail about their activities 

here. There arc frequent demo,nds tha.t their record be examined against that of the 

cooperatives in serving'the. poov„ The two ar>_ in no vjay comparable. They may be 

rp.ther reg?,rded as complementary, Theuaions arc concerned to lobby for their members' 

rights or even to talce by force land, food, stocks etc. v.rhich arc inequitably held by

the exploiting class. In this their success has been very variable. They do not

generally offer credit to their members. Cooperatives have provided one of the means 

of product ion, finance o The unions have been concerned to raise wages a.nd with the 

fundament.al mians of production, land. They function at a far more basic level than 

cooperatives, to some extent outside the Bystem. Harijan cooperatives, which are 

limited in number, could take on a similar function. In not doing so they cannot .be 

said to have failed. I f  they did so, they might increase their relevance, but they 

might also be pf’ovented from carrying out their primary purpose, the distribution of 

credit. They cor.ld, however- encourage their members to join or form unions.

Although the successes of unions are not. .co.niparable with that of cooperatives,

one feature of their organization is of interest. Povjor in the Kisan Sabha is with the 

officials who are closely liniced to the partj’-- It is not in practice exercised

democraticaily as in cooperatives. The unions which have as their sole mandate the

service, of the poor have in ma-ny cases gained a larg>j body of support. This may be 

attributed partly to their singleness of purpose and p a r t l y  to the sensitiveness of 

officials to members problems.’
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CREDIT COOPERATIVES AS REDISTRIEUTORS OF WEALTH BETl'rEH!?J STATES

Another criteria on x-ihich cooperatives record must "be examined is in their 

alDility to redistribute resources between richer and poorer states and stimulate growth 

in the poorest states. It is almost impossible on the basis of availa,ble data to come 

to any conclusion concerning thiso There was no information available to us on the 

relauive effort made to promote cooperatives in the various states.

Judged on the basis of the proportion of households borrowing from cooperatives 

in 1961 (see table 5)» "the richest states of Ponja-b, Haryana, Gujarat, Uttar Pradesh 

and Mah.arashtra all had above average coverage with a high of 35 percent in the Punjab 

and the lowest in Uttar Pradesh with '20 percento The poorest states of Rajasthan, 

Orissa, Kadhya Pradesh, Andhra Pradesh and Bihar all had belovj average coverage with 

the highest I7 pe^’cent in Andhra Pradesh and the lowest cooperative coverage in the 

poorest of the states, Bihar. Bĵ  1966/ 6 7 , the position had changed somewhat in that 

coverage in Uttar Pradesh had fallen below the I960/ 6 I level and below average.

Coverage in Gujarat also declined, whereas that in Punjab and Haryana cradle of the 

Green Revolution has risen to percent. Coverage in all the poor states rose, 

although it remained belov/ avera-ge. Total cooperative loans followed a similar pattern 

in the period I96O/6 I to 1969/T0> the highest proportionate gain 540.pei’cent was 

recorded in Bihar; but this xras working from, a very low base and Andhra Pradesh only 

recorded a 39 percent incree.se. Gains in the wealthy states were mixed, -Uttar Pradesh 

only having a 100 percent increase while the Punjab recorded 347 percent. Lending in 

Gujarat, vjhere coverage of households declined, increased by 232 percent. Average . 

loans per rural household were uniformally low in the poorest states. Of the rich 

states they were high in the Punjab and even higher in Gujarat.,but in Uttar Pradesh and 

Fest Bengal they were low. A similar pattern is repeated with respect to the Land 

Development Banlcs (soe table 6) vjith the Punjab, Gujarat, Ifaharashtra and Haryana 

being the greatest recipients. The poorest state to have significant coverage is 

Tamil Nadu^

The picture w'hich emerges is fa.r from 'oniform, but some bis.s in favour of the 

better-off states and modera,tely.well off states is apparent. In this, the commercial 

banlcs have done better in that there, is a ‘definite bias in terms of number of accounts 

in favvour of the poorer states.; although this is less' apparent in terms of actual 

amo"-’ts lentc Some' of the greatest activity by commercial barJcs in financing primary 

cooperatives has been in.: the poorer states. This bias is , however, on the decline.

DOES -CREDIT AVAIL/̂ .BILITY HAVE A l̂EGATIVE AFFECT OH THE POOR?

There is one ■la.st qxiestion vjith regard to the overall- effectivity of cooperative 

credit in relieving the lot of the rural poor which we cannot afford to i^orc.: that is 

whether credit in-itself which is freelj'* available to both rich and poor works against 

the best interests of the poor. This controversy is inextricably linked vjith dis

cussion as to the impa^ct on pox^erty of the gTcen revolution in India and we canrio*'t 

enter into it deeply here- It has been observed in ma.ny states of India that the 

green revolution, by making agrieultijjr'e more profita^ble, had led landlords to farm 

themselves land they previously m-e.de ava.ilable to small farmers on a tenancy or share
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cropping Tsasis,' Tliis is substantiated by, amongst other c.^e studies, Laxminarayan 

and Bhalia 4 1/  in Haryaila,/Rajastan by Bapna 42/  and Kahlon and Singh- 4 3 /  in the Punjab ./i 

The forcfe of a^icultural labourers is being swelled by the tureen revoltition, but. the;.’' : 

eventual Gffect .of the new technology on the lot of the labourer is disputed, Bhadan. / 

44'/ s&owed in 1974 that only in  Kerala, where agricultural labourers axe well organized., 

had their real, ineotnes ihcreasedu Bhalla 4'1/ on the other :hand showed that in  Haijyana, 

real wages 'd'ecl'i'ned during the period 1963 to 19^7 , but rose after the introduction of 

new technology in I968 , bi^inging them by 1970 to I963 levels in real-terms, ■ In Kota 

Rajasthan,' Bapna 29/  .found an extreme labour shortage as a result \of ithe ^ e e n  .revolu

tion and 4 5 -5 0  pe^fierit ihcrease in wages vrhlle number of days w r k e d  p'er year also roB.e,

As has already been noted, the large farmers who have benefitted most from the.new 

technology and who have displc^ced medixim and small farmers rely least on cooperative 

credit, .The'mediujn scalo farmers take the lion 's  share of-cooperative c redit .■ . The 

codperativss m  th'erdfo're, have served to protect this group and to a lesser-extent 

the small'farm&rs' against domination by large farmers by providing them with-sufficient 

resources to undertake improved cultivatioti practices;

GEHERAL CONCIIfSIOH /

The present 'definition of small Tarmersy marginal farmers and landless labourers- 

incliides some 60 percent of the rural people in India. It is obvious that .this massive 

section of the' population is receiving nothing like a reasonable? ‘ share of tlio ihstitu-;' 

tional credit ckke, even'i’ri relation'to the land they occupjr a criteria on'which it 

v;ould be expected -they would receive at least 40 percent of credits-. In fact', they 

are receiving perhaps some 30 percent. Credit cooperatives ar '6 not theil particularly ' 

serving the poor. They still tend, as  vjg have seen, to be dominated by and favotir the 

vrealthy, although the small farmer produces a higher return to investment in ..cre'dit-'-.and . 

is a  more, reliable debtor,. Having said this, hov;ever, we may well ask i f  any other 

institution in  a  power structure such as India 's  . could fe've done fractionally as^iwell.

The limited experience vjith c6mmercia.l banlcs does not ind'ic-ate that they might . ' '> > ;

The general .cbnclusi5n d r iv e d  at 'is  thus that credit cooperatives vjhile not- 

favouring the. small farmers ha'ŷ e provided a more equitable distribution^ >6f credit t h ^  

could be expected from or is pi-ovided by alternative institutional structures within.' ' 

the Indian, socio-economic power struct’ore. - ' -

POSSIBIg BlEROVEIfENTS IH A GOOPSRATIVE CREDIT S.TRUCTURS TO REACH. THE POOR ' ■ ''

The data available laalces it very difficult to comment on the optimum cooperative... 

credit system for reaching the rural poor. There has been a willingness to. recommend 

new structural frameworks, particularly farmer's service societies and the involvement 

of state rural banlcs with only superficial examination of what .cooperative C-redit 

structures have proved most effective in the ps.st.
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Size

Ti-jo topics havo, however, 130311 discusssd at length in relation to cooperative 

efficiency in general terms, i .e „  without particular reference to the rural poor. 

Firstly, the optimum size for cooperativeso As we have noted above, India passed 

through several stages x>'ith rogard to size of cooperatives. In itially  cooperatives 

were village 'based and small. In the period 195'S to 1958 by merging existing coopera

tives, societies v;ere set up, covering several villages which were intended to achieve 

a minimuffi loan business of at.least Rs. ^0,000  per year. In 1958, the policy changed 

to one of one cooperative per village community covering a population of about a 

thousand. This policy v:as modified in I96O to one which put "economic viability" 

first and relationship vjith the conuuunity unit sccond. Economic viability was defined 

as sufficient turnover to support a full time secretary and a society should not cover 

a radius of more than four miles«

Thorners report indicates that the most satisfactory societies tended to be 

large and also multip'orpose. There can be little doubt that there is a necessity for 

trained management at the primary level, but this could be achieved through increased 

turnover in multipurpose cooperatives handling marketing 3,nd storage. There may be 

less opportunity for one povjerful clique to dominate a large society at the expense of 

the wea-ktr sections, but they will have more incentive to do so and when they do 

succeed in doing so the results will be much more widespread. In the absence of a 

multipurpose cooperative framework it may be essential to have large cooperatives, but 

more consideration could have been given to braking cooperatives up into groups, both 

to enable people to relate to a unit in which they could know everyone and to fac ili

tate group loans. Ideally each group should be formed from one class in the social 

strata and, thus, enable the poor to better fight for their rightsj particularly if  

seats on the board of directors were allocated on the basis of groups.

Multipurpose

The concept of multipurpose cooperatives is not new to India, The committee of 

Direction of the All India Rural Credit Survey rocorniriended t M  crop loans should be 

recovered from the sale proceeds of the respective crops. To this end cooperative 

credit societies were to be affiliated  to marketing societies. Crops, however, would 

still be marketgd by "the marketing societies who would collect the loans and by 

I96C /3 7 , 74 percent of primary credit societies were affiliated  to marketing societies 

and 17 percent of credits collected through marketing societies. Comparatively few 

genuinely/ multipurpose cooperatives v^ere set up hovrevero Farmers' service societies 

vjill, of course, be multipurpose^ The greatest problem, of cooperative marketing is 

fajrmers continuing reliance for ' consumption credit on■■ traders Vf4ie-i»slst-on-mefcrketing 

their crops. Cooperatives should make consumption loans to the weaker sections, 

particularly during years of poor harvests.

Cooperatives Purely fô r the Poor . ,

Cooperatives dominated by m.edi'om and large scale farmers, civil servants and 

school teachers have never had the problems of the poor genuinely at heart. Coopera

tives only of the poor could be set up and gradually made the solo agent to which RBI 

credit and support is extended. Present C00perati\’'0 leaders probably expend as much
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effort on f.voidinf^ RBI inten'tions as they do implementing them. Cooperatives vjhoee 

sole concern is th^.ir poor members would gradually "be able to organize group irrigation 

schemes and other capital improvements on crcdit. They might also serve as an eventual 

mcdi'am for group oixtension, partieulcirly i f  group procedures were employed for preparing 

loan submissions and securityr Tl'.e difficulties of setting up cooperatives solely of 

the poor should not, hoxvever, "be miderestimatcd. . They will lack the entrepreneurial 

expc.’iencc a.nd confidcnce of societies in vjhich larger farmers have a substantial voice 

and in this respect they v.'ill require greater support from the Government services and 

probably initial manag'oment subsidies. •. Turnover could'also be lower unless the 

societies have a sufficiently high membershipo

Crop Loan^Insurancos

Poor farmers are reluctant to take cred-it for nevr varieties which arc les;G 

relia,ble in bad years than traditional cneso They have not largo areas over lAich to 

ci-ishion losses and crop failure brings them and their families close to starvation.

There is a necessity for some form of insurance to cover the cooperative society 

against the farmers ina,bility to repay. The evidence is that the poor \-jould willingly 

bear higher charges on loans. They already do from iioncy lenders. An interest rate of 

20 percent on crop loans vrould covcr societies o-gainst total loss one yeajr in every 

ten, talcing a reasonable commercial interest rate of ten percent. I f  the Reserve Banlc 

of India were to make an additional subsidy of ten percent available, societies would 

bo in a position to withstand total loss once in every five years. The smcdl farmers 

relieved of the burden of credit repayment vrould then be much more prepared to invest 

in novj varieties. Such insuranc should covcr a society ;Aen a farmer is genuinely 

lonable to repay due to crop loss resulting from, causes beyond control, not simple 

failure to repay or loss arising from, farmer neglect„

Consumption Credit

The Econom-ic Timespdhi, reported on April 27, 197- that the Sivaraman Coimittee 

set up by the Planning Commission recommended that constmiption credit to the vreaker 

section through the cooperatives should bv. stibstantially strengthened. It estimated 

that families with loss than 0 ,5  aerjs require Rs. 1Y0C million per annum in consump

tion credit and those with between e,5 and 3 aores RSo 12^0 milliono There can be 

lit+ ''' doubt that unless this group can be removed from the grip of money lenders and 

traders, they will be unable to take advantage of cooperatives for m.arketing: thus, 

raalcing it impossible for cooperatives to coll^^ct debts at the point of crop sale and 

forcing'’ the very poor into greater pecimary through e;ctortionate interest rates and 

inequitable^ m.arketing arrangements. Production loans will also be diverted to consump

tion purposes,

Crcdit for pui’__c]5£is_e

As already noted any basic solution to rural poverty in India must have, as an 

essential component, the distribution of the basic means of production, land to the 

pooro I f  the Governiient is ujiabl: or imvjilling to ex^^cute a more extensive land 

reform prograranio credit could, backed by the necesse^ry legislation, be used to secure



-

■’c' ’ ■ ■

some land redistribution by financing land purchase "by tho landless, or near landless, 
up -to a given maximuQo An essential eler.iijnt of any such schcme would be; the control 
of land prices a,nd probably the introduction of a coiling on additional land purchase, 
making it illegal for instance for farmers v;ith more than five acres (equivalents) to 

buy additional lando

Both Cooperative Central BajiJcs and Land Development Banlcs could participate in 
such a scheiriG which would of necessity ha,ve to be financed by the RBIe This would 
also be a more suitable activity for comj-nercial banlvS than financing crop loans.
Their expertise and procedures are better suited to action in this area. Primary 

credit societies do net have the catjacity to financc land purcho,se loo,ns, but they 

mejy act as the initial contact point for rcqae'sts which are then transmitted to the 

financing agencyc
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TABLE 6

GUIvIUIATIVE PROGRESS OF E.IPLEI'.'iENTATION OF 

SFAcFAL DEVBLOBIEI'IT PROGRAIUncS SINCE INGEPI''IOIT

SFDA PROJECT IviFAL DA PROJECT

1971 1972 1973 1974 1971 1972 1973 1974

I0 NOo of participants 
identified (in 000) 425’" 1421 2 3 6 6 ^ 2663by 38 309 112 7c /  1264c

2o Noo enrolled as members 
of cooperatives 

(in 0 0 0) 37 385 1140 ■ 1470 n«ao 140 355 486

3o NO. of dug-vjells/ 

tubewells 3036 21012 65673 95107 54 1986 8547 14500

4» No. of piEipsots 19) ■ 6398 16144 28560 3 1284 3373 211

5 . Noo of otiaer minor 

irrigation v;orks n<,a-o noa.. 21774 27312 n= a. n.ao 573 986

60 Units of rnilcli cattle 3S3 6140 26077 44044 43 4893 15281 33544

7 . Units of poultry birds 876 1317 3143 5046 - 1070 2220 3306

Credit disbursals (Rs ., in 000^

i )  Short term 11333 129697 240717 194565 22 9635 36030 23309

ii) Kedium and Long term 1 ">790 101895 309312 485750 399 6111 65080 134209

Sources Depto of Agriculture, Ministry of Agriculture,

bJ  includes 666000 marginal farmers,:

\)J includes 623OOO marginal farmers;

Q.J includes 262000 agricultural labourers; 

dy includes 298OOO agricultural labourers»

Govto of India, Nev; Delhi
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TABLE 8 Comparative Data on Three Farmers Service Societies June 1 9 7 5

Date of commencement of Buainess 

Nam'ber of villages covered 

Number of Farm Fajnilies in area 

Membersliip

Percentage of Farm Families covered

Percentage of Members who are 

small and marginal farmers and 

agricultural labourers

Crop loans in current year

i . Tot al

ii* Percentage of weaker 

sections receiving 

loans; Percentage of 

loans by value to 

weaker sections 

in brackets

Medium and long term loans- 

cumu1at ive-Animal husb andry

i .  Total

i i .  Percentage of weaker

sections receiving loans. 

Percentage of loans by 

value to weaker sections 

in brackets

Agricultural machinery

i • Tot al

i i .  Percentage of weaker

sections receiving loans. 

Percentage of loans by 

value to weaker sections 

in brackets.

Land development

i .  Total

i i .  Percentage of weaker

sections receiving loans. 

Percentage of loans by 

value to weaker sections 

in brackets.

Hiriadka 

(South Kanara)

Sept. 1973 

10 

2781 

1396 

50

71

Rs 0 .4 6

43 (66)

Rs 0 . 1 9

11 (81)

Rs 0 .5 4

9 (44) 

Rs 0 .3 2

13 ( 69)

Attibele Honnetelly

(Bangalore) (Turakur)

Rs in millions

May 1974

19

2228

936

42

72

Rs 0 .18

5 ( 28)

Rs 0 .3 5

25 (76)

0.22 

3 ( 4 0)

Rs 0 ,2 9

2 ( 2 7 )

Jan. 1975

38 

2491

1131

45

39

Rs 0 .0 3

Rs 0 . 1 7

18 (68)

0 .0 0 4

Source: Data Supplied by the Syndicate Bank Ltd,


