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Growth and Regional Inequality in 
Rural Credit  Flow  in  India
S K Goyal*, Satnam Kaur** & Atul Dhingra***

The flow of institutional credit to agriculture and allied activities increased at an annual compound 
growth rate of 16.57 per cent. The share of cooperatives in agricultural credit was about 63 per cent in 
1980-81 which went on declining year after year and reduced to only 19 per cent in 2007-08. The decadal 
growth rate of agricultural credit disbursed by all the agencies indicate that the growth increased at 
the rate of 13.52 per cent per annum during 1980s which increased to 18.64 per cent in 1990s and this 
further increased substantially to 28.06 per cent during 2000-01 to 2007-08. Over the years, the share of 
co-operatives in the total Kisan Credit Cards issued has been declining whereas the share of commercial 
banks and regional rural banks has been increasing. On an average the loan advanced per borrower 
which was only Rs.1486 in 1993-94 increased to Rs.7259 in 2007-08 indicating about five-fold increase 
over this period. The amount of overdues increased at a compound growth rate of 13 per cent during 
this period. Wide fluctuation was noticed in the flow of agricultural credit per hectare of gross cropped 
area in different regions and across the states. The recovery of loan was recorded to be 64.33 per cent for 
the country as a whole. At the regional level, the recovery performance was the highest in the southern 
region and lowest in North eastern region. Interregional disparity was found to be relatively more in 
case of loans per member, loans per society, loans per ha of gross cropped area, number of societies in 
profit and deposits per member as compared to the number of societies, overdues per member, overdues 
as percentage of demand (recovery performance), villages covered per society, cropped area per society. 

Introduction
India has reached the level of 230 million tones of 
foodgrains from merely 51 million tones during 
1950-51. This significant growth in foodgrains 
production has been possible by the use of modern 
inputs and production technology which has 
resulted into increase in demand for credit. It is well 
known fact that in India, majority of the farmers do 
not have sufficient funds of their own to meet their 
requirements for adoption of  modern technology. 
Therefore, they have to depend heavily upon the 
borrowed funds from one source or the other. A 
large number of agencies, including cooperatives, 
regional rural banks, commercial banks, non-
banking financial institutions, self-help groups 
and a well spread informal credit outlets together 
represent Indian rural credit delivery system. The 
key milestone of rural credit system are Rural Credit 
Survey Committee Report (1954) and acceptance 
of its recommendations, nationalization of major 
commercial banks (1969 and 1980), establishment 

of RRBs (1975), establishment of NABARD (1982) 
and the ongoing financial sector reforms since 1991. 
Further, several initiatives like Kisan Credit Card 
Scheme, Special Agricultural Credit Plans, RIDF 
Scheme etc, are put in place to increase the flow 
of credit to agriculture sector.
Among the institutional sources of credit, the 
cooperatives have relatively been important source 
of rural credit. Rural cooperative credit institutions 
have played an important role in enhancing 
institutional credit to the agricultural and rural 
sectors. The short term cooperative structure known 
as Primary Agricultural Credit Societies (PACS) at 
the grass root level are intended not only to cater 
to credit requirements of the members but also to 
provide several other credit linked services like 
input supply, storage and marketing of produce, 
etc. It is an established fact that the distribution 
of cooperative credit is uneven across the regions 
and states of the country. On the basis of above 
background, in the present study an attempt has 
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been made to study the growth, performance and 
regional concentration / dispersion in various 
aspects relating to cooperative credit in India.

Methodology
The present study is exclusively based on secondary 
data collected from various published sources such 
as Economic Survey of India; Fertilizer Statistics; 
www.nfscob.org , etc. The data was collected on 
institutional flow of credit to agriculture and on 
various other aspects of cooperative credit for 
the period 1980-81 to 2007-08. To study regional 
disparity, state-wise data was also collected.  To 
measure the growth performance over the years 
Compound Growth Rates were calculated by using 
exponential form of equation and for  measuring 
concentration and regional disparity, the Herfindahl 
Index has been used as given below:
H-index = Spi

2      

Where 
pi = Xi/SXi , 
Xi  is the value of the indicator in each state; i = 1, 
2, 3...........N (number of states).
The value of H-index closer to one indicates 
concentration and closer to zero dispersion and 
vice versa. 

Result and Discussion

Institutional Credit Flow to Agriculture
To meet the burgeoning demand of rural credit, the 
concept of a multi-agency approach to rural credit 
was adopted during the mid-sixties. The major 
commercial banks were nationalized and were 
directed to expand the network of their branches 
in rural areas and extend credit in these areas on 
a priority basis. The Working Group constituted 
by the Govt. of India in July 1975 recommended 
setting up of State Sponsored region based Rural 
Banks known as Regional Rural Banks (RRBs). 
So, agricultural credit is disbursed through a 
multi agency network consisting of cooperatives, 
commercial banks and Regional Rural Banks. India 
at present has  vast network of rural and semi 
urban branches to meet the financial requirement 
of agriculture sector and rural areas. The growth in 
institutional credit to agriculture has been significant 
over the years. The cooperative credit system is a 

century old primary rural credit delivery system 
in the country covering about 4.5 crore borrowing 
members. There are 28 public sector commercial  
banks and 32 banks in private sector operating in 
villages through their more than 32000 branches in 
rural and semi-urban areas. Similarly, 196 RRBs are 
providing financial services through 14.31 branches 
in rural areas. The agricultural credit advanced by 
various institutional sources during the period 1980-
81 to 2007-08 are shown in Table 1.  The flow of 
institutional credit to agriculture and allied activities 
increased sharply from Rs. 3389 crores in 1980-81 to 
Rs.2,54,657 crores in 2007-08 indicating growth at 
an annual compound growth rate of 16.57 percent. 
This increase in institutional credit to agriculture has 
been mainly due to the increased participation of 
scheduled commercial banks (SCBs) in agricultural 
credit. The share of cooperatives in agricultural 
credit was about 63 per cent in 1980-81 which went 
on declining year after year and reduced to only 19 
per cent in 2007-08 while that of commercial banks 
rose from 37 per cent in 1980-81 to about 73 percent 
in 2006-07 and then slightly declined to 71 per cent 
in 2007-08. The Regional Rural Banks which came 
into existence in 1975-76, now account for about 10 
per cent share to  total agricultural credit.
The decadal growth rate of agricultural credit 
disbursed by all the agencies indicate that the 
growth was at the rate of 13.52 per cent per annum 
during 1980s which increased to 18.64 percent in 
1990s and this further increased substantially to 
28.06 per cent during 2000-01 to 2007-08. During the 
current decade (2000-01 to 2007-08), the growth of 
cooperative credit has slowed down while that of 
Commercial Banks including Regional Rural Banks 
has increased substantially. The quantum jump in 
agricultural credit in the last few years has been 
due to increased target by the government. As in 
Union Budget 2005-06, it was  proposed to increase 
the flow of credit by 30 per cent for the year 2005-
06 and also Public Sector Banks were advised to 
increase the number of borrowers by 50 lakhs.

Micro-finance
Creating self employment opportunities is one way 
of attacking poverty and solving the problems of 
unemployment. The scheme of micro-finance has 
been found as an effective instrument for lifting the 
poor above the level of poverty by providing them 
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increased self-help opportunities and making them 
credit worthy. Self Help Groups (SHGs) form the 
basic constituted unit of microfinance movement 
in India. An SHG is a group of a few individual 
usually poor and often women – who pool their 
savings into a fund from which they can borrow as 
and when necessary. Such a group is linked with 
bank – a rural, cooperative or commercial bank. 
The micro-finance sector in India has experienced 
a tremendous growth in the last years due to the 
efforts of various agencies including government, 
international donor agencies and banks. Number of 
SHGs and credit disbursed by the different agencies 
during the year 2006-07  are presented in Table 2.  
The number of SHGs linked with banks was 1105 
thousands with bank loan of Rs. 6570 crores during 
2006-07 (NABARD, 2006-07).  Share of commercial 
banks in respect of number of SHGs linked with 
banks and credit disbursed were highest (51.7 % & 
59.6 %) followed by RRBs (34.5 % & 31.2 %) and 
cooperatives (13.8 % & 9.1 %) during the year 2006-
07. On an average per SHG, bank loan of Rs. 59420 
was disbursed. It was highest in case of commercial 
banks amounting to Rs. 68556 and lowest in case 
of cooperative banks (Rs. 39153). 

Kisan Credit Card Scheme                   
The Kisan Credit Card scheme was introduced 
in August 1998 for short term loans for seasonal 
agricultural operations. As a pioneering credit 
delivery innovation, this scheme aims at provision 
of adequate and timely support from the banking 
system to the farmers for their cultivation needs 
including purchase of inputs. It now has been 
under implementation in all the states and Union 
Territories by Commercial Banks, Regional Rural 
Banks, and Cooperatives facilitating smooth flow 
of loans for agricultural sector.  Agency-wise credit 
cards  issued during different years have been 
shown in Table 3. The number of cards issued has 
increased in each  successive year since its inception 
to reach a total of 752.89 lakh cards by 2007-08. In 
the first year of the scheme i.e. in 1999-2000, of 
the total cards (51.34 lakh) issued by the banking 
system, cooperative bank accounted for the largest 
share (70 %) followed by commercial banks (27 
%) and regional rural banks (3%). Over the years, 
share of cooperatives has been declining whereas 
share of commercial banks and regional rural banks 

has been increasing. Still cooperative banks alone 
account for about 46 percent  of the total cards 
issued. Cooperative have been routing a major 
portion of their crop loans through KCC. With a 
view to expanding the coverage of borrowers under 
KCC and improving the flow of credit, NABARD 
has advised cooperative banks and regional rural 
banks to continue their endeavor to identify and 
bring into the KCC fold, other farmers, including 
defaulters, tenant farmers, etc.        

Cooperative Credit
The cooperative movement was initiated in India 
in 1904, with the adoption of Cooperative Society 
Act. Cooperative credit is considered as the most 
important institutional source of rural finance. 
Cooperative credit structure in India is consists 
of  a  3-tier structure. At the apex are the State 
Cooperative Banks followed by District Cooperative 
banks at the district level and Primary Agricultural 
Credit Society (PACS) at the grass root level. The 
PACSs take care of short term credit needs in rural 
areas while State Cooperative Agricultural and 
Rural Development Bank takes care of long term 
credit needs in these areas. The focus of the present 
paper is on Primary Agricultural Credit Societies.
Primary Agricultural Cooperative Credit Societies 
(PACS) form the lower tier of the short term 
structure of the rural cooperative credit institutions. 
The PACS directly interface with the farmers, 
provide short and medium term credit and supply 
needed agricultural inputs too. The total number of 
Primary Agricultural Cooperative Credit Societies in 
India increased to 94960 in 2007-08 from 91592 in 
the year 1993-94 depicting a compound growth rate 
of 0.98 percent per annum (Table 4). The percentage 
of borrowing members to total members which was 
56.78 percent in 1993-94 increased to 60.37 percent 
in 2007-08. Despite small growth in percentage of 
borrowing members to total members, total loans 
and advances increased due to increase in limits 
of eligible borrowers. The loans and advances 
increased to Rs. 57642 crores in 2007-08 from 
Rs.7511 crores in 1993-94 showing a handsome 
growth of 14.58 percent per annum during this 
period. It is estimated that short term loans and 
advances constitute about 82 percent of the total 
loans and advances (Anonymous, 2007-08). On an 
average the loan advanced per borrower which 
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was only Rs. 1486 in 1993-94 increased to Rs. 7259 
in 2007-08 indicating about five fold increase over 
this period. Although there is an overall increase 
in agricultural credit yet there is a severe problem 
of overdues which inhibit expansion and economic 
viability of the lending institutions. The amount of 
overdues increased at a compound growth rate of 
12.98 percent during this period i.e. increased from 
Rs.4183 crores to Rs. 24003 crores during 1993-
2007. However, in terms of percentage to demand, 
it has declined over the years which indicates 
improvement in recovery performance. PACS also 
made tremendous progress in deposit mobilization 
in the country. The average per member deposit 
during the year 1993-94 was Rs. 236 which increased 
to Rs.1935 in 2007-08. The annual compound growth 
for per member deposit worked out to be 14.89 
percent. As a result of increase in per member 
deposit, there has been substantial growth in rural 
deposits per society i.e. rural deposit per society 
increased at an annual compound growth rate of 
18 percent during the period under study.

Regional Variability / Disparity in 
Important Parameters of PACS
Distribution of rural credit by PACSs across different 
regions and states is very important as these are 
the institutions/agencies working at the grass root 
level and having direct contact with the farmers 
(Table 5). As far as number of  Primary Agricultural 
Cooperative Credit Societies are concerned, 
societies are mostly concentrated in the Western 
and Eastern regions as 30.83 and 19.31 percent of 
the total societies are operating in these regions, 
respectively. Gross cropped area served per society 
ranged from 1142 ha in Western region to 3209 ha 
in Central region, the national average being 2014 
ha per society. On an average, seven villages were 
served per society for the country as a whole. In 
western region coverage is relatively better as on 
an average for every two villages, there is a society. 
At the national level, about 40 percent of the total 
societies are in profit. The highest percentage is in 
Northern region (64.28 %) and North eastern region 
has lowest percentage (15.36 %) of profit making 
societies. On an average per member loan advanced 
increased from Rs.844 in 1993-94 to about Rs.4383 
in 2007-08 (Table 4). Rural advances per ha of gross 
cropped area witnessed a substantial increase during 

the period under the study. However, there was 
wide fluctuation in the flow of agricultural credit 
per ha of gross cropped area in different regions 
and across the states. The loans advances per ha of 
gross cropped area was highest in Southern region 
(Rs. 6899) and lowest in North eastern region Rs. 
(742). The data on state-wise gross cropped area 
pertains to the year 2004-05 due to non-availability 
of current data. In case of loan advanced per 
society, southern region again was at the top and 
north eastern region at the bottom position. The 
mounting overdues  is a serious problem with PACS 
which affects the repaying capacity and also create 
obstacles in the recycling of funds. The recovery of 
loan was recorded to be 64.33 percent for the country 
as a whole. The recovery performance was highest 
for Southern  region (73.93 %) followed by eastern 
region (64.77 %) and northern region (63.92 %) It was 
lowest in North eastern region (50). Cooperatives 
also play a important role in deposit mobilization 
in rural areas. The mean per member rural deposit 
was as high as Rs.3339 in southern region followed 
by northern region (Rs.2148), eastern region (Rs. 
947). In western region, mean per member deposit  
was only Rs. 303. at the national level this figure 
is Rs. 1935.
Herfindahl index which measures concentration 
or dispersion have been calculated for important 
indicators of the PACS. In case of overdue as 
percentage of demand (recovery performance), 
gross cropped area per society, villages covered 
per society, overdue per member, and number of 
societies low value of Herfindahl Index indicate 
that these parameters are spread across the states 
which signify less variability. On the other hand, 
relatively high value of Herfindahl Index in case 
of loans per member, deposits per member, loan 
per ha of gross cropped area, loans per society and 
number of societies in profit indicate concentration 
(i.e. reduced diversification) which thereby signify 
more variability across the states.

Conclusion
The flow of institutional credit to agriculture and 
allied activities increased at an annual compound 
growth rate of 16.57 per cent. The share of 
cooperatives in agricultural credit reduced to only 
19 per cent in 2007-08 from about 63 per cent in 
1980-81 while that of commercial banks rose from 
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37 per cent to about 71 per cent during this period. 
The Regional Rural Banks which came into existence 
in 1975-76, now account for about 10 per cent share 
to total agricultural credit. Over the years, share of 
cooperatives in the total Kisan Credit Cards issued 
has been declining whereas share of commercial 
banks and regional rural banks has been increasing. 
Still cooperative banks alone account for about 46 
per cent of the total cards issued. Marginal increase 
in the share of cooperatives and commercial banks 
and decline in the share of RRBs in the micro-
finance scheme was also observed. There has been 
significant growth in loans advanced per member 
and per borrower, deposit per member and per 
society, loans per ha of gross cropped area by 
PACSs. The membership growth was observed to 
be 3.76 per cent that seems reasonably good. Still 
growing membership strength is indispensable 
so as to have a strong equity base. As regards to 
overdues, it has increased at the rate of about 13 per 
cent per annum. The high growth rate of overdues 
is not a healthy sign for the viability of the financial 
institutions. Interregional disparity was found to be 
high in case of loans per member, loans per society, 
loans per ha of gross cropped area, deposits per 
member and number of societies in profit. 
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